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	 Values are in millions.

	 Determine the best lowest-cost decision using the following decision criteria:

a.	 The Laplace criterion

b.	 The maximin criterion

c.	 The maximax criterion

d.	 The Hurwicz criterion (α = 0.4)

e.	 The minimax regret criterion

	 Because the table consists of costs instead of revenues, the reverse logic applies. In other words, instead of the option with the highest value, the 
firm will want to choose the option with the lowest cost value. For example, the maximax criterion becomes the minimin criteria, which means you will 
choose the minimum of the minimum costs, and so on.

  7.	 AMCO International, a major apparel retail company, has several stores in the United States and in countries throughout the globe. It imports most of 
its apparel products and garments from overseas suppliers. To improve its global supply chain operations, the company wants to contract with a single 
supplier located in one of the major ports around the world who can supply the majority of the apparel products it needs. The company is considering 
five major garment and apparel suppliers in the following major port cities: Chennai, India; Chittagong, Bangladesh; Manila, Philippines; Shanghai, 
China; and Jakarta, Indonesia. AMCO International has estimated the future profits (or loss) it may achieve will depend on a variety of future conditions 
(states of nature) including market conditions, exchange rates, quality of second and third tier suppliers, security issues, port capacity, and ship and 
container availability. These future conditions can be classified into three categories: status quo (no change), favorable, and unfavorable. Table F.22 
summarizes the payoffs (in $ millions) from each of the overseas supplier for the three different states of nature.

TABLE F.22: Payoff Matrix for AMCO International

States of Nature

Decision Alternative Status Quo Favorable Unfavorable

Chennai $38 $75 –$40

Chittagong $22 $45 –$17

Manila $27 $60 –$23

Shanghai $37 $70 –$44

Jakarta $40 $55 –$32

	 Determine the best choice of supplier for each of the following decision criteria:

a.	 The Laplace criterion

b.	 The maximin criterion

c.	 The maximax criterion

d.	 The Hurwicz criterion (α = 0.3)

e.	 The minimax regret criterion

  8.	 Refer to Problem 7. After consulting with economists, government officials, and other supply chain experts, the vice president of supply chain for AMCO 
international was able to estimate the following probabilities for the three different states of nature:

P (Status Quo) = 0.2; P (Favorable) = 0.5; P (Unfavorable) = 0.3

a.	 What is the EV for each supplier, and which one is the best?

b.	 If AMCO hires a global supply chain expert to get additional information about the three different states of nature, how much is this information worth?

  9.	 Michael Brusco has inherited a large amount of money from his aunt. He wants to invest this money for two years and is considering several 
short-term investment alternatives. The returns on his investment will largely depend on the state of the economy in the next two years. The various 
investment alternatives and their returns are given in Table F.23.

TABLE F.23: Payoff Matrix for Michael Brusco

States of Nature (Economic Conditions)

Decision Alternative Stable Favorable Unfavorable

Stocks $500,000 $800,000 –$300,000

Bonds $230,000 $350,000 –$100,000

Money market fund $110,000 $150,000     $50,000

Real estate $300,000 $500,000 –$170,000

Hedge fund $420,000 $650,000 –$220,000


