AMPLIFA PROCUREMENT GLOSSARY

Low-Cost Country Sourcing: strategically
leveraging procurement in low-wage
countries

Low-Cost Country Sourcing (LCCS) refers to the strategic procurement of goods and services in
countries with lower wage and production costs, typically in Asia, Eastern Europe or North Africa.
The aim is to reduce material costs while simultaneously ensuring quality, delivery capability and
compliance. In practice, LCCS can frequently enable savings of 10 to 30 per cent compared with
domestic procurement, but it requires a systematic risk assessment. It is thus a central instrument
of global procurement strategy.

Key facts

» Low-Cost Country Sourcing aims at cost advantages through procurement in low-wage countries.

« Typical savings in practice frequently amount to 10 to 30 per cent including transport and hedging
costs.

« Crucial factors are a total cost assessment (Total Cost of Ownership) and safeguarding via
Incoterms such as DDP.

» Longer delivery times and larger order quantities increase the need for inventory management and
expediting.

* Quality assurance is carried out through audits, sample approvals and defined confidentiality levels.

» Supply chain risks can be mitigated through dual sourcing, nearshoring alternatives and clear
contracts.

Definition: Low-Cost Country Sourcing

Low-Cost Country Sourcing is a procurement strategy in which companies deliberately shift purchasing
volumes to countries with lower manufacturing and labour costs. The focus is not only on unit prices but
on the assessment of all costs, risks and capacities along the supply chain. LCCS is a form of global
sourcing and differs from offshoring, in which the company itself relocates production facilities abroad.

Distinction from nearshoring and offshoring

With offshoring, the company relocates its own production capacity abroad, whereas LCCS describes
the award of contracts to external suppliers in low-wage countries. Nearshoring, as a
counter-movement, refers to procurement from geographically closer countries with moderate wage
levels, for example Eastern Europe for German buyers. In practice, many procurement organisations
combine both approaches to achieve a balance of cost and risk.

Typical procurement objects

Particularly suitable are standardised, labour-intensive products with stable specifications: castings,
forgings, sheet-metal and laser-cut parts, plastic injection moulding, cable harnesses, packaging or
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simple assemblies. Indirect services such as toolmaking or standard components are also possible
options. Complex parts with frequent changes, by contrast, are less suitable, as every Engineering
Change Notice (ECN) is laborious to coordinate when the supply chain is long.

Methods and approach in Low-Cost Country Sourcing

LCCS follows a structured multi-stage process that extends from commodity group analysis to the
operational integration of the new supplier. A prerequisite is a clean data basis covering volumes,
specifications and cost structures. A proven approach reduces typical beginner mistakes such as
underestimated logistics costs or inadequate contractual protection.

Commodity group analysis and target definition

The starting point is a commodity group roadmap in which procurement volumes are assessed by
category, supplier and cost structure. Suitable criteria are high volume, standardisability, low frequency
of changes and transportability. On this basis, the team defines savings targets, qualification
requirements and a timeline rollout plan.

Supplier identification and qualification

Supplier identification takes place via tenders, trade fairs, procurement platforms and local
representatives. As part of creditor onboarding, financial ratios, certificates, references and production
capacities are checked. New suppliers typically go through a sample and first-article approval process
with initial sampling, metrology alignment and defined confidentiality levels for drawings and know-how.

Negotiation, contract and price structure

Alongside unit prices, negotiations focus in particular on tooling costs, price adjustment mechanisms
(e.g. material price indices), quality assurance agreements and delivery terms. The choice of Incoterms
— for example ex works, FOB or DDP — largely determines who bears transport, customs and the
transfer of risk. For beginners, DDP is often the clearest option, even though the supplier will include a
premium in the price.

Cost assessment: Total Cost of Ownership

A pure unit price comparison regularly misrepresents the actual savings in LCCS. What is decisive is a
total cost assessment over the life cycle of the procurement. Experience shows that ancillary costs and
safeguarding measures noticeably reduce the gross saving.

Direct and indirect cost components

Direct costs include unit price, tooling costs, freight, customs, import VAT and surcharges for bulky
goods. Indirect costs arise from quality inspections, travel and audits, communication across time zones,
capital tied up in inventory and internal coordination effort. The timing of planning also changes: longer
replenishment lead times require earlier order points.

Logistics and inventory costs

Sea freight typically takes four to eight weeks depending on the route, plus port clearance and customs
handling. Higher safety stocks increase capital tie-up and warehousing costs; the optimum order
quantity shifts significantly upwards due to minimum order quantities and container sizes. Logistics
costs should be calculated per unit including packaging, insurance and, where applicable, CBAM-liable
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emission costs (for relevant steel and aluminium imports).

Factoring in risk costs

Knowledgeable buyers also factor in risk positions: currency fluctuations, the probability of supplier
default, rework costs in the event of quality problems and the cost of emergency supply. As a rule of
thumb in practice, the net saving must typically be at least 15 to 20 per cent for sourcing in a low-wage
country to be economically viable.

Key KPIs for steering

Low-Cost Country Sourcing can only be managed if performance and risks are made measurable. The
metrics must reflect both the savings targets and operational delivery and quality performance. The
following KPIs have proven themselves in practice.

Savings and cost metrics

The key metric is the realised net saving compared with the baseline (previous price including ancillary
costs), measured as an absolute sum and as a percentage. In addition, the landed cost per unit and the
cost deviation between quoted and invoiced price are monitored. Price increases over contract terms
require defined adjustment mechanisms, which are checked in contract compliance.

Delivery and quality metrics

On-time delivery shows whether the supplier keeps to agreed delivery dates — for long transport routes,
a distinction must be made between the departure date at the plant and the arrival date. The scrap and
complaint rate as well as the three-way match rate (agreement of purchase order, goods receipt and
invoice) provide insight into process quality and invoice processing. Regular supplier evaluations form
the basis for assortment and volume decisions.

Risks, compliance and control mechanisms

LCCS carries specific risks in the dimensions of quality, delivery capability, law and sustainability. Those
who address these systematically can benefit from the cost advantages permanently. Control
mechanisms must be anchored before the award, not only when problems arise.

Quality and supply chain risks

Typical problems are material deviations, insufficient process stability and fluctuating batch quality.
Countermeasures include on-site audits, intensive incoming inspection during the ramp-up phase,
defined deviation approval processes for non-conforming parts and regular re-audits. Expediting — the
active following-up of open orders — secures on-time delivery over the long distance, complemented by
a reliable 3PL partner for transport and customs clearance.

Legal protection and compliance

Contracts should contain retention of title to tools and moulds, liability provisions, non-disclosure
agreements and agreed termination and transition arrangements. Supplier evaluations and contract
content are reviewed regularly as part of contract compliance. It should be noted that tax aspects such
as customs tariffs, rules of origin and transfer prices must be examined by specialists on a case-by-case
basis; procurement should address supply chain due diligence obligations (human rights, environment)
through established processes such as whistleblowing channels and audits.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/low-cost-country-sourcing



Risk minimisation through sourcing architecture

Dual sourcing has proven effective: alongside the LCCS supplier, a regional second supplier remains
qualified and can take over volumes in the event of failures. Consistent inventory management with
regular cycle counting appointments prevents incorrect stock data from aggravating the long
replenishment lead times. A consensus forecast provided to the supplier improves the supplier's
capacity planning and reduces bottleneck risks.

Current developments: from LCCS to resilient sourcing strategies

The environment for Low-Cost Country Sourcing has changed significantly in recent years. Rising labour
costs in traditional low-wage countries, transport cost volatility, customs and trade conflicts and
sustainability requirements are shifting the basis of calculation. Successful procurement organisations
adapt their strategy accordingly.

Nearshoring and China-plus-one

Many companies pursue a China-plus-one strategy, in which additional sourcing options are built up in
Vietnam, India, Eastern Europe or North Africa in order to reduce dependencies. At the same time,
nearshoring is gaining importance, particularly when short response times, small batch sizes or high
frequencies of change (many ECNs) shape procurement. The optimal sourcing mix decision differs from
commodity group to commodity group.

Digitalisation and Al in procurement

Digital tools accelerate supplier monitoring and market analysis: Al in procurement supports, for
example, supplier identification, duplicate detection in supplier and material master data, and the
analysis of comparative quotation values. Tender and contract processes can be digitalised, which in
particular shortens lead times with globally distributed suppliers. A structured procurement guide for
operational teams also ensures that LCCS awards follow uniform standards.

Sustainability and CO2 reporting

The CBAM (Carbon Border Adjustment Mechanism) prices emission-intensive goods imported into the
EU, such as steel, aluminium and cement, and changes the cost calculation for the corresponding
LCCS volumes. Sustainability requirements along the supply chain are becoming a procurement
condition: supplier audits on environmental and social standards, CO2 data collection and
documentation are increasingly part of the standard process. The evaluation of procurement ideas
should therefore include emissions and risk aspects alongside cost.

Typical metrics

Net saving: 10-20 %
Typical guideline value after deducting logistics, customs and hedging costs

Supplier on-time delivery: > 95 %
For long transport routes, the departure date at the supplier's plant is to be measured

Complaint rate: <2 %
Target value after the ramp-up phase has been completed; higher in the initial phase

Three-way match rate: > 98 %
Indicator of process and invoice quality of the new supplier

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/low-cost-country-sourcing



Replenishment lead time: 8-14 weeks
Usual range for sea freight including production and clearance time

Practical example

A medium-sized mechanical engineering company with around 350 employees had previously sourced
castings and sheet-metal components predominantly from Germany. Procurement identified two
categories with a high degree of standardisation and constant volumes in the commodity group
roadmap. Following supplier qualification in Eastern Europe and Asia, sample approval with metrology
alignment and contract award on DDP terms, around 25 per cent of the categorised volume was shifted.
The realised net saving after 18 months was approximately 17 per cent; critical A-parts remained with
the regional second supplier.

» Total cost calculation including freight, customs, quality and inventory costs before every award
» Dual sourcing: a regional second supplier qualified for critical parts

* Monthly expediting and supplier evaluation covering on-time delivery and complaint rate

« Agreement of retention of title to tools and defined confidentiality levels for drawings

Conclusion

Low-Cost Country Sourcing remains an effective instrument for reducing material costs when
implemented with discipline. Success depends less on the unit price than on the total cost assessment,
supplier qualification and safeguarding along the supply chain. Longer distances require adapted
inventory management, active expediting and clear contractual structures. The combination with
regional second suppliers and nearshoring options creates the necessary resilience. Those who factor
in risks, compliance and sustainability requirements from the outset secure their savings permanently.

Frequently asked questions

What does Low-Cost Country Sourcing mean?

Low-Cost Country Sourcing describes the strategic procurement of goods and services in countries with
lower wage and production costs. The aim is to reduce costs while ensuring quality and delivery
capability. It is a variant of global sourcing in which external suppliers abroad are commissioned.

How much can you save with Low-Cost Country Sourcing?

In practice, gross price advantages typically range between 20 and 40 per cent compared with domestic
prices. After deducting transport, customs, quality and coordination costs, net savings of typically 10 to
20 per cent remain. As a rule of thumb, the net saving should be at least 15 per cent for the effort to be
worthwhile.

What risks does Low-Cost Country Sourcing involve?

The main risks are quality fluctuations, long and disruption-prone supply chains, currency fluctuations,
and compliance and sustainability obligations. Added to this are dependencies on individual suppliers
and occasional communication problems. Countermeasures include audits, dual sourcing, clear
contracts and continuous supplier monitoring.

Which countries are suitable for Low-Cost Country Sourcing?
Commonly used sourcing countries include China, India, Vietham, Taiwan, Turkey, Poland, the Czech
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Republic, Romania, Tunisia and Mexico — depending on the product and target market. The choice
depends on manufacturing competence, logistics connections, the customs situation and political
stability. Many companies are now diversifying across several countries in order to reduce
dependencies.

Which Incoterms make sense for Low-Cost Country Sourcing?

FOB, FCA, CIF and DDP are commonly used. For beginners, DDP is often the clearest option, as the
supplier handles transport, customs and the transfer of risk up to the buyer's own plant — although they
will charge a premium for this. Experienced importers frequently use FOB or FCA and manage transport
and customs themselves via a logistics partner.

What is the difference between LCCS and offshoring?

With LCCS, the company awards manufacturing to external suppliers abroad and retains flexibility in its
production strategy. With offshoring, the company permanently relocates its own production capacity
abroad. LCCS is therefore easier to reverse and requires less capital tie-up.
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