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Table 1 The value of returned products
6
NR — 94.160 | 142.295 — 142.295
RN — 93.834 | 135.008 0 135.008
rp=0.1 192,655 | 136.034 | 6.389 142.423
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ry=0.9 | 92.537 | 136.727 | 5.030 141.757
r, =0.05 | 93.045 | 126.205 | 9.701 135.906 ;
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r, =0.45 1 92.985 | 126.553 | 9.018 135.571
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Research on return strategy in the presence of strategic consumers

YANG Guang-yong JI GuoFun
School of Management Xiamen University Xiamen 361005 China

Abstract; The prevalence of Internet online consumer reviews and seller’ s frequent discount strategies can
train consumers’ strategic waiting behavior which deteriorates product mismatch between supply and de-
mand. On the other hand the “insurance mechanism” behind the return strategy via improving consumers’
willingness to pay for product encourages more consumers to buy products at the regular price which in turn
results in plenty of returned products. How to deal with these returned goods has become a core problem the
seller must face. This paper analyze how the three reprocess strategies of returned goods 1i.e. non-resale
regular resale and discount resale strategy influence the seller’ s return strategy design. Our conclusion
shows that: compared with the no return strategy 1) The non resale and discount resale strategies decrease
the seller’ s expected profits; 2) When both regular reprocess cost and refund are small the regular resale
strategy could increase the seller’ s expected profits however if either regular reprocess cost or refund is
large the regular resale strategy is also detrimental to the seller’ s profitability.

Key words: consumer return; resale; rational expectation; expected willingness to pay
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Option pricing based on conditional infinite pure jump Levy processes with
leverage effect

WU Heng—u'*’® ZHU Fu-min’® WEN Jin-ming*

1. Collaborativednnovation Center of Financial Security Chengdu 611130 China,

2. The Center of Chinese Financial Studies Southwestern University of Finance and Economics Chengdu
611130 China;

3. School of Economic Information Engineering Southwestern University of Finance and Economics Chengdu
611130 China;

4. The Department of Mathematics and Statistics McGill University Montreal H3A 2K6 Canada

Abstract: Considering the negative correlation of stock returns and its volatility this paper established a time—
varying infinite pure jump Levy processes with time-changed conditional expectations and volatility in discrete—
time. According to local martingale measure transformation we derived its equivalent risk neutral pricing mod—
el for the conditional Levy processes and used in the Hang Seng Index options for empirical research. Studies
show: the conditional Levy processes with leverage effect jointly portray the asset prices’ time-varying drift
variance non-Gauss random innovations and asymmetric volatility four states and this model has wide appli-
cability; compared to Brownian Motion Jump-Diffusion and Variance Gamma process Tempered Stable
models have better performance in capturing leptokurtosis and fattailed features; with leverage effect option
pricing capacity of conditional Levy process has been greatly improved we also found that Rapidly Decreasing
Tempered Stable process performs more robust.
Key words: leverage effect; conditional Levy processes; infinite pure jump tempered stable; ARMA-
NGARCH model; option pricing
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