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The decision that should be made based on the maximin criterion is to expand the current factory 
because $3 million is the maximum of the minimum payoffs shown in the last column; that is, this 
amount is the best of the worst payoffs.

THE MAXIMAX CRITERION
The maximax criterion is the exact opposite approach of the maximin criterion. In this case, the deci-
sion maker is optimistic about the future events and their outcomes. Therefore, the decision maker 
identifies the maximum payoff associated with each decision and then chooses the maximum of the 
maximum payoffs, or the best of the best. To use this approach, we’ve taken our original payoff matrix 
and added a maximum payoff column in Table F. 3 for each of Pegasus Textiles’s decision alternatives.

The decision based on the maximax criterion is to a build a large factory because $10 million is 
the highest payoff of the maximum payoffs.

TABLE F.3: Pegasus Textile Payoff Matrix for Maximax Criterion

STATE OF NATURE

DECISION ALTERNATIVE LOW DEMAND HIGH DEMAND MAXIMUM PAYOFF

Expand factory $3 million $4 million $4 million

Build small factory $2.5 million $5 million $5 million

Build large factory –$4 million $10 million $10 million

TABLE F.4: Pegasus Textile Payoff Matrix for the Hurwicz Criterion

STATE OF NATURE

DECISION 
ALTERNATIVE LOW DEMAND HIGH DEMAND MAXIMUM PAYOFF MINIMUM PAYOFF

Expand factory $3 million $4 million $4 million $3 million

Build small factory $2.5 million $5 million $5 million $2.5 million

Build large factory –$4 million $10 million $10 million –$4 million

Maximax criterion: 
a decision-making 
approach used when 
the decision maker is 
optimistic about the 
future events and their 
outcomes, identifies 
the maximum payoff 
associated with each 
decision, and chooses 
the maximum of the 
maximum payoffs

Hurwicz criterion: 
a decision-making 
approach that attempts 
to find a compromise 
between the two 
extremes posed by the 
pessimistic maximin 
criterion and the 
optimistic maximax 
criterion by applying 
a certain percentage 
weight (α) to the most 
optimistic outcome, 
and (1 – α) to the most 
pessimistic outcome

THE HURWICZ CRITERION
The Hurwicz criterion is a decision-making approach that attempts to find a compromise between 
the two extremes posed by the pessimistic maximin criterion and the optimistic maximax criterion. 
By applying a certain percentage weight (α) to the most optimistic outcome, and (1 – α) to the most 
pessimistic outcome, the Hurwicz criterion strikes a balance between the two. The coefficient α is 
often called the “coefficient of realism” because it moderates the unbridled optimism of the maximax 
approach. The coefficient’s mirror image (1 – α) is the coefficient of pessimism, which eliminates some 
of the risk of the maximin approach. A weighted average is computed for every decision alternative 
by weighting its maximum payoff by α and its minimum payoff by (1 – α). The steps for the Hurwicz 
criterion are as follows:

1.	 Select a value for α – the coefficient of realism.
2.	 For every decision alternative (i), compute a Hurwicz weighted average (Hi):

Hi = α × (maximum payoff) + (1 – α) × (minimum payoff)

3.	 Choose the decision alternative that has the highest weighted average of the positive-flow pay-
offs and the lowest weighted average of the negative-flow payoffs.

You can see in the formula if we set α = 1, then the Hurwicz criterion reduces to the maximax decision 
rule, and at α = 0, it becomes the maximin decision criterion.

Let’s now solve Pegasus Textiles’s dilemma using the Hurwicz criterion. Suppose we select a weight 
of 0.7 for α. In other words, we believe there is a 70% chance that the high demand (optimistic) state 
will occur. Recall that the payoffs in Pegasus Textiles’s payoff matrix are as follows:


