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CTAPTER - 4
Lntroduotion

- for Plant tion and Its Strategio I 0 te

Dooliaions of any orgenisation aboutd we locations of its
plants (or urits) have & strategio importance for {ta suoocess.
Anthony says nObjectives, policies, organisation gtroture, product
14nes, plant location and capacity and oo on, all are dooided in
the ctratesio planning process®s Onoe implemented, these decvisions
are nod generally reversibles Even in cases vhere these deaisio s
are rgmaiblo. the relocation of a plant inwvolves suhatontis ?
costss Thug beosuse of this irreversible nature of tho deoiier
and tholr strateglo importanos, the analysis for location ¢
plant demands on high dagree of skill and efforts

An organisstion’s oim in looation

analysis is to mnimiee (or maxtwise) the sum of all costs (or
bencfits) affocted by its looations The various costs thet enter
the location analysis troadly mre gosts of purchasing end sasendlying
the raw materinls, cost of processing (or trensforming the row
matorials into the product) and eost of distributing the prodosts
Tha 4ifferent stoges of manufaaturing corresponding to theee contis
ere illustrated in Figy 11, froo snith (1971).
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Fastors of Prodmtiunj

(Other than raw mtorials)
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The cost of progessing includes the oosts of various foctors of
produgtion (othor than raw metericls) namely, land, capital lebuus,
ntilitics like power, woter eto. These costs are influenced ty
the degroe of infrestructure facilities, urbdanisation coonomies,
tax ocomoeceions etcs availabls at a particulnr looation. A

| dotailled dlsgueoion of these various oosts may be foand in Hoover (4948],

smith (1974)s Yooson (1060 ) and Karaskn and Brashall (1969). In
addition to minimising the costn, %Wy efficlently looating its plant,
an orgonipation may ineresse the market for its produots

The prodlen of plant looation is generally attacked st two
levols ¢ (1) ehoosing a revion (or a geographie area) and (11) ehoosing
a mpeoifio eite in that regions The two sub-problems are at different
lovels in o hierarchy of deoision-mokings The problem of choosing
2 vogion is gonerally solved &t an higher leval of hierarchy in the
orgenisation. This is done by searching, in line with the
organisntional goals, for o resion vhere broadly the sum of abowe
nentioned ooots is minimme The eholee of & specific site fn thad
vegion menerally fnvolves & good deol of teohno=ootnonis conalderatl ns.
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The considerations 1iko availadility, suitability, and cost of
land, water etss and avalladility of infrestruoture facilities,
tronsportation facilities eto. may becoms more important et this
lovel. It is not possible ¢ make a general statenont regarding
vhother a partiouler fastor (e more important at the firet level

or et the seoond level, The influense of ory factor at a partiouler
lovel depends on the type of induatrys

Our intevest in thip theais is at the firet igval of 73
problen (4.0. choosingaspecifio region or rogienn).

Intoraction with Other Siratogic Choigos o= Along with .z ombien
of cholca of looation, an organisstion planming for creation of =
copaoity for a produot, focen the problems of choice of Yechnoloqy,
cholge of pize end ghoice of timing for the new plants Thowe choioos
are olso stratogio in matures I soms or all of these choloes are
mrtually dopendent vhich is not uncommon, then the probdlem doocomes
more complex se the cholocs of looation has to be considered
almiltanSously with the other choloss intevacting with it.

The cholon of technology which involves the appropriate
corbination of rew materials and other factors of production may
{nfinencs the choice of location, For exmmple, when there 1s 2
choice betwoen lobour-intensive technology and eapital-intevaive
tochnology, the solection of lsbour-intensive technology moy £ voe
the location to a region whore labour is cheap ond vice m™ob,

The cholice of sise means the ¢hoioce of soale of ¢ ot .onm,
inoluding how mich 4s to dbe produceds The scale depends o &0
expoctod domand for the product vhich pertly dependspon the prioe
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at which the produot is to be offered to the customers The choice
of oizo and chofeo of technology may be inter-lined becsuse &
technology which may not be economical ot o lower soale of producti
may booone cconomieal nt o higher soale of production. In edditic:
%o the linkage through the choise of teashnology, the choloe of sism
ard choice of location may also be intorlinked directly, Then
mrketes for the produst are geogrephically ﬁiﬁpemd ovor o LR
it my bo more econonmical to set up 8 number of small plants disro
geographically, each plant producing for o specifiec geographic mariy
than & eingle larre plent produsing for oll the markets. Similard:
vhan there {6 variety in the oharacteristics of the produot demand
it may be more economical tn set up a numbor of omnll plants, onch
profucing a produet of partionlar charecteristic than a single pla
profusing all the produsta of different characteristioss In the
formor oopes 4t is possidble to schieve economies of long prodvatio
van lengths and of "gireight-line® operation.

The cholea of timing is when to estadlish the new easpacily
The choloe of timing ic generally {nterlinked with the choloo of
aipe and Jocation; For exorple, when the demand for the prodnat
1s growing, some altermative choioes availsdle to an orgnnicafls

ore §

1) Tow, orecte copacily enough to meet the presont dem.!
and later, vhen the domand has grown up, creabe new
oapooity at the some location or st a difforant
loention,

1) Build a lerge plant with edditional eapacity to meet
expooted growth {in demand, now iteelf,
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111) If the present domend is much smaller than the
production capnoity of 'minimem optimal simet plsns,
the organisation may odtain the profet from suiside
sgonoies (subd-contrasting) 111 the demant L
sufficiontly growm and then tild a pient of
‘optimal sigets

The second alternative may be more attrootive than the s:izot
if the economiecs of socale are high encughes The problem of tining
beconies more complisated when there is interaction between replocement
and expansion inveetmentss

7he inter linkage among these various choices is showmn
in Pigs 12, In-the noxt seotion we briefly review the various
aspproochts evallable in the literature for the d4ifferent choices
montioned above.
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Inter-dependence botween Techrology, location, Sise ond
Timing of Plantdy

!!,z. - 1—:2 :



