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Plug the maximum and minimum payoffs into the formula for the Hurwicz criterion to get the 
following results for each alternative:

Hexpand = 0.7 × ($4 million)] + (1 – 0.7) × ($3 million) = $3.7 million

Hsmall = 0.7 × ($5 million) + (1 – 0.7) × ($2.5 million) = $4.25 million

Hlarge = 0.7 × ($10 million) + (1 – 0.7) × (–$4 million) = $5.8 million

The decision Pegasus Textiles should make based on the Hurwicz criterion is to a build a large factory 
because it has the highest weighted average of the positive-flow payoffs. We can redo the computa-
tions for different values of α. For example, we could lower the values of α to see the effect of a greater 
degree of pessimism on the decision.

THE MINIMAX REGRET CRITERION
The minimax regret criterion incorporates the concept of regret into decisions made under uncer-
tainty. “Regret” in this context is the opportunity cost, or loss, to the decision maker for making 
a nonoptimal decision for a given state of nature. It is the difference between the best payoff for a 
given state of nature and the payoff associated with the actual decision made for that particular state 
of nature. The goal of the minimax regret criterion is to minimize the regret, or loss, associated with 
making a nonoptimal decision.

For this approach, we need to identify the maximum regret associated with each decision and 
incorporate that information into our original payoff matrix. We then choose the decision that has 
the lowest maximum-regret value.

For positive-flow payoffs such as revenues, profits, income, and so on:

1.	 Identify the maximum payoff for each state of nature in the payoff matrix.
2.	 Take each maximum payoff and subtract from it the values in the matrix associated with that 

payoff’s state of nature.

For negative-flow payoffs such as costs, losses, expenditures, and so on:

1.	 Identify the minimum payoff for each state of nature in the payoff matrix.
2.	 Subtract from each maximum payoff the original values in the matrix associated with that 

payoff’s state of nature.

To apply the minimax regret criterion to the Pegasus Textiles scenario, first identify the maximum 
payoff for each state of nature in the payoff matrix. Recall from our previous matrixes that these 
values are as follows:

Maximum payoff for low demand = $3 million

Maximum payoff for high demand = $10 million

Next, subtract from each maximum payoff the original values in the matrix associated with that pay-
off’s state of nature. These calculations are as follows:

TABLE F.5: Pegasus Textile Regret Calculations for Using the Minimax Criterion

STATE OF NATURE

DECISION ALTERNATIVE LOW DEMAND HIGH DEMAND

Expand factory $3 – $3 = $0 million $10 – $4 = $6 million

Build small factory $3 – $2.5 = $0.5 million $10 – $5 = $5 million

Build large factory $3 – (–$4) = $7 million $10 – $10 = $0 million

Minimax regret 
criterion: a decision-
making approach that 
attempts to minimize 
the regret, or loss, 
associated with making a 
nonoptimal decision


