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Research on Loarr to value Ratio of Inventory Financing When Demand Is Stochastic

ZHANG Qin hong', ZHAO Quan wi’
(1.Sino- US Global Logistics Institute, Antai College of Economics and Management,
Shanghai Jiao T ong University, Shanghai 200030, China;
2. College of Trading and A dm inistration, Chong Qing U niversity, Chong Qing 400040, China)

Abstract: The risk caused by demand fluctuation is the main risk of inventory financing that differs from

other kind of financing. The decision of loarr tovalue ratio of inventory financing is analyzed under the as

sumptions of endogenous default risk and stochastic demand. Firstly, the optimal loarrto-value ratios of

the bank under different risk preference are given. It is proved that the optimal decisions under risk averse

and loss averse are all smaller than that of risk neutral. Then, we derive the optimal loarr to-value of the

bank when his decision will influence the firm’ s inventory decision. Finally, the numerical study is given

to demonstrate the conclusions.

Key words: inventory financing; loartovalue ratio; mean-variance model; loss aversion



