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Trade-off analysis of revenue and risk of loss of the newsvendor model
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Abstract This paper mainly concerns with the trade-off analysis of revenue and risk of the single period
newsvendor model. When the risk is involved, the classical mean-variance method is to use the variance
to describe the risk. However, the risk is taken into consideration in practice only when the stochastic
revenue is lower than its expectation. Otherwise, there is no need to consider the risk, since the “profit” is
non-negative. Therefore, the so-called semi-variance replaces the variance of the revenue to describe the risk
in this paper. In consequence, with the mean-semi-variance method, the newsvendor model obtains larger

renevue and smaller risk.
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