
Who Benefits Most From The iPod 
Being Produced Mostly Overseas? 
Apple And Its Knowledge Workers 

Not much of Apple’s iPod is manufactured in 
the United States, but the majority of value added is 
captured by Apple, according to the Personal 
Computing Industry Center in Irvine, Calif. In hiring 
a company to dismantle an actual iPod and identify 
suppliers of the components, the center found that 
Apple made $80 in gross profit on a 30-gigabyte 
video iPod that retails for $299. Its profit is 36 
percent of the estimated wholesale price of $224.  
The total cost of parts was $144. 

Apple’s gross profit “is greater than the price of 
any single input, so it is definitely greater than the 
value added for any of its partners,” says the 
Personal Computing Industry Center in preliminary 
findings for a study sponsored by the Alfred P. 
Sloan Foundation. “[F]or sales made through 
Apple’s own Web or store outlets, it retains an even 
larger share of the value.” 

The most expensive part in the iPod dissected 
by Portelligent Inc. was the hard drive supplied by 
Toshiba, at a cost of $73. Toshiba’s drive represents 
more than 50 percent of the total cost of all 
components. Toshiba’s estimated profit on the drive, 
based on its stated corporate gross margin of 26.5 
percent, is about $19.45. 

The next most valuable part is the display 
supplied by a joint venture of Toshiba and 
Matsushita. The cost: $20.39, with an average gross 

margin for the two companies of 28.7 percent, or 
$5.85. 

The value captured by Japanese companies for 
supplying the two most expensive parts was $25.30. 

“The biggest winner is Apple, an American 
company with predominantly American employees 
and stockholders who reap the benefits,” says the 
study. “If the iPod had been made by Sony or 
Samsung, the value to the U.S. would be 
considerably less.” 

Portelligent provided the Personal Computing 
Industry Center, based in Irvine, Calif., with 
“teardown” reports from dismantling the iPod and 
identifying suppliers. It found that there are more 
than 400 parts worth from pennies apiece to $2.  
After the display and hard drive, the next two most 
expensive parts were the video playback chip 
supplied by U.S.-based Broadcom, and the chip that 
manages the iPod’s functions supplied by U.S.-
based PortalPlayer.  Given that their respective 
margins were 52.5 percent and 44.8 percent 
respectively, the chips created value for the two 
companies worth $6.60. 

The center intends to do a more in-depth 
analysis of the supply chain involved in the higher-
value components, and determine where the 
manufacturing is done for such parts as 
PortalPlayer’s controller chip. It will look at the 



companies doing design, and determine which firms 
are receiving royalties from Apple on technology 
incorporated into the iPod. 

“Because Apple is particularly sensitive about 
its supply base, field research and other inquiries 
will be needed even to make educated guesses,” says 
the study. 

The center also looked at the back-end of the 
supply chain — the distribution and retail aspect of 
the iPod.  It found that with the wholesale cost of 
$225 (minus the $80 for Apple’s profit) the 
remaining $75 is for distribution ($30) and retail 
($45). “In the case of retail units sold in other 
countries, a significant portion of the U.S. share [of 
value captured] would shift elsewhere,” says the 
study. “For a unit sold in Japan, the total value 
captured by Japanese companies might even be 

larger than the U.S. share, depending on the identity 
of the company that handles distribution.” 

The first phase of the study has not determined 
the direct labor costs involved in making all the parts 
that go into the iPod, “most of which will be outside 
the United States,” due the lack of data. Even the 
Japanese companies have moved their production to 
China. 

“Trade statistics can mislead as much as 
inform,” the study concludes. “For every $300 iPod 
sold in the U.S., the politically volatile U.S. trade 
deficit with China increased by about $150 (the 
factory cost). Yet, the value added to the product 
through assembly in China is probably a few dollars 
at most. While Apple’s share of value capture is 
high for the industry, the iPod’s overall pattern of 
value capture is fairly representative. 



“Today, no single country is the source of all 
innovation and therefore U.S. companies need to 
work with international partners to bring new 
products to market. These companies will capture 
profits commensurate with the extra value they bring 
to the table. This is simply a fact of business in the 
21st century and the good news is that many 
American companies are winning this game and 
continuing to bring significant benefits to the U.S. 
economy. 

“As long as the U.S. market remains dynamic, 
with innovative firms and risk-taking  

entrepreneurs, global innovation should continue to 
create value for American investors and well-paid 
jobs for knowledge workers.  But if those companies 
get complacent or lose focus, there are plenty of 
foreign competitors ready to take their places. If this 
happens, the benefits from the global innovation 
system could quickly shift away from the U.S.” 

The report, entitled “Who Captures Value in a 
Global Innovation System? The Case of Apple’s 
iPod,” is located at http://pcic.merage.uci.edu/papers 
/2007/AppleiPod.pdf.


