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CASE 21 . APPLE lNC., 2015


Computer Manufacturing and Tablets
Computer nranufacturing is a $14 billion industry in the Unitcd Statcs alonc, but salcs fcll ovcr
17 percent per ycar hctwccn 2009 and 2014. About 62 perccnt of all computcrs manufacturcd
in the United Statcs are laptops, but this still loavcs 38 pcrccnt of thc computers manufactured
being desktops. Overall projections are 5 percent dcclincs moving forward through 2020. Tablets
are projected to further make inroads into personal computers in U.S. manufacturing. However,
it is important to note that at least for Appie's Q4 of 2014, Mac sales exceeded iPad sales.


Most tablets are manufactured in China, with Apple holding 27 percent of the market share,
lollowed by Sarnsung and Lenovo with I2 and 8 percent, respcctively, on tablets made in China.
The largest players in the U.S. computer manufacturing business, which also includes servers, are
HP, DclI, rmd IBM, with 25, 19, and 18 pcrccnt markct sharcs, rcspectivcly. Two rclativc ncw areas
that may hclp boost laptop sales are thc ncw ultrabooks, cxtra tllin laptops with no hattery sacrilice,
and laptops with touch glass where thc uscr can touch thc scrccn much likc on a smarlphone or
tablet. Worldwide PC sales are expected to bc $190 billion in 2015, tapering dorvn to $160 billion
by 2018. In2014, PC shipments alone accounted for 56 percent ofthe device (PC and Tablets)
shipments, but this number is expected to be reduccd to 45 percent by 201 8, as tablets make further
inroads on PCs. (Tablets are expected to gro\ , 9 percent a year through 20 I 8.) Currently, Android-
based phones account lorjust over 60 percent ofsmartphone operating systcms, with iOS picking
up much ol thc balance. Through 201 8, thc outlook is pro.jcctod to rcnrain thc sanrc.


Operating Systems
Operating systems arc anothcr largc nrarket in the United States with 2013 revenues of $45 bil-
lion expccted to grow to S57 billion by 2019. Major firms by nrarket share include Micros<lfi and
Apple, with 62 and 20 percent of the total market. Nlicrosoft's prominent product continues to be
Windows, while Apple is the owner of iOS.


Geographic Outlook
Most smartphone markets in developed countries are expected to see growtl-r rates subside moving
for-ward. However, with the cun'ent culture of customers being trained to update their phones at
least every 2 years, the long-term outlook for smartphone providers looks pronrising. The real ex-
poncntial growth, though, moving forward should comc Iiom dcvcloping markcts such as Brazil,
India, and China. lhhlct salcs in the United Stales are projected to increasc from $55 billion in
201 ,1 to 63 billion in 201 8. or a I 5 percent total increase. In the Asia Pacific (not including Japan)
region, tablet salcs are expected to increase from $65 to $93 billion over the same time frame. or
43 percent. Sales for smartphones are expected to show sinrilar results with respect to the major
growth being in China, {ndia, and Brazil.


During its firs1 month in operation (July 2015), Apple Music obtained 1 I million trial mem-
bers. giving thc App store a record-hreaking month. The strcaming service costs users $9.99 per
month with thc hrst 3 months frcc. But 2 million of thosc subscrihers opted fr:r thc more expensive
farnily plan costing $14.99 pcr nronth. Dcspitc some bugs iLnd glitchcs in thc service, whichApple
is scrambling to hx, Applc Music is a popular hit so far. If all the trial uscrs convcrt to paying
monthly cllstomers, Apple will surpass most competitors. For example, 10-year-old Spotily only
has 20 million paying customers, hut hoasts 75 million active users, Pandora has 3.-3 million paid
subscribers fiom its 79 million active user base, and Deezer has 6 million paid subscribers out of
its 1 6 million active users. During July 2015, Apple's App store did a record-breaking $ I .7 billion
in transactions. Interestingly. 23 percent of the digital music rnarket is made up of paid subscrib-
ers, nu'lro generated a collective $ 1.6 hillion in calendar yerr 2014.


Future


Apple announced record l'inancial r-esults for 2015 llscal firsl quarter that ended in Decemher
2014. Total rcvcnucs and prohts wcre $74.6 and $18 hiilion, respcctivciy, up from $57.6 and
$13.1 billion in hrst quartcr 20121. In addition, intcrnational sales accountcd for 6-5 perccnt of
total rcvcnuc as thc iPhonc is now thc most popular phonc in China. Intcmational salcs would
have been significantiy higher if not for a significant rally in the U.S. dollar against other fbreign
currencies over much of 20 I 4.
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