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Introduction 
 
In the year 2010 the global volume of goods traded amounted to 15,238 bn USD. The increase 
over 2009 was round 21%. For long years, Germany has been the largest exporter, but has been 
surpassed by China and is now the third largest exporting country. The strong increase in trade 
volumes is partly due to the segmentation of business processes into sub-processes and the de-
centralisation of business functions. The term ‘supply chain’ refers to the entire system of ac-
tivities, people and resources involved in the creation, manufacturing, logistics, marketing and 
ultimate sale of a product or service. The multitude of sales and services is generated by dif-
ferent companies from different countries under different tax and regulatory systems. 
 
There is a combination of trends that heavily impact supply chain planning and make it in-
creasingly relevant also for tax management. Obviously, one key driver is the continuing 
growth in high-duty countries (e.g. BRIC and most of Asia). With the financial problems in the 
western countries, these developing economies will be even more in focus in the coming years 
and not only for sourcing, but also for distribution. Another trend is the globalisation of manu-
facturing networks. And there is on the one side a continuing growth of Free Trade Agreements 
while at the same time particularly western countries step up protectionist measures and com-
pliance requirements. 
 
In an ongoing drive to improve the bottom line, and in pace with global trends, companies in 
Asia are seeking opportunities to transform and integrate their supply chains in order to better 
leverage resources and achieve efficiency gains, cost reduction and revenue growth.  In addi-
tion to the potentially very significant cost savings and revenue growth that can be enjoyed 
from restructuring of the supply chain, and which should always be the driver of any decision 
to restructure, any cost benefit analysis is heavily impacted by various direct and indirect tax 
considerations.   
 

Why transform the supply chain? 
 
Any supply chain restructuring requires a holistic and detailed review of the existing business 
model to identify the entire spectrum of activities, the value added by each and where the po-
tential problems (opportunities) lie.  For example, is it too expensive to continue manufactur-
ing in Germany? Are there delays in getting products to market due to lack of control over in-
ventory?  Are support services such as IT being inefficiently duplicated in various locations?  
Generally, the locations for manufacturing and distribution are pre-determined by operations 
and the markets. However, there are business functions, that are basically flexible and can be 
detached from the manufacturing or distribution locations. 
With these types of questions in mind, potential aspects of a transformation could include: 
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Manufacturing Locations 

 Low risk manufacturing in relatively low cost countries such as China, Indonesia, Malay-
sia, Thailand etc.  This can involve a consolidation of existing smaller manufacturing 
facilities 

 Are there business functions in a low cost country, which can be (easily) moved to a lo-
cation that provides for example better qualified staff, lower taxes and less tax com-
plexity/risk? 

 
Distribution Locations 

 Converting local distributors to commission agents, commissionaires or ‘low risk dis-
tributors’ in order to better manage inventory and potentially get products to cus-
tomers in a more timely manner 

 
Flexible functions 

 Using a regional principal/headquarters in Hong Kong.  This must not be a ‘shell’ com-
pany but one with genuine commercial substance driving the business, include senior 
decision makers on strategy, marketing or R&D.  It can include centralised logistics, 
warehousing etc to the extent this is well positioned in locations of suppliers and cus-
tomers in the region 

 Utilising shared service centres to centralise back office functions such as IT, HR, mar-
keting, treasury, accounting and any other activity that can be meaningfully central-
ised without the need for a significant local presence in each jurisdiction 

 

The bottom line 
 
Besides the expected reductions in the cost of doing business and potential competitive ad-
vantages that a restructure can provide, the direct and indirect tax costs and opportunities 
need to be managed carefully as they can provide a further impetus to the transformation, or 
alternatively render it unworkable.  These must be considered in phase 1 of any supply chain 
planning project: 
 

 Customs duty – Asia is estimated to be the region where the highest amount of customs 
duties are collected. Customs planning is therefore crucial in this part of the world.  
 

 Exit charges – For German companies it is particularly difficult to from a tax angle to 
move functions from Germany to foreign locations, since the very restrictive exit taxa-
tion regulations have been introduced. Here, precise tax planning is required in order 
to avoid inverse consequences and a heavy tax bill in Germany. 
 

 Tax arbitrage/transfer pricing – any decision to restructure must give careful consid-
eration to the corporate tax and transfer pricing implications.  Locations in Asia such as 
Hong Kong and Singapore, with 16.5% and 17% basic corporate income tax rates (and 
with access to lower rates under different regimes) respectively, are generally selected 
as the regional headquarters location for an MNC in Asia.  However, it should be 
stressed that these locations are selected on their own merits for their excellent in-
frastructure, educated workforce and ease of doing business.  The low tax rate is of 
course important, but should not be seen as the key driver of these decisions.   

 
Utilising a low tax regime such as that available in Hong Kong /Singapore for the re-
gional entrepreneur and using low risk manufacturing plants in countries such as China, 
Indonesia and Malaysia where production costs are lower, can enable the group to earn 
a low but consistent profit in the manufacturing country and retain residual profits in 
Hong Kong or Singapore.  At the same time, increasing the exposure to a larger number 
of countries also requires more effective compliance management systems to be in 
place. 
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 Indirect tax – Taxes such as VAT (leakage of up to 17% in China) can easily overshadow 
the customs duty and tax arbitrage impact on the P&L.  And while VAT often is neutral 
(i.e. no tax cost, but always administrative burden as it is a high compliance tax) for 
transactions within the group, for example Business Tax on services provided to a Chi-
nese group company is always a cost. Needless to say, they need to be addressed up 
front in the modelling process before a decision on the optimal model is made.  

 
Altogether, while operations need to be the basic driver for a supply chain transformation, 
there are risks and opportunities that need to be managed from a regulatory side. Firstly, com-
ing from a European – or German – background, more often than not transfer pricing is con-
sidered the priority planning tool in the tax field. In Asia, however, customs duties in many 
cases have the bigger impact. Customs duties and transfer pricing impacts are generally oppo-
site sides of the same coin which has to be understood when trying to duplicate business mod-
els that may work well in Europe or other parts of the world, but may not work in Asia. 
The difficulty in managing such processes is the often different responsibilities for customs du-
ties and taxes. While customs duties impact EBIT (Earnings Before Interest and Taxes), income 
taxes and VAT only impact the bottom line result. Thus, customs cost may well be important 
for the regional operations teams, whereas tax cost is not. It is therefore necessary to take an 
integrated view on both customs and taxes when analysing the potential of customs and tax 
planning in the supply chain. 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

 

 

 
 
Disclaimer 
 
The above information is intended for general information on the stated subjects and is not exhaustive 
treatment of any subjects. Thus, the content of this Tax Letter is not intended to replace professional tax 
advice on the covered subjects. WTS cannot take responsibility for the topicality, completeness or quality 
of the information provided. None of the information contained in this Tax Letter is meant to replace a 
personal consultation. Liability claims regarding damage caused by the use or disuse of any information 
provided, including any kind of information which is incomplete or incorrect, will therefore be rejected, 
if not generated deliberately or grossly negligent. 
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