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Abstract

The biggest disadvantage of online shopping is that it is impossible to accu-
rately assess the suitability of goods prior to purchase. Customers usually check
“fit” at home, and thus one third of internet sales are returned. We study the
pricing and ordering of a dual-channel supply chain which composed of
risk-neutral manufacturers and risk-averse retailers serving customers who
differ in how they purchase products in store or online. Customers may re-
turn misfit products either to stores for a full refund or online as per the re-
tailer’s return policy. At the beginning of the sale season, channels order from
manufacturers and set prices to be identical across channels. According to the
criterion of conditional value at risk (CVaR), we express the problem as a
Stackelberg game model and obtain the equilibrium solution under the con-
ditions of decentralization and centralization. Further, we explore the impact
of the retailer’s risk indicator and consumer returns rate on the optimal retail
price, the ordering quantities, the profits of dual channels, and the overall
profits of the supply chain. We find that dual-channel supply should reduce
the risk aversion level of retailers and consumer return rate. Finally, the im-
proved risk-sharing contract is proposed to coordinate the dual-channel supply
chain in the presence of customer returns and risk-averse, and it is proved
that the contract can achieve Pareto improvement of supply chain members.

Keywords

Risk-Averse Retailers, Customer Returns, Dual-Channel Supply, Channel
Coordination

1. Introduction

The biggest flaw of online shopping is that it can’t accurately evaluate the fit of
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before products [1] [2]. Consumers can only receive products and try them out
resulting in a large percentage of online sales being returned. In consequence,
the return rate of fashion products purchased online is as high as 75%. Accord-
ing to Vlachos and Dekker [3], Mostard and Teunter [4], Akcay et al [5], the
return rate of fashion products in physical channels is as high as 35%. It’s not
surprise that the majority (66%) (UPS 2014) customers evaluate the return poli-
cy before making a purchase, because the full refund policy is considered as an
indicator of product quality [5] [6].

While retailers expand sales through the dual channels and full refund poli-
cies, it needs to face conflicts and uncertainties between channels, such as ran-
dom market demand and manufacturers’ uncertain output, and these uncertain-
ties strongly affect the decision making of supply chain members that lead to the
risk-avoiding characteristics of decision-makers [7]. Therefore, retailers may
behave in a risk-averse way [8]. Interest in the risk aversion problem of members
was proliferated in the early 1990s because it had attracted many scholars to
study this interesting problem [9] [10] [11] [12] [13]. In this study, we also con-
sider the dual-channel retailer’s risk aversion into the decision framework in the
customer return situation. Since traditional risk measurement methods cannot
accurately measure the risk characteristics of decision-makers [7]. Therefore, the
CVaR criterion is proposed to measure the degree of risk, which is considered to
be superior to the risk value (VaR) because of its consistent measurement of risk
and subadditivity [14]. CVaR has some attractive characteristics, such as consis-
tency and convexity, which makes it more suitable for widely used in risk man-
agement measures than VaR [15]. In addition, CVaR has been extensively used
to coordinate the dual-channel supply chain due to this it would be helpful to
achieve a balance between expected profit and risk [7].

The contract mechanism is a common supply chain coordination method [7].
Supply chain coordination can be achieved through a certain contract, which
can make the optimal decision of the decentralized supply chain equal to the
optimal decision of the centralized supply chain [12]. Return policy is one of
the most popular supply chain coordination strategies that had been studied
extensively [6] [7] [12] [16] [17]. Related researches showed that traditional
contracts, such as revenue sharing contract, buy-back contract, and wholesale
price contract, cannot fully coordinate the dual-channel supply chain [7]. Then,
how to coordinate the dual-channel supply chain becomes more challenging
when considering risk preference and consumer return.

Research on the coordination of a dual channel supply chain with consumers’
return focuses mainly on single channel companies. However, we analyze the
decision making of the dual channel setting. This study considers the coordina-
tion of a dual-channel supply chain in which the risk-averse retailer adopts a
dual-channel sales model and a full return strategy when the market demand is
uncertain, assuming that the supplier is risk-neutral. Whereas customers
purchase dual channel may or may not return misfit items depending on the

firm’s return policy. Keeping with the practices of most dual channel firms, the
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firm sets identical prices across its channels and allows free returns to its chan-
nel.

Our work is most closely related to Li et al [10]. However, there are several
significant differences between the two articles. The first is the background to
the problem, Li ef al [18] assumed that the supplier with the direct channel is
risk-neutral and his retailer is risk-averse, while we evaluate that the manufac-
turers sell their products at wholesale prices to risk averse dual channel retailers,
which operate independently of each channel. The second is that we consider the
retailer’s risk preference and the return of consumers. In addition, we tempted
to discuss the impact of channel return rate on the optimal price and order
quantity of each channel and the overall benefits of the supply chain, and whether it
is conducive to the overall development of the channel and the supply chain?
Further, we explore the impact of the retailer’s risk indicator and consumer re-
turns rate on the optimal retail price, the ordering quantities, the profits of dual
channels, and the overall profits of the supply chain. Similarly, from the improved
risk-sharing contract in Li et al [10], we design a new improved risk-sharing
contract that coordinates the dual-channel supply chain and enables a win-win
outcome for both the supplier and the retailer. Therefore, we do believe that the
research in this study contributes to enrich the literature on risk-averse behavior
and dual-channel supply coordination under consumer returns.

The rest of this paper is organized as follows. Section 2 is a related literature
review. Section 3 presents a description of the problem. Section 4 introduces the
decentralized optimal decision models when the retailer is risk-neutral and risk
aversion and the concentrated optimal decision models when the retailer is risk
aversion. Section 5 proposes an improved risk-sharing contract to coordinate a
dual-channel supply chain. Section 6 provides numerical experiments, and Sec-
tion 7 concludes. All proofs of propositions proposed in this paper are presented

in Appendix A.

2. Literature Review

Many scholars have examined a refund policy in the study of consumer returns,
and the return policy is exogenously identified as a full refund or Money Back
Guarantee (MBG) [5] [8] [19] [20] [21]. Some researchers have compared the op-
erating performance of a system without a refund policy and a system with a full
refund policy or partial refund policy [8] [21] [22] [23] [24]. Most of the findings
about consumer returns had focused on optimal decision and profit, such as Hsiao
and Chen [25] found that the optimal refund policy may exceed the full price of
the product. Additionally, Chen and Bell [26] and Su [23] had reported that the
full refund policy is not the optimal strategy because it overwhelms the retailing
system. Whereas, Chen and Zhang [22] founded the full refund strategy may be
optimal when it has the competitors. Hu et al [27] and Su [23] claimed that the
optimal refund policy depends on the value of the refunded product. According
to Li et al [28], retailers should provide a lenient return policy with low quality
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and a low price or strict return policy with high quality and high price. Their
choice depends on the customer’s sensitivity to price, return policy, and quality.

With the in-depth study of customer return policy in operation management,
scholars began to pay attention to know how customer returns affect the order,
pricing, and supply chain coordination decision-making. For example, McWil-
liams [29] explored a competitive environment between high- and low-quality
retailers where consumers are fully informed and risk-neutral, and retailers real-
ize a salvage value for returned products and concluded that a full refund and
return policy would benefit inferior retailers. Wang et al [30] examined the im-
pact of customer returns and bidirectional option contracts on a newspaper
companies refund price and order decision. Xu et al [31] investigated the effect
of customer returns on customer behavior, retailer pricing, and ordering deci-
sions. Batarfi et al [32] revealed the influence of different return policies, in-
cluding full, partial, and no refund policies on the order and pricing of the
dual-channel supply chain, and found that generous return policies will result in
higher selling prices and chain-wide profits. Lantz and Hjort [33] and Pei et al
[34] pointed out that the full return policies can enhance the consumers’ pur-
chase willingness and may increase market demand.

Several other investigations have considered customer returns in dual-channel
retailing systems. Widodo et al [35] [36] researched on both Nash and Stackel-
berg competitions between a retailer’s physical and online channels considering
customer returns. Further, they found that online customers were allowed to re-
turn products to the online store (a same-channel return) or the physical store (a
cross-channel return). Radhi and Zhang [37] studied both same-channel and
cross-channel returns encountered by a dual-channel retailer because it analyzes
the effect that such returns have on optimal prices. Radhi and Zhang [38] ana-
lyzed the different same- and cross-channel resalable return policies and their
impact on the optimal order quantities of the dual-channel retailer. However,
this academic research has not addressed the risk aversion of the dual-channel
retailer and not coordinated the supply chain with risk-averse retailers imple-
ment a full refund policy.

In recent years, cooperation and coordination in the supply chain have re-
ceived great attention aroused. Contracts with various coordination mechanisms
have been widely disseminated in supply chain coordination, for example, price
discount contract [39], two-part tariff or a profit-sharing contract [40], two-way
revenue sharing contract ([12] [41]), a two-part tariff contract ([42] [43]), reve-
nue sharing contract ([44]). Studies on contracts that provide insights on how to
coordinate a dual-channel supply chain are limited. Under the assumption of
demand uncertainty and fixed prices in the retail channel and the direct channel,
Boyaci [45] considered the uncertainty of demand and the price consistency be-
tween the retail channel and the manufacturer wholly-owned channel. They
further founded wholesale price only, buyback, revenue-sharing, and Vendor
Managed Inventory (VMI) contracts that cannot coordinate the dual-supply

chain with inventory decisions. Xu et al [12] proposed a contract (the two-way
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revenue sharing contract) in which they demonstrated by coordinating the
dual-channel supply chain with risk-averse. Zhang et al [46], Xu et al [47], Zhu
et al [7] also studied the coordination of dual-channel supply chain under the
stochastic customer demand. Cai [48] investigated the influence of channel
structures and channel coordination on the supplier, the retailer, and the entire
supply chain in the context of two single-channel and two dual-channel supply
chains. Zhang et al [49] designed a revenue sharing-contract to encourage the
retailers to strive to recover waste products and proved the effectiveness of
coordination mechanisms in alleviating retail price competition and improving
the total profit of dual-channel closed-loop supply chain compared with the
non-coordination model.

As seen from the related literature and to the best of authors’ knowledge, no
study has investigated the coordination of a dual-channel supply chain in which
the retailer has risk-averse behavior under uncertainties of market demand and
customers return unsuitable products. This study contributes to the literature in
several aspects. First, we design a new improved risk-sharing contract that coor-
dinates the dual-channel supply chain and enables a win-win outcome for both
the supplier and the retailer. Second, we tempted to analyze the effects of cus-
tomer return rate and retailer’s risk-averse coefficient on the dual-channel
supply chain. Third, this study contributes to the growing literature in the area
by considering risk-averse behavior under uncertainties of market demand and

customer returns.

3. Description of the Problem

This study describes the coordination of a dual-channel supply chain involving
risk-neutral manufacturers and risk-averse retailers under consumer returns, in
which the manufacturer is the leader of the supply chain who sells product to
retailers at wholesale price w. We assume that the manufacturer’s unit produc-
tion cost is ¢ which is generally simplified to 0. The retailer will sell products to
consumers through the online channel and the traditional retailer channel at the
same prices p, and p,, respectively, the surplus value of the products at the end of
the sales season is zero. At the same time, the dual channels are independent of
each other, and there is only one ordering opportunity before the sales season.

The parameters are defined as follows:

ror o Represent the traditional retail channel and the online channel, respectively.
D Refers the primary market demand (Ze, the potential demand if the goods are free of charge).
D, Presents the demand from the traditional retail channel or the online channel (i=r or o),

Describes the retailer’s order quantity to the supplier at the beginning of the sales period
(i=r oro).

&, Represents the self-price sensitivity of channels (i=r or o).
o, Refers the cross-channel price sensitivity of channels (i=r or o).

Presents the degree of customer acceptance in the traditional retailer channel, correspondingly,
1-6 represents the degree of customer acceptance in the online retailer channel.
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According to Huang and Swaminathan [50], Chen et a/ [40], the correspond-
ing demand function for the retailer channel r and the online channel o are as

follows:
Dr=65_arpr+o-rpo (1)
DO =(l_‘9)5_aopo+o-opr (2)

We assume @, > o;, where signifies that the effect of the cross-channel price
is lower that of the self-channel price [51]. The actual demand is often stochastic;
we assume that the uncertain demand D is a random variable, as follows:
D =D+x. Here, D is the initial potential demand and x is a random number
that reflects the degree of demand uncertainty. Its probability density function
and cumulative distribution function are f(x) and F(x), respectively. For
the convenience of calculation, we assume that x follows a uniform distribution
on [-U,U], 0sU<D and D2U.

Referring to Kevin [52] and Li et al ([10] [18]), the price is assumed to be
identical across channels. Cavallo [53] finds that 70% of retailers have identical
pricing across channels, even more so (92%) for clothing products, and that dif-
ferences, if any, are negligible. Thus, we adopt the same assumption that the
price for two channels is consistent in the following, namely p, = p, =p.Itcan
also be explained that in the competition with online retailers, traditional retail-
ers are leaders who decide the retail price of products, and online channels fol-
low the same price. Consequently, the demand functions under this pricing

strategy can be written as:

D, =0D-r1p 3)
D, =(1-6)D-r,p (4)
where I =a,-o,, I,=a,-0,, I, >1I. They are the self-channel price sensi-

tivity on the two channels. Without losing generality, we assume p>Ww to
avoid a trivial case.

Moreover, the number of customer returns has a strong positive linear rela-
tionship with the quantity sold which is proved by the results of Anderson et al
[54] and Hess and Mayhew [55]. Vlachos and Dekker [3] have also assumed
customer returns were a fixed proportion of quantity sold. Thus, we adopt the same
assumption on the customer returns for the dual-channel in the following, that
returns function is R;(D;,q;) =4 min{D,,q;} (i=r or o), where 0<f <1
is the return rate in dual channel, £, =0 corresponds to the case of no product
returns. We also assume that the customer receives a full refund for a returned
product from the retailers and the return rate of the online channel is higher
than the traditional channel, that is S, > £, . The framework of the dual-channel
supply chain is shown in Figure 1.

Further, risk measurement methods include the mean-variance method, the
VaR method, and the CVaR method. Wu et al [9] showed that CVaR had ad-
vantages than the mean-variance method and the Value-at-Risk in both theory

and application. So, we adopt the CVaR method as the measure of a retailer’s
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Risk-neutral manufacturers
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online retail channel
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P : Return rate 4, P : Return rate B,
! !
Demand r Customer Demand o

Figure 1. Framework of dual channel supply chain.

risk. To clearly demonstrate the retailer’s risk aversion affects the channel mem-
bers’ strategies, we consider two cases: 1) the retailers are risk-neutral and 2) the

retailers are risk-averse under the CVaR criterion.

4. The Decentralized Optimal Decision Model

In the following, we suppose that the three agents play a Stackelberg game in a
dual-channel supply chain, ie, first, the supplier acts as the leader, decides the
wholesale price w. After observing the supplier’s decisions, the traditional retail-
er acts as decider for optimal order quantity and optimal pricing. Afterwards,
the online retailer observes the traditional retailer’s optimal pricing and decides
the optimal order quantity.

4.1. The Equilibrium Solutions under the Risk-Neutral

Let’s consider the 7z, z{ and 7z{ to be the profit function of the traditional
retailer, the online retailer and the supplier under the decentralized model. So,

they are as following:

z = pmin{q,,D,}-wag, — pR (5)
7y = pmin{q,,D,} -waq, - pR, (6)
g =W(d, +0,) 7)

According to min{q;,D,}=q,—(q,-D;)" , (a,—-D;) =max{q,-D,,0} ,

i=r or o, we can obtain:
7[:1 :((l_ﬂr)p_vv)qr_(:I'_ﬁr)p(qr_Dr)Jr (8)
7 =((1-8,)p-w)q, -(1-3,) p(d, - D, )" ©)

Then, we can obtain the following proposition 1.
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Proposition 1: When the condition D >3U is satisfied, there exists a unique
. q%", W) under the Stackelberg model.
1) The risk-neutral traditional retailer s optimal order quantity and optimal

pricing are noted °" and p° satisfies the following equation
. . uew”
d d
9 =(U+D)o-rp" ——— (10)
' (l_ ﬂr ) pd

26p" (1-4,)" - oW (1= 4 ) - DOP™ (1= 4 ) +OUW™ =0 (11)

equilibrium solution ( qf P

2) The risk-neutral online retailer s optimal order quantity is

o 20 (1-g)w"

d
g, =(U+D)(1-6)-r1,p . (12)
? (l_ ﬂo ) pd
3) The supplier s optimal wholesale price satisfies the following equation:
. . * AU (1-0)w”
U+D-rp’ —pp - D0W___ A-opw” _, (13)

(1_/Br) pd* (1_ﬂo) pd*
The proof is given in Appendix 1.

Next, we use the CVaR measures to explore the impact of retailer’s risk-averse

on decision-making.

4.2. The Equilibrium Solutions under the Conditional
Value-at-Risk Criterion

Reference to Li ef al [10] and Rockafellar and Uryasev [14], the CVAR of a tra-
ditional retailer can be expressed as:

CVaR" (z7)=E| 7f <v' (7]
= max, {v +% E [min (75 -v, O)]}

Similarly, 7 is the retailer’s risk indicator and v is the target profit lever.
This formula can measure the average profit below the level of 77 -quantile level,
ignores the profit contribution beyond the prescribed quantile.

That is:

CVaRr’ (77)
14
=max,_ {v+%E[min(((l—ﬁr) p-w)a, —(1-4)p(a, -D,)" —v,O)}} (o

According to Li et al [10], we simplify formula (14) to obtain the following:

(1-8)p0 5o
(1-5,p)a, —wa, T 3’

if g, <OD-RP+6OF *(n)

F(x)dx

CVaR’ (77 ) =
(1-8,) pOF (1) +(1~ B,) pOD ~1,p* (1~ B, )~ W, —

if g, >OD - RP +0F (7)

(l_ﬂr) pg J‘Fil(”)

-U

F(x)dx
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This simplification and analysis process is given in Appendix 2.
If g >60D-rp+6F *(n),

CVaR’ (77)=(1-4,) pOF (1) +(1- 4,) pOD -1, p* (1- 5, )

3 (1-5) pHJ‘F’l(v) F (x)dx

— Wq 77 u

r

oCVaR' (77 ) R
Because T =-W<0, so can be obtained ¢, =0D—r,p+6F * (7).
Obviously, this is also the boundary of the first case, so we only study the first
case.
That is, when g, >0D-RP+0F (),
(1_ﬁr) pé qr;ﬁpr

CVaR” (;rf):((l—ﬂr)p—w)qr—T N F(x)dx

Similarly, the profit function of online retailers is

c (1-£)P(L-0) o
CVaR” (72'0)= ((1-5,) p-w)q, —fj_ul*ﬂ F (x)dx

According to the above analysis, the decision-making problem of each mem-
ber of the supply chain becomes:

7y =W(Q, +0,) (15)

. (1_18r) po Irtip_p
max,, , CVaR' (s ) = ((1~4,) p-w)a, —=— == 7 "F(x)ax (16)
o (o (1-8,)p(1-6) Sr2r p
max, CVaR (ﬂo):((l—ﬂo) p-w)q, T R (x)dx (17)
Proposition 2: Under the Condition Value-at-Risk criterion, if the demand
uncertainty x obeys the uniform distribution of [-U,U |, there is a unique equi-
librium solution (q°", p%, qF°, W) under the Stackelberg model.
1) The traditional retailer s optimal order quantity and optimal pricing are

noted q°° and p® satisfies the following equation:

200n((1-5,) p° -w")

q9° =(D-U)o-rp” + —~ (18)
(D-v)o-s (1-4)p
quc*s(l_ﬂr)z_rlwc*pc*zz(l_ﬂr) ( )
19
~(D-(1-7)U)0p™* (1-B,)" + U™ =0
2) The risk-neutral online retailer s optimal order quantity is.
. . 2up(1-0)((1-5,) pT —w"
g, =(D-U)(1-0)-r,p" + )( ) (20)

(l - ﬁ o ) p <
3) The supplier s optimal wholesale price satisfies the following equation:

AUnow”  AUn(l-g)w”

. —=0 (21
@=)p"  (=4)p =

U+D-rp” —r,p“ +2Un-
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The proof is given in Appendix 3.
At this time, the optimal profit of the physical channel and the online channel
are as follows:
7" =(1-8,)p"((D-U)0-rp” +Und)-w(D-U)0
2 (22)
+1,p” —2U77'9w+M
(1-5)p
g =(1-8,)(1-0)(D-U +Un) p~ —(1-B,)r,p"?
Un(l-o)w* (23)

—(D-U)(1-0)w+r,p"w-2Un(1-0)w+ A"

Accordingly, the total optimal profit of the supply chain is
g =w (a7 +qf) (24)

Proposition 3: Under the CVaR criterion, the following properties are satis-
fied.

1) p increase as the rate return of physical channel J, increase,

2) qf decreaseas B, increase,

3) 7% decreaseas [, increase,

4) qS° is negatively correlated with f3,,

5) z$" is negatively correlated to f3,.

The proof is given in Appendix 4.

Proposition 3 explains that the rate return of physical channel affects the op-
timal price and demand of physical channels. Furthermore, the rate return of
physical channel f, tends to 0, the optimal profit of physical channels will in-
crease. The effect of the return rate of the online channel on the online channel
is similar to the above. In general, channels increase their retail price to make up
for the losses caused by customer returns, resulting in a reduction in channel

demand and a corresponding decrease in channel profits.

r
Proposition 4: Under the CVaR criterion, when the condition r—l > ﬁ
3 _
1- « "
and Py S (qo) >(1-B,) p" —W are satisfied, the following properties are sa-
1
tisfied.

With the increase of the retailer' s risk-averse level n in [0,1] , the optimal
pricing p~ and the optimal order quantity qf , S and the optimal profit
of dual channel z{", n°" and the total optimal profit of the supply chain in-

crease monotonically.
Un(-0)w?

1-8) p’

Where, S(q;):(D—U +U77)(l—0)—r2p°*— this is also the

expected sales volume of online channels.
The proof is given in Appendix 5.
Proposition 4 indicates that the optimal retail pricing, order quantity and

profits depend on its risk-averse. With the channels risk-averse level 7 in-
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creases, the retailer has an optimistic attitude towards the market, the traditional
physical retailer will raise the retail price and dual channel will increase the order
quantity accordingly. At the same time, the optimal profits of each channel are
also increasing. Suppliers also get benefit from retailers’ positive attitude, which
increases their operating profit. Then, the retailer risk-averse 7 can increase
the total profit of the supply chain. The degree of risk aversion of retailers affects

the degree of damage to the interests of all members of the supply chain.

4.3. The Centralized Optimal Decision Model

In the centralized supply chain, the supply chain decides the optimal retail price
and dual channel’s order quantity at the same time. Under centralized decisions,

the profit function of the supply chain is as follow:

max M, =, +CVaR" (r,)+CVaR" (x,)

P.0r Qo ~ S

1-— @ GrthpP_p
=(1_ﬁr)pqr_( ’;r)p .[_UB F(X)dx (25)
1- 1-0) @i g
+(1_ﬁo) pqo _% _Ul—e F (X)dX

with the formula (22), we have the following result:
Proposition 5: There exists a unique equilibrium solution of optimal retail
prices and dual channel s optimal order quantity ( p.aq, q;) under centralized

decision mode.

. (D-U +Un)((1-,)0+(1-5,)(1-0))
2r(1-B,)+2r,(1-B,)

g, =(D-U)o-rp +2Uno

q, =(D—U)(1—49)—r2p*+2U77(1—c9)

The proof is given in Appendix 6.
From the above analysis, the optimal profit function of the whole supply chain

to be rewritten as follows:
M, =(1-8,)p’s(a)+(1-5,) p’s(a;) (26)
where, s(q;)=(D-U+Uz)0-np", s(q;)=(D-U+Un)(1-0)-r,p".
Proposition 6: In the centralized situation, the following properties are satis-
fied.

When the coordination - > max 4 _3(1_'80), 1-5, ( 0 _1j
r 4(1-0) 4(1-5,) 2(1-p,)\1-0

is stratified, the optimal retail price p and order quantity d,, q, of dual

channel and the optimal profit of the supply chain 11, increase monotonically
as the retailer' s risk-averse level 1 increase in [0,1] .

The proof is given in Appendix 7.

Proposition 6 shows that the optimal strategy of the dual-channel supply

chain is closely related to the risk preference behavior of the retailer’s dual
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channel. When the retailer’s risk-averse indicator 7 tends to 1, it means that
the retailer has a positive and optimistic attitude towards the market, thereby
increasing the number of orders and the retail price, and the total profit of the
supply chain is also improved. Therefore, manufacturers should mitigate the re-
tailers’ risk-averse behavior to improve their own and total supply chain operat-
ing performance and increase operating profits.

Proposition 7: In the centralized situation, the following properties are satis-
fied.

1) the optimal retail price p" and the optimal profit of the supply chain TI,
decrease monotonically as the physical channels customer returns rate [,
increase in (0,1), but the optimal order quantity q increases monotonically
as it increases.

2) the optimal retail price p’ increase monotonically as the online channel s
customer returns rate [, increases in (0,1), but the optimal order quantity
qF and the optimal profit of the supply chain Tl decrease monotonically as
it increases.

The proof is given in Appendix 8.

Proposition 7 indicates that the optimal retail price p~ will be significantly
affected by the consumer returns rate of dual channels. When the physical
channel’s return rate increases, it will force the retailer to reduce the retail prices
to attract more consumers and to make up for the losses caused by returns. But
when the online channel’s return rate increases, the physical channel as the deci-
sion-maker of the retail price will increase the optimal retail price. Therefore,
with the customer returns rate of physical channels increases, its optimal order
quantity gradually increases. However, with the customer return rate of online
channels increases, its optimal order quantity gradually decreases. From the
perspective of operation, the consumer returns behavior must damage the re-
tailer’s profit. Proposition 7 also verifies the correctness of this conclusion.

Corollary 1: The decentralized optimal pricing is not equal to the optimal
pricing under the centralized decision-making, that is p° # p, the profit of the
supply chain in the decentralized situation will deviate from the optimal profit in
the centralized situation.

The proof is given in Appendix 9.

Corollary 1 expatiates that the overall optimal profit of the supply chain under
decentralized decision-making is still lower than that under centralized deci-
sion-making. As we know, decentralized decision-making reduces the overall ef-
ficiency of the supply chain. Next, we design a new contract to improve the

overall performance of the supply chain and increase the profits of its members.

5. An Improved Risk-Sharing Contract

Referring to Li et al (2016) we propose an improved risk-sharing contract to
coordinate the supply chain and to achieve the improved operation performance
of the supply chain under centralized decision-making and achieve Pareto im-

provement of each member. This contract is composed of wholesale price con-
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tract, revenue-sharing contract and risk-return contract, and use (W,/i,b) ex-
presses it, where wis the wholesale price of the supplier, A is the retailer’s rev-
enue-sharing ratio and b is the ratio of supplier’s repurchase to retailer’s ex-
pected surplus inventory. Thus the profit functions of the supplier and two
channels of retailer are, respectively:

GrtiP_p

ﬂ;(ﬂl,ﬂ?,bl,bsz(qr+qo)+(1—21)(1—ﬁr)p{qr—%I_U” F(X)dX}

1-0 Jot2P o

+(1-4,)(1-58,) p{q0 _TLJH F (x)dx} (27)

qr +hP — Qo +12P
—%fuﬁ_D F (x)dx—#juﬂf F (x)dx

CVaR” (;;f (ﬂi,bl)) =4(1-8.) p[qr _gj_ug °E (x)dxj

ble qr +1P (28)
+7 AJT* F (x)dx—wa,
) Gthp
CVaR” (73 (4,,)) = 4, (1- ,) p(qo —QL}*G °F (X)dX]
i (29)

1— Got0p
+MI 1—192 DF(x)dx_qu
n -u
i (2+0°)u
1+p)0 7

there exists a unique equilibrium solution of the retail price and dual channel s

Is satisfied,

Proposition 8: When the condition D > %

optimal order quantity and optimal wholesale price ( P>, a7, q, Ws*) when the
supply chain adopts this contract.
1) The optimal retail price p** satisfies the formula
rLw

2
g 9’7U2A Aoupes g
B* B A(L-5)

2) The traditional retailer' s optimal order quantity satisfies the following equ-

(D-U)o-2rp’

ation

. (A@-8)p"-w)2une .
S = . D-U)o-rp°
q" j’l(]'_ﬂr)p5 _bl +( ) nP

3) The online retailer s optimal order quantity satisties the following equation

qs*z(ﬂq(l—ﬂo)p —ws)2Un(1—9)+(D_U)(1_9)_ o
/72 (1_180) p _bz
4) The supplier' s optimal wholesale price satisfies the following equation:
20n64(1-5,)p"  AUnow”
AQ-4)p" - (1-5)p7h
_AUn(-g)w” . 2Un(1-6)4,(1-5,)p" o
(1_ﬂo)ps*_b2 /12(1—ﬂ0)p5*—b2

D-U-nrp*” —r,p* +
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where, A=2(1-5,)p" -w", B=4(1-5,)p" -h.

The proof is given in Appendix 10.

Proposition 9: Under an improved risk-sharing contract, if wW=b =b, =b
and <0, then p =p*, q =qF, q, =q . At this point, the total profit of
the supply chain is equal to that in the centralized situation.

Where,
) rl(i_(f_r)ﬁ(r[)); ;&f_"[);o))(Ml—ﬂo)(1—9)(1%(1—@))
(- +26.(1- )54 (15 o).
g h(1-4)(1+4(1-5))

L(1-B +1-8,)+ 1A (1-5)1-B,)+ 2 (1-B,)-t4(1-5.)

Accordingto g =q" and q;=q " wecanget W=b =h, =b. Then bring
p’ into the equation
(D-U)0-(1+4 (1= )5p ) -+2Uon2-Uno2+ 2% _0 can get b

B B 14

Proposition 9 shows that the improved risk-sharing contract achieves the
coordination of the two-channel supply chain. When the condition 6 <@ is
satisfied, for any 4 €(0,1), the b is always nonnegative. This phenomenon illu-
strates that no matter how much profit the retailer shares with the supplier, the
manufacturer must bear the retailer’s loss caused by the risk aversion and it is
worth noting that manufacturers bear the same proportion of double channel
losses. This seems contrary to common sense, but the careful study is consistent
with reality because we assume that the risk aversion of dual channels is the
same, the resulting losses are directly related to this. So there is a phenomenon
that suppliers share the same proportion of revenue to the dual channels.

This condition & <@ indicates that only when the market share of tradi-
tional physical channels is low, the traditional physical channels would like to
accept this contract. Otherwise, when 6 <@ <1, there is W=h =b, <0, this
contract is unable to achieve the coordination of the dual-channel supply chain
because the supplier will not accept this contract. But in the early stage of sup-
plier development, if he wants retailers to help him to develop the market, this
contract may be accepted by him and achieve the dual-channel supply chain

coordination.

6. Numerical Examples

In this section, we do use numerical simulation to verify the validity and reliabil-
ity of the above model. We first examine the effect of the improved risk-sharing
contract by comparing the equilibrium solutions of centralized supply chains
and the decentralized supply chains with the improved risk-sharing contract, we
can get the following Corollary 2.

Corollary 2: Under the improved risk-sharing contract, there exists a group
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Profits

of {ﬂf Ay, b*} to make members of the supply chain gain a win-win outcome.

In other words, there are regions that satisfy the following conditions
CVaR’ (7" (4 ,b;)) > CVaR" (7"), CVaR" (75" (4,b;))> CVaR” (x5")
and 7, (4, 25.00,0;) > 75y
where CVaR’ (;::*(A; Y )) , CVaRr” (n;*(zg o )) . 7o (4. 2.b.b;) shows

the optimal profit of dual channels retailer and the supplier under the improved
risk-sharing contract. Similarly, CVaR” (ﬁf*) , CVaR” (ﬂ'g*) and 77 represents
the optimal profit of dual channels retailer and the supplier under the decentra-
lized situation (Figure 2). From Figure 2, we can see that there is a Pareto zone
with the share proportions A4, and 4,. This contract achieves the perfect coor-
dination of the supply chain and can make a win-win outcome for everyone.
Because more than one set of {ﬂ;,ﬂ; b, b, } achieving perfect coordination,
the bargaining power among members determines the profit distribution among
them. It is equivalent to determining the specific coordination parameter values
of {ﬂ,f , /L; , bl*, b; } . According to Li ef al (2016), we assume that other parameter
values are U =25, D=100, =08, r,=1, ¢=03, =08, B =02,
S, =03.

Next, we will analyze the impact of the physical channel customer’s returns rate
B, on the optimal profit of the supply chain T . Let U =100, D =600,
n=08, r,=1, £, =035, w=15. It considers three cases as follows: 1)
0=06, n=0.8 2) 6=0.7, n=0.8 3) #=0.6, 7=0.9, the specific results
are shown in Figure 3.

From Figure 3, it can see that T, decrease as the physical channel customer

returns rate [, increase under three cases. This means that the customer returns

1200

1000 —

800~

““““““““““““““““““““““““““““““““““““

vvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvv

ot N
++tifttiJrJrJrJr++++++++++++++++++++++++++++++++++++++++++++++++++
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eocte”
.e
egs®
:
*ttecedecans,,

P

Pareto Zone n
200 ! | ! ! ! ! ! ! !
0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1
A
Figure 2. The agents’ profits change with respect to the share proportions 4, and 4,.
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Figure 3. the impacts of the physical channel customer’s return rate S, on HZ: .

damages the interests of the supply chain. Therefore, retailers should actively
look for the reasons for consumers’ return and draft the corresponding solutions
to reduce the return rate and to increase the operating efficiency of themselves
and the supply chain and increase the operating profit.

Similarly, we do discuss the impact of the online channel customer returns
rate S, on the optimal profit of the supply chain below. TI% . Let U =100,
D=600, =08, r,=1, B =0.2. It considers three cases as follows: 1)
0=06, 6=06 2) =055, =08 3) €=0.6, 7=0.9. The results are
shown in Figure 4.

From Figure 4, it can see that TTS, decrease as the physical channel custom-
ers’ return rate [, increase under three cases. The return behavior of consum-
ers is unfavorable to each member of the supply chain. The retailers should
carefully analyze the main reasons for consumer returns in various channels and
strive to reduce the return rate to achieve the purpose of increasing the competi-
tiveness of the supply chain and improving the operational efficiency of the
supply chain.

Then, we do analyze the impact of the retailer’s risk-averse level 7 on the
equilibriums solutions p®, q°, z°, q¢, #<, I . Let D=100, r, =1,
p. =01, B,=02, w=13. It considers three cases as follows: 1) U =25,
6=05, =08 2) U=25, =05, =1 3) U=15, =053, r,=038.
The specific results are shown in Figures 5-7.

The influence of risk aversion level on the optimal profit of online channels is
also closely related to other parameters. From Figure 5, as the retailer’s risk
aversion is reduced (7 increase), the optimal retail price of the dual channel
will increase accordingly. By comparing case 1 and case 2, we can see that as the

price sensitivity of physical channel increases, the optimal retail price will decrease.
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Figure 5. The impact of the retailer’s risk-averse level on the optimal pricing p°.

It explains that when the price sensitivity of consumers to the physical channel
increases, retailers will reduce the retail price to attract more consumers.

From Figure 6, as the retailer’s risk aversion is reduced (7 increase), the op-
timal order quantity of two channels will increase accordingly. The retailer’s
risk-averse parameter 77 increase means that it has enough confidence in the
market’s prospects, so it will increase its order volume, thereby avoiding the loss
of customers caused by shortages.

From Figure 7, as the retailer’s risk aversion is reduced (7 increase), the op-

timal profits of the two channels and supply chain will increase accordingly.

DOI: 10.4236/jmf.2021.111003

64 Journal of Mathematical Finance


https://doi.org/10.4236/jmf.2021.111003

A.F.Zhangetal.

24 N T T T T )
rrrr H-- gl |casel
----- &g |case2
22 o | g
e U case3 I a
e
20 ot
e
2 |
E 18 *
5 K
E o
S 16f e
5 7

14- e

12F 97

10 1 1 1 1 1 1 1
0 0.6 0.7

0.8

Optimal Profits

Optimal Profits

500

450

400

350

300

250

200

150

100
0

500

450

400

350

300

250

200

150

100
0

: : : : : : : : :
e

s

-

- X 3% -

S R " *

. gt BT e — nf |casel
L I ol
Dl

e rr‘r"‘*lcase3

1y
*

B 20 T T T T T T
e e qg*lcasel
18 * L
1 | [ O g |case2 R 0__..»(}
16[ | s o' |case3 o9 i
T ° ()""O"-.e
¥ R A
A 14 o & e
= e e
]l 2 o e
2 o .
g 12f o9 e |
R =
1 510 o .
S ot e
.
8r Ao K 4
e P
- 4 'A__.*r . e .
e
6 o E i
e
. B ¥
4 X ]
) o ®
2 L L 1 1 ! ! ! ! !
0.9 1 0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1
n
T T T T T T T T T
se
-
"
B - K ® o
e x
e R -7 |casel
R
L Y;{,,,rr;%"'“* .
---- & 7 |case2
r T:f*|case3
n *4:&

DOI: 10.4236/jmf.2021.111003

65

Journal of Mathematical Finance


https://doi.org/10.4236/jmf.2021.111003

A.F.Zhangetal.

. . . . . . . . . 1

850 | - - e |casel *
__________ c* o
800t O g [case2 e o 4
ng;lcase3 A o
750 & —
o 07

2 K Y

S 700f S 7 b

& ¥ . o

= ¥ e

E 650} = 2 A 8

o S
600 b
550 . g
500 b
450 E 1 1 1 1 1 1 1 1 1

Figure 7. The impact of the retailer’s risk-averse level on 7, rc* and ﬂ'g* and Hz: .

With the risk-averse indicator 7 increasing, the physical channel, the online
channel, and supply chain will get benefit from it. Therefore, manufacturers
should take a series of measures to mitigate the risk aversion of retailers to im-
prove the overall operational efficiency of the supply chain and increase the op-

erating profits.

7. Conclusion

In this study, we investigated a distribution channel that includes a risk-neutral
manufacturer and a risk-averse retailer who implements the dual-channel sales
model. We have concluded that they play a Stackelberg game and both face un-
certain market demand. Through analysis, we solved the equilibrium solution
and proposed a contract that can coordinate the supply chain. Propositions and
numerical analysis indicated our conclusions and further explored the impact of
some parameters on the equilibrium solutions. We showed that when the retail-
er’s channels become more risk-averse, the optimal retail price will decrease and
dual channels will decrease the optimal order quantity. The risk behavior of the
channels always damages the interests of all members and the supply chain.
Further, the return rate of physical channels reduces the optimal retail prices,
while the return rate of online channels contributes to increasing the optimal
retail prices. Then, we consciously proposed a proper risk-sharing contract to
coordinate the dual-channel supply chain. Moreover, we proved that it is im-
possible to coordinate the supply chain with only wholesale price contracts. Fi-
nally, an improved risk-sharing contract is proposed that enables the coordina-

tion of the supply chain and Pareto improvement of members.
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Appendix A. Appendices
Appendix 1. Proof of Proposition 1

According to formula (8), we have

672':’_ _ w1 qr+r1p_
P =(1-8)p-w-(1 ﬂr)pF(—e Dj

r

2 _d _
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oq? 0 6
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ap 0 0 0

o’ q +rp (1-B)rp (q +rp j
T - p-(-p)F| 2R _p | AR A TAR b

We can know that the risk-neutral traditional retailer’s optimal solutions sa-

tisfy the following equations:

(1-4,) p-w—(1-5,) pF(%— DJ=0

AP o

(1_ﬁr)qr _(1_ﬂr)0,[,ug

F(x)dx—(1-5,) prlF(—qr ;rlp - Dj =0

Then can get:
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1-5 (1-5)
Note the Hessian matrix H,, is as following:
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« D-3U )6 F
Because I, p° —Uﬁz(—)+U0F(X0) 1- () W hen
2 2 ) 20-4)

D >3U is satisfied, then |H0|p:p* oot 0. There exists a unique equilibrium

solution (q*", p°").
According to formula (9), we have
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Then, we can get the risk-neutral online retailer’s optimal order quantity is as

following the equation:

o T
(1-5.)p-(1-4,) pF| 222D | -0,

1-6

that is

o 2u(1-0)w
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From this we can get the profit function of suppliers as follows:

Uow U (1—.9)wJ
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is a concave function about w; and the supplier’s op-

0 =(U+D)(1-0)-r,p
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Then, we can get =,

timal wholesale price satisfies the following equation:
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Appendix 2

Simplify the formula (14), we can obtain
CVar’ (7! )

— max,_, {v+% E [min ((@-5)p-w)a,~(1-5,)p(a,-D,) -V, 0)}}

DIf ((1-8)p-w)g, —v<0,
((l—ﬂr) p —W) q, —v—(l—ﬂr) p(qr -D, )+ <0 must be established, then
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1
According to =1-—<0, get the CVaR” (7rrd ) is a decreasing
n

function of v: Because ((1-4,)p-w)g, —v<0,s0 V' =((1-4,)p-w)gq, .
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Appendix 3. Proof of Proposition 2

According to formula (16), we have
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satisfied, rp>U®fn, so get |H1| > 0. Therefore, there exists a unique optimal

pricing and order quantity. The risk-averse traditional retailer’s optimal solu-
tions satisfy the following equations:
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According to formula (17), we have
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Then, we can get the risk-averse online retailer’s optimal order quantity is as
following the equation:
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Appendix 4. Proof of Proposition 3

1) Let x = % , since
rLw 2Unw? [
2nx —— . (1-5)x)=0
' (1_ﬂr)2 (1_ﬂr)3 pC3( )
Then

o o1 nw(l-B)p™ -20Unw’p”
2 r‘1(1_ﬂr )3 pC*3 _QUUWZ (1_ﬁr) .

when the condition D >5U is satisfied, then 1, pe —26U n > 0. Because
(1-8.)p” >w, it can see that

nw(l- ) p° - 200w’ p* = wp (1, (1- B,) p** —20Unw) > 0.

o
n(1-p) p-0Unw? (1-B,)>0 is similarly proof. Thus P

>0.

r

206n((1-8,)p" -w
2) According to the formula q° = (D-U)o-r, p~ + 77(( /)b )

1-5)p"
we have i r now

==X~ (p" = (1, )%).
AT p°( (1-5)%)

DOI: 10.4236/jmf.2021.111003

75

Journal of Mathematical Finance


https://doi.org/10.4236/jmf.2021.111003

A.F.Zhangetal.

r1 (1_ﬂr )2 p0*3 (2 pC* _(1_ﬁr )W>

— >0, then can get
2r,(1-B,)" p*° - 2Unow?

Because p® —(1-/,)x =

i <0.
p;
3) According to the formula (21), we can have
on’ . Unow?
—=((1-4)%-p )| (D-U)f-rp+Und -—-———yr——
op, (( ) ) ( )= (1-5 )2 pcz].Because
—-hX ((1_ﬂr) pc* _W)
" Unow?
1-B,)%-p° <0, (D-U)f-rp+Unf-—————>0,and
( ' (1-4) p**

c*

rlxl((l—ﬁr)pc*—w)>0,itcanget %’;’ <0.

r

. aq” 2Un(1-0)w
4) According to the formula (20) can get ——= - (>0

6ﬂr (l_ﬂo) pC*Z

c* 2 1-
and o, =- Ui 9)W<0

B, (1-8)p

5) According to the formula (22) can get

o e - Un(1-90)w
° =p (rzp —(1—0)(D—U+U77))+’7(—2)0*.
aﬂo (1_ﬂ0) p
r,p® <(D-U)(1-6)+2Un(1- 9)(1—#} can be obtained from
. on’ w w
g >0. Then —> < p“Un(1-60)|1- = 2— — | |- Because
aﬂo ( ){ (1_ﬂo)p ( (1_ﬂo)p J]
w w w
0<————F<1,then 1~ | 2- — | <0. S0 we get
(l_ﬂo)p (1_ﬂo)p { (1_ﬂo)p j
o, <0.
B,

Therefore, Proposition 3 holds.
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4) Since the formula (21), we can have

on” R A Unow’
—=x,(1-4)[(D-U +Un)0-2rp° + +—— ~
an 2( )[( ) 1 1_ﬂr (1_ﬂ)2 pc ZJ

. w2
ua| (1- ¢ — .
' [( L +(1-ﬂr)P°j

UH((l—ﬁr)p°*+W—2j

(1-5)p"
ue

=gy A7) -2 rwe) >0

Because and
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(D-U +U77)9—2r1p°*+lEv;r —(lgg‘)gzw;*z ~0, then aa”;: <0.
) a(;i* =, (1—/30)(5(%) r,p° +1”ZJ |
+%((l—ﬂo )2 p? —2W+W2)
where $(¢;)=(D-U +Un)(1-0)-r, p°*—%. So when the condi-
tion 1_rz’B° s(05)>(1-,) pp™ —w is satisfied, a;i* >0.

6) The above studies proved that ¢, and q, are about 7 monotonically

*

increasing. Again according to the formula (23) can be obtained a—“ >0.
n

Therefore, Proposition 4 holds.

Appendix 6. Proof of Proposition 5

According to formula (22), we have

al_I—Sc=(1—,3r)qr—wjﬂr;ﬁp')F(x)dx—rlp(l_ﬁ')l:(  hP Dj

op n v n 0
(-5.)(1-0) (%500
+(1—ﬂ0)qo—fjlulfﬂ F(x)dx
_rzp(l—ﬂo)F[qoﬂzp_Dj
n 1-6
aznsc :_Zrlp(l_ﬂr)F(qr-‘rrlp_Dj_rlzp(l_ﬁr)f(qr+r1p_Dj
op* n 0 o 6
_2rzp(1—ﬂo)F(qoﬂzp_Dj_rfp(l—ﬁo) f(qowp_Dj
n 1-6 (1-6)n 1-0
<0
1-
ansc :(1_ﬁr)p_( ﬂr)pF[qurrlp—Dj
aq, n 0
2 —
o, @ ﬂr)pf(qr+np_Dj<O
aq, no 0
1-
6;_150 =(1_ﬂ0)p_( ﬁo)pF(qo+r12p_Dj
% n 1-6
2 1_
arlzsc:_( ﬁ°)pf(q°+r12p—Dj<0
o2 n(1-0) 1-0
aznsc 1 ﬂr F(qr np D) rlp(l_ﬂr)f(qr+r1p_Dj
opoq, n6 ]
T, 1= ,BOF(q +rp_Dj_rzp(l—ﬂo)f(q0+r2p_D)
Bpﬁqo n(1-6) 1-0
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2
oM, _,
20,00,

We can know that the risk-averse traditional retailer’s optimal solutions satis-

fy the following equations:
oIl

sC — 0
ap
o,
aq,
o, _,
0t

. (D-U +Un)(L-5)0+(1-4,)1-6)
Thencanget p = Zﬁ(l—ﬂr)-i‘zrz(l—ﬂo)

g, =(D-U)0-np +2Un6, g, =(D-U){1-0)-r,p +2Un(1-0).

>

Note the Hessian matrix H, is as following:

[ot1,

oIl

o, |

op?
oI,

opaq,
oIl

opaq,
oI,

opaq,
o1,

oq?
oIl

aq,0q,
O,

| 3paq,

09,04,

oq; |

On the equilibrium point ( p.q, q;) , we can get

(1_ﬂr )(1_ﬁ0) p3

|H2|(p:p*,qr:q?vqo:q3) -

Meanwhile, we can find

49(1-6)n’U*

(2r,(1- B, )+2r,(1-B,))<0.

2r, (1—[5’0)

2§ G U O

op®  opaq, 2rp
o, 0°TI,

opoq,  oq?
011

sc
2

op

channel’s optimal order quantity ( p,q, q;) .

Appendix 7. Proof of Proposition 6

*

1) Let X, = al, since
on

< 0. In summary, there exists a unique solution to retail prices and dual

(L-p)Ue+(1-5,)(1-0)U

* 2r,(1- B,)+2r,(1- 5,)

2) According to the formula ¢ = (D-U+2Un)0-r, p", we have
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o9 _ !
on  2r(1-p.)+2r,(1-4,)
+4r, (1= ,)U0 -1, (1-5,)(1-6)U )

obtained 4r,(1-4,)U60—-r (1-5,)(1-6)U >0, then

3 (1- 3. )UO
( i ) .From 4r,>1,0>1-6, it can be

% >0.
on
3) Taking the first-order partial derivative of q, with regard to 7, we obtain

oq, 1 B B
E_Zrl(l—ﬂr)+2r2 (1_ﬂo)(3r2 1=A)o(-9)

+4n,(1-5,)U (1-0) -1, (1- 5, )U0).

r 3(1- *
when the coordination —+ > 4 - ( '80) is stratified, thus % >0.
p 401-0) 414 0

4) The partial derivative of s(q ) regarding 7 is
os(ar) r(1-B)U0+2r,(1-5,)U0-1 (1-B,)(1-6)

677 - 2r1(1_ﬂr)+2r2 (1_ﬂ0)

*

as(q;

*

as(q;) o
on '

It is easy to get >0. Similarly, it can be proved that

=
~—

Because p >0, S(q:) >0 and S(q;) >0, then
(1-5) p*s(q:)+ (1-5,) p*s(q;) increase monotonically as the retailer’s
risk-averse level 77 increase, so that, IT,, increase monotonically as the retail-

er’s risk-averse level 77 increase. This completes proof.
Appendix 8. Proof of Proposition 7

o0
1) Let X, :al , since
r

. 2(1-5,)(D-U +Un)(r (1-0)-r,0)
) (2r,(1-B.)+2(2-5,))

<0.

M _ 4y s, s(ar )

r r

partial derivative of g, (x) regarding £, is

09, (x)
op;
It can be seen from the above, X, <0, (D-U+Up)é-2rp >0, p" >0,

np —(D-U+Urn)@ <0, then agal—ﬁ(x)<0. Let gz(x):(l—ﬂo)p*s(q;), thus

r

=-x,>0. Let gl(x):(l—ﬂ,)p*s(q:), thus the

=(1—,Br)x4((D—U +U77)¢9—2r1p*)+ p*(rlp*—(D—U +U77)9).

the partial derivative of g,(x) regarding g, is

&gaz—ﬁ(rx):(l—ﬂo)x‘l((D—U +Un)(1-0)-2r,p").
agz—(X)<O.

Because (D—U +U77)(1—t9)—2|’2p*<O,wecanget 5
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I, =,(X)+9,(x), thus IT;, decrease monotonically as increase J3, .
2) Let X, :ai , since
op,
. 2(1-B,)(D-U +Un)o(r, —1,)+2(1- B, )Un(r,0 -1, (1-0)) o
5 .

2r(1-4.)+2(1-5,)

*

. 0
the partial derivative of ¢, regarding f, is Ko _ —I,X; <0. The partial de-

rivative of g, (x) regarding S, is
a9, (x)
P,

=(1-8,)% ((D—u +Un)(1-0)-2r, p*)

+p’(r,p"~(D-U +Up)(1-0))
agz(x) agl(x)
p)

<0. Smarmily, ———=<0. To sum up, we can see
o o)

It easily obtains

that TT,, decrease monotonically as increase /3, .

Appendix9. Proof of Corollary 1

We assume that p* =p =p., q° =q =0.. Then there is:

O + 0 P wn
From the above formulas can be obtained, w=0. Therefore the above equa-
tion is not valid. Thus we can see that p® = p", q° #(q . And because I, is
a joint concave function of pand 0, and (,, so when p® # p° the profit of
the supply chain in the decentralized situation will deviate from the optimal

profit in the centralized situation.

Appendix 10. Proof of Proposition 8

From formula (27), we can see that

oCVaR” (ﬂf) g Grrip
a—pzﬂi(l_ﬂr)(qr ~ 3 F(x)dxj

_A(=5)np F(qr ;rlp_D}ﬁF(qr ;rlp_Dj

n n
d*CVaR” (ﬁf) :_211(1—,8,)r1 F(qr +rp Dj
op® n o
r’
- 1- — 0
2Ugn(ﬂi( B.)p-b)<
oCVaR" ﬂf 1— _
( ):ﬂl(l_ﬂr)p_w_ﬂl( ﬂf)p blF[qr-l_rlp—Dj
o, n 0
CCVaR" (7)) A(-A)p-b
g’ - 2U6n
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0*CVaR’ (7 A1p
ag.op r n

_Al=A)up  ub

2U6n 206y

)_%@—ﬂJF(%+qp_Dj

7

We can know that the risk-averse traditional retailer’s optimal solutions satis-

fy the following equations:
G 1_
ﬂa(l—ﬂ,)(qr—g'[ 2 DF(X)dXJ—%( ﬁr)ﬁp (qr;rlp Dj 1b1 ( irp Dj .
n n p

_&Q—AJD—QF[%+qp_DJ=O
n %

Solving the above equations can be obtained:

. (A@-8)pT - w)2un04 .
s . D-U)#-rp°
o Cp)pn  ToTY)oe

2
OnIA +A2U 0+—Y ___g

A(1-5)
where, A=4(1-8)p" -w, B=4(1-8)p" -b.

Note the Hessian matrix H, is as following:

(D-U)o-2rp* -

0°CVaR’ (7)) °CVaR"(z;)

o oq? aq,p
0°CVaR’ (7)) °CVaR"(z;)
op* opaq,
o o 2
F[ O tRPT
6

|H3|p=p5*,qr=q?* 2_(1’1(1_@))2 .

4 Zj’l(l_ﬁr)rl(ﬂl(l_ﬂr) ps* _bl)
2067

F qr +r1p _D F qr +rlp _D
o 5 2

n n

. 22 (1= (A4 (1-5,) |0—bl)_1
2U6n
np —Uon :#@(Dn—u (2F* (%) —nF (%) +7° +7))
F()
A (L-B)(n+ F(XO))
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where F(X))= F(%—DJ.

According to 7° +n <2F?(X,)—nF (X)) +n° +n<2+n* get

" 0 rlblF(XO)
rLp* -Ufp>———(n—(2+n°)U )+ . So when the
! r7+F(x0)( ( ) ) A1+ B.)(n+F (%))
2+n%)U
condition D > i +( 77) is satisfied, rlps*—Uﬁn 2¢
ﬂi(l—i_ﬂr)g n ﬂ’l(]'_ﬂr)
24 (1-8)r, 1- -
can be obtained, that is /11( ﬂr) 1(/11( ﬂr)p bl)—120. And because
2U6n
F(qr £5e _D]
2— >0, so we can obtain |H,|>0.
n
From formula (25), we can see that
OCVaR" ( 7* 1- -b
( O)Zﬂz(l—ﬁo)p—w—ﬂz( ﬂo)p ZF(qo_i—er_Dj
oq, n 1-6

FCVaR'(75) A (L-p)p-b,

aq? S 2U(1-6)y

From the above formula, it can be see that
o (B@-5)p" -w)2up(1-9) ,
qo =( S)* +(D—U)(l—9)— Zp .
22(1_ﬂ0)p _bZ
From this we can get the profit function of suppliers as follows:
2Un6( 4 (1- —-w
7 =w|D-U-rp-r,p+ 10(% (1 f)p-w)
ﬂi(l_ﬂr)p_bl
20n(1-6)(1,(1-5,) p-w)
22(1_ﬂ0)p_b2

Then, we can get 7, is a concave function about w; and the supplier’s op-

timal wholesale price satisfies the following equation:
. . 2 1- e o
SR/ T iy
A(1=4)p" b (1-5)p"by
Wn(-0)w”  2Un(1-0)%(1-5)p" _,
(1_ﬂo)ps*_b2 A’Z(l_ﬂo)ps*_bZ

Summarizing the above formulations, we can get Proposition 8.
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