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24.	 Sunshine Health Club is planning to build a new athletics and recreation facility and is debating which of the service feature alternatives (shown in 
Table F.29) to include in addition to the usual features of a health club such as a weight room, aerobics room, locker rooms and showers, and offices. 
Customer demand for these features (which is uncertain) determines their profitability. The payoffs associated with each of these service feature 
alternatives for three different demand scenarios are also given in Table F.29.

TABLE F.29: Payoff Matrix for Sunshine Health Club

Service Features

Demand

Low Moderate High

Swimming Pool –$60,000 $30,000 $100,000

Running Track   $10,000 $25,000   $55,000

Child-care Center   $22, 000 $32,000   $45,000

Indoor Basket Ball court –$20,000 $22,000   $48,000

Sauna –$15,000   $5,000   $17,000

Food Court –$35,000 $15,000   $75,000

	 Determine the best decision for the health club using each of the following criteria:

a.	 The Laplace criterion

b.	 The maximin criterion

c.	 The maximax criterion

d.	 Hurwicz criterion (α = 0.6)

e.	 The minimax regret

25.	 Refer to Problem 24. The Sunshine Health Club hired an economist to estimate for each service feature the probabilities of occurrence for the three 
different states of nature (demand). These probabilistic estimates are given in Table F.30.

TABLE F.30: Probabilities for Each Combination of Service Feature and State of Nature

Service Features

Demand

Low Moderate High

Swimming Pool 0.20 0.30 0.50

Running Track 0.25 0.45 0.30

Child-care Center 0.10 0.50 0.40

Indoor Basket Ball court 0.12 0.38 0.50

Sauna 0.05 0.25 0.70

Food Court 0.20 0.50 0.30

a.	 Which decision will yield the maximum expected profits?

b.	 Compute the expected value of perfect information, and interpret it.

CASE STUDY F.1 GERBER PRODUCTS COMPANY: THE PROBLEM 
The Gerber Products Company (subsidiary of Nestlé Group, Fremont, MI), the 
well-known maker of baby products, was facing a set of critical choices about 
whether to continue using the plastic known as polyvinyl chloride, commonly 
known as PVC. PVC is a composite plastic material used in numerous house-
hold, commercial, and medical products including food storage containers, toys, 
and medical tubing. To make PVC pliable for use, chemical plasticizers called 
phthalates are added to soften the plastic. In late 1998, the environmental group 
Greenpeace announced that it had conducted scientific testing on the effects of 
phthalates on lab rats and found them to cause cancer. Greenpeace claimed its 
testing showed that the chemical leeches from the plastic over time and was 
particularly worrisome when it was used in products small children suck or chew 
on. Phthalates have been used in the plastics industry for several decades with 
no known cases of them causing health problems. Nevertheless, Greenpeace’s 
press release, which was strategically timed to coincide with the holiday shop-
ping season, was immediately picked up by television networks. The show 
20/20 did an entire segment on the possible health risks of phthalates.

Gerber’s problems got worse when attention focused specifically on products 
made for oral use by children, including pacifiers, nipples, and other feed-
ing products. Gerber, which is the largest producer of these products in the 
United States, faced a serious strategic decision. Should it continue using 
phthalates, which had been so critical to the development of its many prod-
ucts but could be carcinogenic, or invest heavily in new technologies to elim-
inate phthalates from its product line? The choices were risky and involved 
significant costs—societal and legal costs as well as monetary costs. The 
company clearly needed a strategy for effectively analyzing the alternatives 
and selecting the best option.

Questions:

1.	 Frame this situation as a decision. What are the strategic choices that 
Gerber faces as a result of these circumstances?


