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chose the Brazilian location because it foresaw the country’s potential as an emerging economy. Alcon’s 
decision to locate the manufacturing facilities in the state and city of Sao Paulo was further motivated 
by the availability of skilled labor, market size, regional governmental support, and tax incentives. The 
company chose the particular site because the firm needed to build a facility large enough to include sales 
and marketing offices, a state-of-the-art manufacturing plant, and a distribution center. Approximately 
400 Alcon employees work in the 6,000-square-foot facility. Note that companies seldom find an ideal 
location. Typically, they find several satisfactory or acceptable locations to choose from.

8.3 Analytical Methods for Evaluating Locations
Decision-making tools can be used to select the best possible location. The most popular and com-
monly used ones are:

•• Factor rating method
•• Breakeven analysis
•• Center-of-gravity method
•• Geographic information system (GIS) method

In this section, we look at each of these methods. Another method, the transportation method, which 
is a more advanced quantitative technique, is presented in Module B.

The Factor Rating Method
In this method, the various location alternatives are evaluated by rating the relevant factors. To use 
this method, you would take the following steps:

1.	 Identify and list the most relevant factors in the location decision.
2.	 Rate the importance of each factor on a scale of 1 to 5 (with 1 being low and 5 being high).
3. For each factor, rate each location on a scale of 1 to 10 (with 1 for very low and 10 for

very high).
4.	 For each factor and each location, compute a score by multiplying the factor rating and the

location rating.
5.	 Compute a total score for each location by summing up the scores calculated in the previous

step.
6.	 Select the site that has the maximum total score.

EXAMPLE 8.1: For its first overseas expansion, Harry Potter Magic Kingdom, a fictional British chain
of family-oriented theme parks, is evaluating two alternative locations: Chennai, India, and Shanghai, 
China. Table 8.2 shows the relevant factors and their importance, a rating for each factor for each poten-
tial location. Using the factor rating method, we can determine the most suitable location for the theme 
park.

The total factor rating score for the Shanghai location is higher than that of Chennai. Hence, the 
Shanghai location is the preferred choice. Nevertheless, this decision should also take into account other 
relevant information, particularly a cost–volume analysis, often referred to as breakeven analysis, dis-
cussed next.

FIGURE 8.1: Stages in the Location Decision for an Alcon Facility
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