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COSTS

Sourcing from low-cost countries has long provided western companies with a competifive advantage. But increasing
risks and rising logistical costs mean they no longer represent best value when all the factors are faken into account

Procurement and supply chain professionals
have long taken advantage of low-cost
country sourcing, but the competitive
advantage it once provided has been
substantially weakened now that the vast
majority of companies make use of the
strategy. Sourcing goods from destinations
such as China, India and eastern Europe
is no longer the exception — it is the norm,

At the same time, the risks associated
with importing goods from these regions

An alternative and more mature
approach is known as best-value coun-
try sourcing and formed the basis of a
substantial piece of research conducted
by Procurement Leaders, in association
with BrainNet EAC. The {indings
proved illuminating.

Despite the recognition that cost is no
longer the only consideration when select-
ing a sourcing destination, the research
found it is still the highest issue on the

Foreign markets are an cbvious affraction, but we neea
fo ensure the folal cost of acquisition is faken info account

has intensified. Whether it be rising
logistics costs, ethical problems en-
countered in low-cost supply chains, or
supply bottlenecks caused by under-de-
veloped infrastructures, 1t is clear there
is far more to assessing the value of a
sourcing destination than cost alone.

average procurementprofessional’'sagenda.
According to the research, the key motiva-
tions for companies sourcing beyond their
home market were low labour costs (56%)
and low raw material costs (49%).

While this might not be too surprising
to many of us, the fact is that other issues
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are gaining in importance and influence
when organisations consider their sourcing
destination of choice. Factors that are
indiecative of organisations adopting a best-
value country sourcing approach include
findings from the research: such as 34% of
procurement executives viewing flexibility
and 51% labour availability, as key factors
when choosing a sourcing destination.

One respondent to the survey summed
up how attitudes are changing. “The
general climate is quite challenging at
the moment and much consclidation
i happening in the chemical industry
which makes competition and the fight for
survival more relevant. We are, and will
be further, looking into the best global
[destinations] for both goods and services,
and the low-cost countries are one of the
available, and already utilised, options,”
the procurement executive explained.

Total cost

Another respondent was even more
clear with their views of how traditional
approaches to low-cost sourcing are no
longer relevant. “From a cost reduction
perspective, the foreign markets are an
obvious attraction, but we need to ensure
the total cost of acquisition is taken into
account. With the growing need for fast
turnaround and flexibility, the supply
chain of foreign markets needs to take
thiis inte account.”

50, the research revealed a definite
trend developing where organisations
are looking for a more rounded selection
process of where to source their supplies.
But despite this, perhaps the biggest trend
to come out of the research was how rising
logistics costs, during the first half of 2003
at least, have forced many organisations
to rethink their sourcing options.

While the recent collapse in the price







