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Supply chain coordination with risk aversion via buy-back contracts

DAI Jian-sheng' MENG Wei-dong' FAN Bo®

1. School of Economics and Business Administration Chongqing University Chongqging 400030 China;
2. School of Economics & Management Chongqing Normal University Chongqing 400047 China

Abstract: This article investigates supply chain coordination with promotional effort and risk aversion via buy—
back contracts under the CVaR decision criterion. Tt explores the impact of the retailer’ s promotional effort
and risk aversion on its optimal order quantity and shows that an increased promotional effort or a decreased
risk aversion leads to a higher order quantity. Two types of buy-back contracts improved are designed to coor—
dinate the supply chain under two different scenarios. In one case the buy-back contracts combined with cost—
sharing mechanism can coordinate the supply chain with a not4oo-risk-averse retailer. In the other case how—

ever to achieve channel coordination when the retailer is excessively risk averse it must impose some restric—
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tions on the repurchase quantity and price: To buy back such a quantity that is not more than the difference
between the quantity sold and the optimum order quantity and to let the buy-back price be not less than the
wholesale price. At last it discusses the application of the two types of contracts for the sake of the supplier
and analyzes the impact of the retailer’ s risk aversion on the buy-back price.

Key words: supply chain coordination; buy back contract; promotional effort; CVaR
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