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Introduction:
This model was chosen because it is a very ambiguous case with many different stakeholders that can be affected by the outcome of the decision.  The basic decision is question of whether or not Kennametal, a Latrobe based metal manufacturing company, should move its operations to China in order to save on the drastically reduced costs of wages.  Some companies that have moved operations to China have reduced their wage expenses to a third of what they might be paying in the US.  Once these companies have a secure and strong foothold in China, there is no way that a US company paying way too much for wages can compete.  However, there are not always upsides to manufacturing in China.  There are many costs that are related, one is just simply the logistics that it requires to operate in another country.  Operational costs would increase along with the need for more inventory.  Kennametal has predicted that a manufacturing plant of theirs in China would need roughly three times as much inventory as compared to a plant in the US.  The question is then should Kennametal accept the risks and move their operations to China in hopes of future growth in the company based on lower wages?  
Ratings:

A set of ratings was developed for the each of the Benefits, Costs, Opportunities, and Risks.  These ratings were used to weight the overall matrix based on 4 strategic criteria.  The strategic criteria considered were Profits, Employees, Company Image, and Growth.  Based on these criteria the BOCR model was then weighted.  The ratings were created such that the benefits and opportunities of a move to China were ranked as the most important with risks being important, but not nearly as important as the potential benefits that could be seen from the move.  

Table 1: Ratings for BOCR Model
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Figure 1: Priorities of the BOCR Model
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Figure 2: Control Criteria
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Benefits:


The Benefits criteria were developed to determine the benefits for each of the three alternatives.  The benefits criteria were social and economic benefits.   

Social Benefits:


In each case the clusters of this subnet were pairwise compared with each other and shareholders were the most important with company being second and employees coming in last.  
Shareholders:

Shareholders are the people that own stock in the company or have some vested interest in the company.  This group would be affect by three things, stock price, security of their investment, and possible growth in value.  The stock price would likely benefit from a move to China because of the drastic reduction in wage costs.  The security of their interest in the company might be affected in a negative manner because of the amount of instability in China.  There is definitely a benefit from a potential for growth in value in the company.  If Kennametal chooses to stay in the US the stock price might continue to perform at its steady rate, and the security will certainly stay the same.  Also, staying in the US will provide little in the way for growth in value.  
Employees:

Employees might benefit from a move to China because their salaries might increase due to increased profits.  However, job security would be much better if Kennametal chose to stay in the US.  Also another big question for the employees would be do I have to move to China?  This might be a benefit to some people, but in this model it was taken a negative, and in turn was better for staying in the US.  
Company:


The company as a stakeholder could benefit socially through the image of the company.  If they moved their entire operations to China and laid off many employees in the US, this would tarnish Kennametal’s image.  Two other considerations are the logistics and operations behind the move to China.  Both would be negatively affected on a move because they would both be increasingly difficult to coordinate.  

Economic Benefits:
Economic benefits were broken down into short term and long term benefits.  These clusters were then pairwise compared to each other and in this case long term benefits were more important than short term benefits.
Short-Term


The three measures for short term economic benefits were profits, value of the company, and cash flow.  Cash flow would be affected negatively in the short term from a move to China because of the large costs of inventory and operations involved in a move.  Profits in the short term also would be negatively affected by the move again because of the large costs.  Finally, the value created from the move would not be seen in the short term and in turn would be better affected by staying in the US.

Long-Term


Long term economic benefits were measured by value and growth.  Value of the company would certainly go up with a move to China because of the long term affects of the lower costs of wages.  Also long term growth possibilities would also be much greater with the move to China.  

Opportunities:

Social Opportunities

Shareholders


Shareholders had opportunities to increase their stock price through a move to China; however, the opportunities for security in their investment were greater with the alternative of staying in the US.  

Employees

The opportunities that were created from a move to China for employees were measured by profit sharing, growth of the company, and salary.  With increasing profits from a move to China, employees might see increased profit sharing.  Also due to growth of the company from a move to China employees would benefit.  Increased profits might also lead to increased salary for the employees.  This increase though might be very small compared to the risk of losing their jobs, which will be examined in the Risks section.  
Company

The opportunities for the company could be seen through growth, worldwide exposure, and increased market share.  A move to China would allow for more opportunities for the company to grow were as staying in the US might make the company more stagnant.  Worldwide exposure and dealing in an international market are also both going to be great opportunities for the company.  With the move to China, Kennametal has the opportunity to increase their market share as well.  

Economic Opportunities:

Short Term


The greatest short term economic opportunity that would be seen from the move to China is the decrease in wages.  Companies that have moved operations to China have seen their wages reduced by a factor of up to three.  However, inventory costs and operational costs would increase in the short term with a move to China.  Profits in the short term would most likely be hurt by the move to China because of the large costs that might not be offset by the wage reduction.  

Long Term


Long term economic opportunities would be best noted by the opportunity for growth in the company.  With the move to China, the company would be much better suited for future growth.  Also profits and value created by the investment in a move to China would increase in the long term, whereas they might show little change by staying in the US.  

Costs:

Social Costs:

Shareholders


The measurements for social costs to the shareholders are respect for the company and faith in the company.  Both of these might be affected by the move to China.  Some investors might lose faith in the company because of the large amounts lay-offs that would occur in the US.  On the other hand, shareholders might be only interested in the stock price in which case they would want to see a move to China.  

Employees


The social costs to employees are that their motivation might be affected by the move to China.  It is a known fact that motivation is reduced when a company lays off many employees.  Another costs would be that the output of these employees too might decrease with a move to China.  Finally, the love and respect that the employees once showed for the company might too decrease.  

Company


The social costs to the company are that they may lose respect within the US by moving to China.  Many people in the US do not like to see many jobs moving to China.  The cost of not moving to China is they can miss out on a worldwide presence.  Also by moving to China, Kennametal could see a lack of support from the US.  These are big costs to a company and definitely played into the final decision made by Kennametal.

Economic Costs:

Financial


Financially, Kennametal could be hurt in three areas, cash flow, profits, and value.  Although these may be linked together it was important to pairwise compare them and show which would be most important to Kennametal.  Cash flow would be hurt initially but in the long run staying in the US would not increase cash flows as much as a move to China.  Profits too might decrease in the short term from a move to China but it is more important that profits would increase in the long term.  The value created by the move too would be far greater than staying in the US.  

Operational

Operational costs seen by the move to China would be greatest in expenses, inventory, and wages.  Kennametal proposed that inventory would have to be tripled in the manufacturing plants in China would be a huge economic cost.  Also operational expenses would increase due to the complexity of running a manufacturing plant from another company.  Wages though would decrease with the move, and would most likely increase if the company chose to stay in the US.  

Risks:

Social Risks:

Shareholders


The greatest risk to shareholders is that their investment in Kennametal would be negatively affected by a move to China through a decreased stock price.  Also security in their investment too might go down with a move to China.  

Employees

The greatest risk to the employees is that their morale could severely be reduced with a move to China.  Also, with many lay-offs in the US, the output of the remaining employees too would decrease.  These are huge risks for a company because the employees are that valuable and important to the operations of the company.  Displeased employees are a very negative issue for companies.  

Company


The social risks to the company are that their image within the US might be hurt, due to the plants that would have to close and the number of Americans that would lose their jobs.  Also the value of the company would be placed in jeopardy because of the risk involved with the move to China.

Economic Risks:

Short Term


The greatest short term risk is that cash flows might lower too much, and Kennametal would go bankrupt.  This is the biggest risk to the company.  Profits in the short term would likely go down due to the higher operational costs.  Another risk that Kennametal would face is the governmental problems in China.  There are problems of corruption and instability that would create huge risks for Kennametal.  

Long Term


The long term risks are more seen from not moving to China.  Growth in the company would be very limited without moving to China.  The other long term risk to Kennametal is that of not moving to China.  By not moving to China, Kennametal would be missing out on many ways to increase profits and value in the company not to mention the growth opportunities that are available from a move to China.  

Resutls:

Table 2: Priorities for Alternatives
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The results from this decision model show that Kennametal should in fact move to China.  The benefits and opportunities outweigh the costs and risks created by a move to China.  This is the similar situation that many US companies are facing and they are choosing to move operations to China.  The sensitivity analysis can be seen in Figures 16-19.  These figures show that the benefits would be better with the move to China and at some point the risks become lower from the move to China.  This makes sense because eventually it will be risky for companies not to move to China.  

Kennametal did in fact chose to move its operations to China; however, due to the high risks involved, Kennametal decided to use a step-up type of move.  They only moved some of their operations to a site that allowed for expansion provided the move did in fact provide for the opportunities and benefits that they had expected.
Figure 3:  Overall Network
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Figure 4: Benefits Subnet
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Figure 5: Economic Benefits Subnet
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Figure 6: Social Benefits Subnet
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Figure 7: Opportunities Subnet
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Figure 8: Economic Opportunities Subnet
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Figure 9: Social Opportunities Subnet
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Figure 10: Costs Subnet
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Figure 11: Economic Costs Subnet
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Figure 12: Social Costs Subnet
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Figure 13: Risks Subnet
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Figure 14: Economic Risks Subnet
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Figure 15: Social Risks Subnet
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Figure 16: Sensitivity Analysis for Benefits
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Figure 17: Sensitivity Analysis for Opportunities
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Figure 18: Sensitivity Analysis for Costs
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Figure 19: Sensitivity Analysis for Risks
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