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5.4 LOCATION: EXAM PRACTICE QUESTION 

Read the case study information below and answer the questions that follow. 

 

GERMAN EFFICIENCY IN AN EGYPTIAN LOCATION 

Two large banners hanging from 

the ceiling – “Zero defect is 

perfection” and “0.01 of a 

millimetre makes a difference” – 

remind the staff of their 

employer’s quality standards. 

Welcome to the Egyptian 

German Automotive company, 

an oasis of German efficiency 30 

kilometres south-west of the busy 

streets of Cairo. Almost every 

one of the 1600 Mercedes sold in 

Egypt comes from this plant, a 

joint venture set up in 2012 by 

Mercedes and a group of Egyptian entrepreneurs. 

The company had no choice other than to set up its own operations in order to serve this 

market, where some 65 000 cars are sold a year. Very high import duties imposed by the 

government to safeguard local industry and jobs, force manufacturers to charge exorbitant 

prices for imported cars. “Egypt is a local assembly market because the average import duty 

on a car is 230%. If you want to sell in this market, you have to be here,” says Johanna 

Jacobson, managing director of Mercedes Egypt. 

Once set up, foreign companies have to deal with many rules and regulations designed to 

help local producers. A recent example was the government’s decision to increase the 

percentage of local parts in the car from 40% to 45% virtually overnight. Despite these hurdles 

the operations are profitable and have met the targets of head office. One of the reasons 

why the company is profitable, despite the ‘non-tariff trade barriers’, is that labour is cheap 
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and productivity is high. The 400 workers in the Cairo Mercedes plant are paid on average 

80% less than their counterparts in Germany, even though they are trained and perform to 

similar standards. Infrastructure costs are also low. The factory cost Daimler-Benz E£150 million 

($38.5 million), but its revenues are tax-free for ten years because it is located in one of the 

government-sponsored industrial zones. 
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QUESTIONS: 25 MARKS, 45 MINUTES 

1. Distinguish between outsourcing and offshoring.     [3 marks] 

 

2. Explain two qualitative factors Mercedes might take into account when choosing to locate 

in Cairo.            [4 marks] 

 

3. Examine two factors that may influence Mercedes to insource its car manufacturing in 

Germany.           [8 marks] 

 

4. Discuss the advantages and disadvantages to Mercedes of expanding into developing 

economies like Egypt.         [10 marks] 
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