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Abstract

In this paper, in a profit-CVaR framework, we study the impact of lost sale penalty cost and ex-
pected profit weight on a risk aversion newsvendor’s optimal ordering quantity. A combination of
the expected profit and CVaR is proposed, which reflects the desire of the risk-averse newsvendor
to maximize the profit on the one hand and minimize the downside risk of the profit on the other
hand. By using the combination as an objective function, the ordering strategies of the newsven-
dor are studied. We show that when there is lost sale penalty cost, the optimal ordering quantity
depends on degree of risk aversion, expected profit weight and value of shortage cost. And then we
illustrate our findings by examples.
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Table 1. Newsvendor’s optimal order quantity under g, 4
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Figure 1. Relationship between the order quantity and the
weight of the expectation profit
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Figure 2. The relationship between the quantity of order and
the penalty of shortage of goods
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Figure 3. The relationship between the quantity of order quan-
tity and the penalty of shortage of stock and the weight of ex-
pectation
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