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Bank offers 7 Retailer orders g Retailer pays off bank
Supplier offers options and pays Information about loan or trade credit as
(c..rh ¢, to the supplier demand D is realized much as it can

, Retailer exercises
Suppher h_cg:ns min(g, D) options and pays
producing ¢, min{g, D) to the supplier

Retailer obtains
money from the
supplier or a bank

kolaz, dlos -V Ko

ohlais] ) gl aods =Y Jgo
Market demand with p.d.f. f(-) and cd.f. F(+)
Support of D
Increasing failure rate of the market demand, h(D):= f(D)/F(D)
Retail price per unit of the product

The supplier’s production cost per unit

The retailer’s initial working capital

The supplier’s initial working capital

The retailer’s order size

The unit option price

Exercise price of the option

The risk-free interest rate

The interest rate of bank loan (i = b) or trade credit (i = s)

The amount of money the retailer borrowed from the bank (i = b) or supplier (i = s)
The minimum market demand for the retailer to fully repay the principal and interest
The retailer’s expected ending cash level

The supplier’s expected ending cash level

The supplier’s relationship concern parameter

The supplier’s expected utility
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