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Apple’s Army
Resuscitating Foxconn’s profitability.

By Jiemi Gao and Kevin Zhou

Three decades ago, Terry Gou, Foxconn’s Taiwanese founder 
and chairman, bought his first plastic moulding machines 

to make knobs for black and white televisions. Today, Foxconn 
employs 1.2 million workers worldwide and manufactures and 
assembles crucial components for companies like Apple, Microsoft, 
and Samsung. What started as an independent venture, funded by 
a $7,500 loan from Gou’s mother, has grown into a fully-integrated 
electronics manufacturer with $115 billion in revenue.

Foxconn represents the ultimate paradox. The firm manufactures an 
astounding proportion of all consumer electronics, is irreplaceable 
to the world’s most prestigious electronics companies, and operates 
with  a level of precision and scale that simply cannot be matched. 
Despite this, the company has seen its margins steadily decline 
over the last decade, and rising wages are poised to  accelerate that 
trend.

A Silent Giant 

Far and away the leader in its industry, Foxconn manufactures 
over 40% of all electronic devices produced on Earth. According 

to the Consumer Electronics Association, the average American 
household owns 25 consumer electronic products – of those, 
Foxconn has manufactured 10. It’s the silent giant on our walls, on 
our desks, and in our pockets. 

Foxconn employs a vertically-integrated business model 
positioned as a one-stop manufacturing and assembly shop for 
consumer technology companies. With a mission to manufacture 
affordable electronics for consumer products worldwide, it has 
developed unparalleled expertise and scale. The company’s ability 
to create high-quality products in great quantities with extremely 
low lead times has allowed it to capture a growing number of 
leading customers, most notably Apple. The story of outsourcing 
manufacturing to Foxconn is not only about price; in today’s 
market, it is also about quality of service – measured by flexibility, 
speed, and expertise.

One anecdote from a former Apple executive describing how 
Foxconn was able to respond to a last-minute change in the iPhone’s 
screen perfectly captures this value proposition. When redesigned 
screens began arriving at Foxconn at midnight, management roused 
8,000 workers from inside its dormitories, gave each a biscuit and 
a cup of tea, and guided them to a workstation. Within half an 
hour, workers had started a 12-hour shift fitting the new screens 
into their frames; within 96 hours, the plant was producing over 
10,000 iPhones a day. The company’s flexibility extends beyond the 
use of just existing workers. According to Jennifer Rigoni, Apple’s 
worldwide Supply Demand Manager until 2012, “They could hire 
3,000 people overnight.”
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The company has also fortified its expertise in manufacturing over 
the last decade, developing over 25,000 patents. The firm now 
employs over 50,000 toolmakers and 2,000 highly skilled workers 
who focus solely on developing the moulds and dye related to the 
manufacturing process. This move into higher margin products and 
services has allowed the company to subsidize its less profitable 
final assembly business, allowing it to continue competing 
aggressively on price against pure-play assembly companies. 

Foxconn’s customers have profited immensely from its scale, 
flexibility, and manufacturing expertise. Apple’s most recent 
quarterly earnings, $13.87 billion with 28% net margins, were the 
highest in the history of corporate America. Foxconn, conversely, 
reported earnings of only $1.1 billion with 3% net margins over 
the same period. In general, the company earns a measly 2-5% net 
income margin compared to its customers that make more than 
20%. Worse yet, while Foxconn has seen revenues increase over the 
last decade, the company’s gross and operating margins have been 
steadily declining. 

Volume, Volume, Volume 

Foxconn’s relatively weak financial performance seems extremely 
counterintuitive in the face of its immense scale, industry-leading 
position, and successful customers. How has the company 
responsible for many of the world’s most popular products seen its 
profitability decline even as its end market soared?  

The story of Foxconn’s growth presents a partial explanation. 
Throughout its history, the company has pursued a strategy 
that favored increased volume over profitability. The company 
maintains a deeply-rooted philosophy of catering to its customers, 
often sacrificing margins to keep its customers happy and increase 
market share. For example, in order to secure Dell as a legacy 
customer, Foxconn purchased a manufacturing plant in the U.S., 
close to the final market as requested by Dell. Although the plant 
was ultimately unprofitable, Foxconn managed to secure a long-
term customer. 

While this strategy allowed Foxconn to grow into the giant it has 
become today, it also typecast the firm as a low-margin, limited 
value-add manufacturing partner. As labour costs have increased 
due to higher minimum wage requirements instituted by the 
Chinese government, Foxconn was expected to accept the increased 
costs themselves instead of passing them along to their customers. 
Direct labour costs have increased 63.1% and 15.7% consecutively 
in the last two reporting periods compared to revenue, which 
increased 50.1% and declined 15.8%. This diverging trend is likely 
to continue in the future, threatening Foxconn’s ability to remain 
profitable and compete in an industry underscored by speed and 
flexibility.  

The Imbalance of Power

For most of its history, Foxconn relentlessly pursued volume in 
the hopes that its scale would eventually turn the power balance 
between Foxconn and its customers on its head. Wal-Mart serves 

as an illustrative example of a firm who succeeded by pursuing a 
strategy that sacrificed margins for volume as it grew. Over time, 
Wal-Mart’s volumes had grown enough that it was able to place 
enormous amounts of pressure on suppliers to increase margins 
without raising prices on consumers. Foxconn’s strategy was 
predicated on being able to exert pressure forward in the value 
chain on global consumer electronics giants, rather than backwards 
as Wal-Mart has. 

Foxconn succeeded in achieving meaningful scale, but they’ve 
been unable to translate that into material bargaining power as 
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Wal-Mart did. This difference emerges from the companies’ relative 
positions in the value chain. Taking the production of the iPhone 
as an example, Foxconn manufactures only low-value parts, such 
as buttons and casings, and assembles the final device. High-value 
components including semi-conductors and the phone’s display 
are manufactured elsewhere by Samsung, Texas Instruments, 
Taiwan Semiconductor, and others. This role limits the firm’s 
ability to pressure its customers into paying higher margins.

As much as its scale, flexibility, and experience allow Foxconn to 
provide value to its customers, at its core, the company succeeds 
through its ability to mobilize huge amounts of unskilled labour 
at a moment’s notice. Alone, this ability does not represent a 
sustainable competitive advantage; with enough money and time, 
it can be replicated. 

This fact becomes especially important in Foxconn’s relationship 
with its largest customer: Apple. While Foxconn’s scale makes it the 
only supplier large enough to serve Apple exclusively, this has not 
translated into bargaining power. Apple requires approximately 
19% of available electronics assembly capacity in China. The next 
largest manufacturer in China, Quanta, only supplies 16% of the 
market. If Apple were to switch suppliers, they would need to 
coordinate between multiple suppliers, complicating the supply 
chain and potentially increasing lead times. Conversely, it is 
estimated that Apple will contribute 39% of Foxconn’s overall 2012 
revenue, up from 34% in 2011. While Apple and Foxconn would 
both be harmed if their symbiotic relationship were to dissipate, 
Foxconn would find itself in a much more precarious position. 

Apple has not been averse to using its cash balance to shore up its 
supply chain, including making large up-front payments to secure 
components and invest in supplier manufacturing facilities. It is 
conceivable, then, that Apple could finance the creation of a new 
Foxconn over time, should the relationship sour. This situation 
drastically limits Foxconn’s ability to exert power over Apple.

Shifting Strategy 

In response to rising labour costs, Foxconn has pursued a cost-
cutting approach that is ultimately unsustainable. Moving to inland 
cities with 30-40% lower expected minimum wages may provide 
some temporary relief. Cities in China’s interior are estimated 
to account for 50% of Foxconn’s production in 2012, up from 
30% in 2011. Rather than hiring migrant workers, allowing them 
to live close to their families could also boost morale and lower 
suicide rates among Foxconn’s workforce. However, the concern 
with moving inland is that lead times will increase and Foxconn 
will sacrifice one of its key competitive advantages – flexibility. 
Furthermore, wages inland will eventually rise and Foxconn will 
once again find itself in the same position. 

More importantly, Foxconn has recently taken strides to provide 
higher value-added services through the manufacturing process. 
The company recently invested $1.6 billion into Japan’s Sharp 
Corporation. Sharp’s LCD technology and its portfolio of 

intellectual property will allow Foxconn to manufacture the parts 
that distinguish Sharp products. By making this strategic move 
into a specialized and differentiated part of the industry, Foxconn 
diversifies its product base and raises its customer’s barriers to 
exit. Preemptively acquiring a stake in Sharp and subsequently 
developing experience in manufacturing high-value-added LCD 
parts not only allows Foxconn to supply Apple with screens for 
current devices, but also increases Foxconn’s bargaining power 
if and when an Apple TV set is launched. The more products it 
provides to its customers, the greater the economies of scale.

Ebbing the Tide 

Today, Foxconn is a best-in-class company in a low margin, low 
value-add industry facing a rapidly escalating cost structure. It has 
a limited ability to control its costs or to pressure customers into 
providing higher margins.

Ironically, it may be the current social climate rather than its 
relative industry positioning that could prove to be advantageous 
for the company. Reminiscent of Nike’s problems with sweatshops 
and child labour, as consumers become increasingly concerned 
with poor working conditions and associate it with Apple’s 
brand image, mounting customer pressures could force Apple to 
subsidize increases in labour costs. Given Foxconn’s razor thin 
margins, it could argue that they do not have enough money to pay 
their workers well. At the very least, Foxconn can demand that its 
customers share the burden of increasing wages. While this won’t 
improve Foxconn’s margins, it will help stem the current decline.

To reverse the pressure, Foxconn needs to shed its volume-
first philosophy and take steps to add more value in the supply 
chain. The company’s recent investment in Sharp is a step in the 
right direction, and the firm has a war chest of more than U.S. $8 
billion to fund future investments in new plants, to develop new 
processes, or to acquire minority stakes in adjacent industries, 
such as semiconductors – a necessity in the innovation-driven 
smartphone and tablet market.

As it has with its recent investment in Sharp, Foxconn should enter 
the early stages of the value chain by building its manufacturing 
capabilities for less commoditized, high value-added components. 
Moulding a casing and assembling an iPad is one thing, but 
manufacturing a new LCD screen is another. Transitioning their 
core competency away from simply mobilizing human resources 
to engineering and manufacturing high-value-added components 
will be critical for the long-term survival of the company.

Foxconn has promised to take major steps to improve worker 
conditions, wages, and eliminate overtime. These promises will 
further weaken Foxconn’s competitiveness unless it is diligent and  
utilizes its cash reserves and manufacturing capabilities to increase 
its value in the supply chain. Foxconn must make dramatic changes 
to ensure it does not tumble from its lofty industry position. If it 
fails, Foxconn will fade as an anomaly of the market instead of 
becoming the titan it has the potential to be.
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