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Practice exam question 

J is for Jaguar Land Rover 

Mark Hage 

Check your answer to the question on p. 25 of the magazine. 

Sample answer 
One benefit of a business, such as Lego, offshoring its manufacturing to China is that it can avoid any 

tariffs that China may have imposed on importing Lego bricks into the market. If other Western 

manufacturers, such as Mattel, have not based their manufacturing in China, this immediately gives 

Lego an effective barrier to them entering the growing Chinese market. Together with Lego’s 

significantly lower unit cost base, due to the 1,200 workers being paid much lower wage rates than 

Western workers, their unit costs may be much lower than Mattel’s toys. Lego therefore can price its 

products much lower than Mattel’s, increasing sales growth from the 3% increase in 2018. With lower 

costs, the profit margins on each Lego set sold may mean they are able to make increased profits on 

the revenue of $36.4 billion, allowing for more retained profits to reinvest into other developing 

markets, such as South America. 

However, Lego may have been able to gain bigger profits by establishing its factory in other emerging 

markets, such as South America. Brazil is said to be the ‘largest emerging economy’ in the region and 

is part of the free trade area, Mercosur. Lego could take advantage of Brazil’s low average income of 

$15,800 to build a factory with lower costs than China, but with the added benefit of being able to sell 

tariff-free bricks in both Brazil and across Mercosur (free trade area countries, such as Argentina). 

Consequently, Lego could have been the first Western toy maker to enter the Mercosur market, 

allowing it to gain a significant first-mover advantage over competitors, such as Mattel, leading to profit 

maximisation. 

With Lego’s traditional American and European markets becoming increasingly competitive, the 

business has found it difficult to maximise its profits due to having to adopt a competitive pricing 

strategy against other toy makers. With factories in the Czech Republic and Hungary, Lego has been 

keen to reduce costs by offshoring production to economies with low labour costs. However, it is also 

likely that competitors will have adopted a similar strategy, so Lego has looked for emerging markets. 

The choice between manufacturing in China or Brazil may have been based on opportunity cost. Both 

manufacturing bases are likely to have strengths and weaknesses, but being the first to manufacture 

and gain a foothold in the market may have been key to Lego’s ability to maximise its profit. Lego has 

gained a large market share and has thus maximised its economies of scale and profit margins. If a 

factory in Brazil could have achieved a greater increase in revenue than 40%, this might have been 

the better choice for increasing levels of profits due to its membership of a tariff-free area with four 

countries rather than just one. 
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Sample examiner comment 
Mark: 12/12 (Level 3 — an excellent response fully focused on the question) 

Demonstrates a depth and range of knowledge and understanding of issues regarding offshoring 

manufacturing to increase levels of profits. 

Application is applied effectively to the context of the question. 

The answer demonstrates well-developed analysis, giving cause and effect of a range of issues 

impacting a business’s decision to offshore its production to create increase profits. 

This resource is part of BUSINESS REVIEW, a magazine written for A-level students by subject 

experts. To subscribe to the full magazine go to www.hoddereducation.co.uk/businessreview 
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