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External Analysis

I have used Porter's five forces framework to analyse Amazon's near environment.

1. Threat of new entrants

E-commerce industry is very competitive and the threat of new entrance is high, as there are low barriers for creating an e-commerce store/website, reducing the potential for actors to gain sustainable competitive advantage.  These include, for example, low set up cost, few regulations and the reduced need for physical assets. However, Amazon, the world's largest market place, has high barriers to entry due to expertise, customer base and the use of highly advanced unique technology which is difficult for new entrants to imitate  and very costly to implement. For example, Amazon's patent on its "one click buying" prevents competitors from imitating the technology. Furthermore, it would be very difficult for new entrants to build a strong and trusted brand like Amazon.

2. Substitutes 

With the exception of patented technology, such as the one click buying, the threat of substitutes for is high for Amazon.  There are alternatives on the market for Amazon's products and services, many of its products are available on numerous sites across the internet. For example, as well as having physical shops, Smith sells books, stationery and entertainment products online. Furthermore, books are available to read for free local libraries and some educational institution. However, Amazon's of quality of customer service, convenience and web service are nearly impossible to reproduce.

3. Rivalry amongst existing competitors

Rivalry among competing firms in the e-commerce industry is high and Amazon has many firms competing with its selection of product and services. Direct competition includes auctions sites like EBay, Yahoo Auctions and online bookshops like Waterstones and Blackwell. Indirect competition includes more focused shops such as Curry's and Comet who have an online presence and indirectly compete with the electronics sold on Amazon.  However, Amazon has managed to reduce the threat of rivals by building a strong brand and customer base through its most unique and sophisticated customer-facing technology solutions.

4. The power of buyers/customers

The bargaining power for Amazon's customers is high as there are numerous sites on the web that offer the same products as Amazon. Since, its products are not differentiated; buyers are more price sensitive as they can search the web to find cheapest products. A as a purely web-based market place business, Amazon has low overhead cost which enables the firms to offer customers low-cost products. Furthermore, Amazon 'has gone to great lengths' to ensure that customers are satisfied, deterring them from purchasing elsewhere in the web.

5.     The power of suppliers

The supplier power is medium because Amazon relies mainly on online sellers and business partnerships for its extensive range of products. However, supplier power is nullified in a sense that most of Amazon's inventory is not differentiated, meaning that most of its products, such as books, can be purchased from many suppliers across the globe and many sellers are competing to sell products on Amazon.
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