Project Company: Amazon.com

Executive Summary 

Team Data Relations, is a database-consulting firm, whose task has been to revise the database of our client, Amazon.com.  This project paper is based on the research and fact finding work done by our four person team who have garnered information over the past 3 months.  This study serves as a source of information for developing a database model.  
Amazon.com is a company that operates in the non-traditional environment of the Internet.  This gives the company both great advantages, such as visibility to potential customers and investors, and great disadvantages - mainly large amounts of competition.  Amazon uses the advantages of being a purely online merchant excellently; where it was merely a comprehensive bookseller at it’s founding, it now offers products in over a dozen categories and has revenues exceeding ten billion dollars each year.  They have also eliminated much of the competition by absorbing it into the Amazon Marketplace, a virtual mall through which other vendors can use Amazon as a broker for a small fee. 
Developing a purely online business like Amazon is far from a guaranteed success.  Some risks are obvious to the customer, such as the issue of trust – why should a customer give all that information to a stranger who is only promising to send them a book at some point in the future when they could instead walk into any brick-and-mortar bookseller and anonymously exchange cash for a book in hand?  Other risks are less tangible – how much should the company spread out its resources to protect against outages and lessen shipping times?  Still more risks are purely financial – what areas and which product categories should Amazon expand into, and how much of their revenues can they use to finance these changes instead of padding their profits.  Fortunately, Amazon is not a company of fools, and they have planned all along for these risks. 
Being one of the largest online retailers is not a simple task.  Even the simplest purchase made by a returning customer with most of the necessary information on file requires no less than ten steps from when he accesses the website to when he receives his purchase.  Preferences are saved for each customer, recommendations made, reviews displayed, related items found, and so on.  The amount of information that must be stored, organized, and outputted by Amazon’s databases to display one item to one viewer is enormous, but Amazon does it with aplomb.  Even more goes on behind the scenes; as with any great production this works best when it is never seen by the audience, and so the customer is unaware of the blood, sweat, and tears Amazon’s workers go through to ensure that all this data is correct and up to date, that customers are getting the best deal possible, and that anything that is shipped will get where it needs to go. 
In our analysis, we describe Amazon and its goals.  We provide a framework for a comprehensive transaction-oriented database.  The business rules of customer information, transaction and inventory management information are also explored.  We believe we have developed a critical tool Amazon can use to achieve its goal as the "Earth's Biggest Bookstore." 

Company Introduction

Amazon.com opened for business in July 1995, billing itself as “The World’s Biggest Bookstore.”  The company works hard to provide a broad selection of titles, high levels of customer service, personalized services, and low prices.  The environment of the Internet also provides them with distinct advantages, which include unlimited virtual shelf space, low labor costs, high inventory turnover, low real estate expenses, shop-from-home-at-any-time convenience, and a simple search function to help the customer find his product. 

Despite Amazon’s high sales, which broke the ten billion dollars per year mark in 2006, their profits are surprisingly low – in the second quarter of that same year their profits were only $22 million.  This disparity is because of the company’s long-term view, which leads them to heavily reinvest revenues into the company itself.  Much of the time this takes the form of technological investments and trying to anticipate consumer desires.  Amazon has constantly expanded its product lines; where it was merely a comprehensive bookseller in 1995, now they include video games, music, DVDs, jewelry, groceries, electronics, and downloadable music and videos, among other things.  This has allowed them to capture multiple market segments – someone who wants to purchase a movie DVD may purchase the novel upon which the movie was based, or a CD of the movie’s soundtrack, or perhaps someone shopping for a cookbook of Cajun food can be tempted into buying Cajun spices along with it. 

Amazon has also found a novel way to deal with competition: embrace it.  Rather than having to worry about brick-and-mortar competitors entering the online arena or dozens or hundreds of small online competitors, Amazon has worked out a model that allows them to work with such vendors.  In essence, Amazon acts as a virtual mall for many other businesses.  Large businesses, like Borders Bookstores, simply use Amazon as their online arm.  Smaller businesses, many of them simply college students selling old textbooks or people selling off parts of collections for which they no longer care, can sell products through the Amazon Marketplace, using Amazon to broker a deal and handle the money for a small fee.  It isn’t just small vendors that can use the Marketplace; larger businesses like Target stores also sell products through Amazon.  This can be a great way for businesses to reach customers they may not otherwise reach, whether it’s because the consumer might not have thought to visit that vendor’s own website or the vendor may not normally be able to make itself available to the consumer (e.g. an electronics chain on the East Coast selling to someone in California).

Of course, the advantages of the Internet do not apply solely to Amazon.  Other companies utilize many of these same advantages; Overstock.com uses the low real estate costs and unlimited shelf space to cheaply stock items other stores can no longer stock, Ebay.com and Yahoo.com both offer virtual mall services.  To make them stand out, and to compete in a forum where so many vendors have offerings and a consumer can almost instantly see the prices offered by competition, Amazon's main method of attracting customers must be its prices.  To this end, Amazon also reinvests much of its revenues into offering some of the lowest prices available on the Internet, and by extension some of the lowest prices of all stores.  They also provide deals on one of the biggest thorns in the collective side of Internet shoppers: shipping.  Amazon's main shipping deals include Amazon Prime, which offers customers unlimited express shipping for a flat annual fee, and Super Saver Shipping, which allows for free (but generally much slower) shipping on orders of a minimum total cost.

Industry Background 

Amazon.com started out to be the World’s Biggest Bookstore.  It has become that and much, much more.  It can now be classified as a broad sector retail business, providing items in the areas of books, music, movies, clothing, jewelry, home and garden, tools and automotive as well as other items.  Amazon is a special type of retail business, which is completely online.  They have no brick and mortar retail stores nor any outlets or centers.  Yahoo Finance lists Amazon under the “Catalog and Mail Order” sector of retail. 

Amazon was created to take advantage of the increasing use and popularity of the Internet as a retail medium.  Amazon chose books as its first commodity for many reasons, one being that online booksellers would have virtually unlimited shelf space to “store” their wares.  U.S. booksellers were relying on large superstores to do most of their selling but even then, they were limited in what they could carry at any one time.  Amazon realized that it could offer a much larger selection of books, in fact all of the books in print, and not have to worry about over-stocking or any storage issues.  With agreements with other booksellers, Amazon could offer the books and then get them from third-party resellers to ship to their customers.  The cutting down of storage and purchasing costs could allow Amazon to provide lower costs to their customers. 

Another lower cost would be in advertising.  The traditional advertising avenues, print and visual media, would still be available but Amazon, being online, could have website advertising with links directly to their website or the products themselves.  Amazon would get its name out there in the world of bookselling as well as have a place for others to sell their books.  Amazon also saw an opportunity and offered their basic website structure and processes to private individuals and other booksellers, such as Borders.  Borders customers could arrive at a website for Borders, see that it is run by Amazon and then have another avenue for purchasing books.  Amazon would than be paid either as a web space provider or as a bookseller. 

Amazon also has an advantage over brick-and-mortar booksellers is that they can offer its extensive product lineup at the time its convenient to the customer.  Amazon’s website is open 24 hours a day, 7 days a week.  No one needs to go to a store to look for books and order them if not in stock.  The customer can easily look for and order a book at 10 am or at 3 am, as the need or desire strikes them.  With the ease of ordering comes the ease of payment.  Amazon takes credit cards, checks, money orders and even purchase orders from companies and institutions.  Once you set up an account, most books and other products are but a mouse-click away. 

Unlike other Mail Order or Catalog retail companies, Amazon can take advantage of the Internet and use email as a form of communication, both to confirm orders and purchases as well as to contact customers with delivery information.  Being an online retailer, Amazon has taken advantage of the ease of use of the Internet in its business dealings.  Instead of relying on the mail service to send out catalogs, Amazon can let customers arrive at its home through word of mouth and can also contact former customers via email to entice them back to purchasing.  The Internet is certainly the way for catalog selling to move, because it has many advantages and can still maintain its character of ease and convenience.  In creating a database for Amazon, we need to keep this ease and convenience in mind as we design and create a flexible, easy to use, adaptable database. 

5 Competitive Forces Model Industry Analysis

One of the major methods of analyzing a business’ strength within its industry is to use what is known as the 5 Competitive Forces Model, created by Michael Porter in 1979.  It looks at forces that affect a business and the business' ability to withstand those challenges.  This type of analysis is an outside-in look at the company and is necessary in gauging what the competitive environment is like within an industry such as Amazon’s.  In applying this method we must first identify the five principal competitive forces which include; competitive rivalry within the industry; the threat of new entrants in the industry; firms offering substitute products; the bargaining power of suppliers; and the bargaining power of buyers.  Our next task will include pinpointing these forces and determining how strong each force is, weak being very minimal in exerting pressure on the organization and fierce illustrating a great amount of pressure from players in the market.  Analyzing the information gathered by this model may serve to pinpoint whether opportunities exist within an industry and furthermore what powers command it.  While Amazon must deal with all of these forces it has thus far been able to withstand them successfully and profitably.  

Rivalry.  Rivalry among competing sellers is strong.  There are some major competitors in the online retail business, especially in the area of book, audio CD, and video/DVD movie sales.  Amazon must compete with Barnes & Noble for books, Columbia House for music and videos, and EBay for the other products that Amazon might provide.  These three top competitors create a challenge for Amazon in attracting customers to its online site to get sales.  In addition, many brick-and-mortars have followed Amazon’s lead and taken their businesses online in hopes of similar success and increased market share.  While rivalry in this industry is strong, Amazon to a large degree has built up such a “collection” of books that many small-scale booksellers cannot compete given the required economies of scale.  Overall, Amazon has set out to offer access to all books that are in print and has succeeded in doing just that.  This ability to sell most books certainly rivals Barnes and Noble’s efforts to provide books while Amazon’s affiliate program has brought would-be competitors such as Borders onboard to share in a strategy which has proved effective in competing within the industry.  Amazon, by starting in the 90’s to sell online, has created a large supply chain, which has earned a strong space in the book retail market, a strong brand name, and a loyal customer base.

New Entrants.  The threat of new entrants is strong due to low barriers to entry.  It is important to note however that while many individuals and small businesses can conduct sales online with very little start-up costs they cannot expect to compete with a large player such as Amazon.  Companies who do pose a threat to Amazon are candidates who have resources, which allow them to adequately compete if they chose to take the business online.  In such cases, low barriers to entry may cause concerns when industry members are looking to expand their market but taking approaches, which have allowed Amazon.com success in this particular industry.

Substitutes.  The threat of substitute products offered by firms in other industries is fierce.  Convenient and desirable substitute products exist and offer customers many incentives if chosen in lieu of online shopping.  Buying products through online marketplaces warrants acceptance by customers while traditional practices are readily available and more widely accepted.  In addition, many good substitutes offer attractively priced items and immediate gratification for buyers who may not wish to wait for an order to arrive.  Amazon has combated this threat by maintaining its focus on its brand name while strengthening its image by meeting customer expectations.  While online shopping is continually gaining acceptance worldwide, the threat of substitutes will continue to exert pressures on the organization to provide better incentives, faster turnarounds, and overall customer satisfaction.     

Suppliers.  Competitive pressures from supplier bargaining and supplier-seller collaboration are relatively weak.  While in many cases suppliers can create a challenge for a company by forcing them to accept higher costs for materials, Amazon began small and built up its supply chain to work with multiple suppliers.  With multiple suppliers, each supplier’s strength weakens against that of Amazon’s.  For example, if one book supplier wants to get a 5-cent charge on each book ordered but Amazon can get most of the same books from supplier #2 for only 3 cents per book, supplier #1 won’t get a contract with Amazon.  Amazon has created a broad supply chain to keep its suppliers from acquiring too much strength and forcing prices too high.  Therefore, Amazon has been able to pass those saving on to the customer, creating a bargaining chip against industry rivals and creating a hedge against supplier dependency.


Buyers.  Buyer power is relatively strong within this industry.  Given that switching costs between competing brands or substitutes is generally low, consumers may, without incurring any loss, choose one service over another if desired.  Additionally, buyers may postpone purchases from online sellers such as Amazon if they do not agree with the prices available at the present time.  Such pressures require Amazon to discover new ways of passing on savings to their customers without decreasing the profits necessary to maintaining their current economic standing and market position.  Therefore, while the power of buyers in this industry is strong Amazon has found effective methods to retain attractive prices for consumers.
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Fig. 1  A visual model of Porter’s 5 Forces Model
Company Strategy 

                Amazon.com has joined the ranks of web-based retailers who have redefined the way products are distributed to consumers worldwide.  The company’s strategy, partly proactive but to a large degree reactive to its customers, has made it one of the most sought after and often duplicated business models in the world of retail.  This growing company, who sold its first book in 1995, has taken full advantage of the opportunities available within the industry it serves by focusing in on the objectives of the organization alongside how it expects to reach its specific goals.  More than a decade later we bear witness to the impact that Amazon has made in the world of businesses as well as the pressures it has put on brick-and-mortars to compete with its level of service and convenience.  In its original letter to shareholders in 1997 Amazon clearly outlined its objectives, goals for the future, and its desire to economic longevity in a brief passage which reads, Its All About the Long Term; a statement that has thus far withstood the test of time. 

Amazon’s growth and longevity are due to a large part on a strategic plan that was developed early on.  While this plan is undoubtedly as widespread as the organization itself, one often-overlooked attributing factor to success is Amazon’s use of legislation and/or regulations in protecting its competencies.  The processes, which Amazon has perfected in the world of e-commerce, have been in many cases patented by the organization, serving as an effective measure to securing a competitive advantage within its industry and allowing it to protect methods, which have increased value to its shareholders.  

Amazon also benefits through their distinctive marketing tactics, which they implemented effectively.  The use of embedded marketing in its sales strategy has gained ground for the organization, widening the gap between Amazon and its competitors.  By personalizing each customer’s shopping experience Amazon can market new products and goods to shoppers by simply taking into account the buying patterns of each customer.  While this is not a new approach to marketing, Amazon has successfully transitioned this practice to the world of online shopping.  When utilizing Amazon.com, a shopper is more apt to consider recommendations provided to them if they are targeted to their specific needs.  This is a much more sophisticated and overall effective approach to up selling than methods employed by other online retailers both past and present. 

Amazon's focus on technology has been a great attributing factor to its overall success.  By continually developing a working model, the organization has yielded positive results while increasing productivity and passing on greater savings and better service to their customers.  Amazon's dedication to its website, transaction-processing systems, and order fulfillment are all examples of its strategic intent to both maintain and increase its customer base.  By focusing on its technological objectives the company has recognized and responded to the need of finding effective methods of increasing traffic to its website while minimizing system interruptions due to congestion. 

Another important component to Amazon's success is its ability to create a strong brand name, which has in turn produced a loyal consumer base.  It is important to note that this has been part of Amazon's strategy since its beginnings.  This formula has also included a strong relationship with suppliers, a sector which has grown significantly over the last few years.

Amazon’s distribution involves a multi-leveled e-commerce strategy that has grown into one of the largest networks available to consumers on the web.  By utilizing Amazon’s affiliate program both individuals and businesses can take full advantage of Amazon’s platform to introduce, sell, and build personalized web sites to promote their products.  This has allowed the company a greater amount of flexibility, permitting them to act as an intermediary between both buyers and sellers.  Amazon’s marketplace therefore allows for both B2C and B2B transactions, illustrating the organizations dedication to improving upon its processes.  This is in many ways advantageous to the organization, as it does not require the company to hold large amounts of inventory for every sale, which Amazon is credited, enabling Amazon to maintain prices, which are attractive to consumers.  

IS Strategy

In examining an organization’s need for adequate information systems, it is first necessary to determine what areas the system must be capable of covering.  For businesses, information systems must succeed in covering a number of broad areas: customer data, operations data, supplier/partner/collaborate data, and financial performance data.  Internal systems for business operations are an area that Amazon has heavily invested both its attention and its resources since inception. 

Since its beginnings, Amazon has directed much of its attention to building upon business processes in gaining a competitive advantage in the world of online retail.  With Amazon responsible for over 1.7 million orders a day, their operations can only become more complex if their implemented systems are found to be inefficient.  Therefore, the use of adequate information systems within Amazon allows for accurate and timely information essential to daily operations and remains a significant factor to Amazon’s overall success.  

        

A corporation predominantly dependent on online sales must respond to change in order to succeed in its arena.  Rapid technological change remains a threat to any organization wanting to remain competitive and profitable in an environment that is continually changing.  Amazon has recognized this phenomenon since its beginnings, committing itself to enhancing its accommodations by not only developing its own systems but relying upon technologies licensed from third parties in carrying out its functions.  Proprietary technologies are utilized along with these licensed technologies in providing a customer experience that allows its ordering process to be extremely user friendly and simple even for customers who are not prone to online shopping.  This is a key feature of Amazon's design and information systems strategy, recognized by its ease of use and straightforward ordering process known as 1-click ordering.  
        

Amazon is comprised of a multitude of systems responsible for everything from tracking sales and furnishing recommendations to providing secure logins and authentication to customers.  By tracking all sales of its customers, Amazon strategically markets products to customers based upon historical data.  This not only encourages sales and increase profits for the corporation but it allows Amazon to recognize trends, allowing it many advantages over competitors.  In regards to security, Amazon must operate similarly to any business dealing with sensitive consumer data, with great care.  Consumers must be ensured their information is secure and private if Amazon wishes to retain a lucrative position in the industry.  This requires the use of third parties who are competent and knowledgeable in areas that Amazon wants to outsource.  
        

Amazon has also receives a great deal of success from its affiliate program, becoming both a reseller of services as well as a retailer.  Opening its system to retailers such as Borders has not only allowed Amazon a portion of proceeds from such sales but such strategic alliances allow them to compete more effectively with other organizations in the industry.  By embracing competition, Amazon has become an outlet for many businesses that under other circumstances would be competing for market share.


By focusing on the long run and constantly studying new technologies to help in its business processes Amazon have created an overall business model that overshadows that of many online retailers in the industry today.  In addition, by realizing its core competencies as well as its business requirements Amazon has been realistic in its scope, outsourcing whenever necessary.  In doing so it has remained focused on its overall objectives while allowing itself to explore other opportunities, services, and challenges.

Business Risks 

As a company, Amazon takes many risks.  Those risks are outlined in their 2006 Annual Report and can be evaluated in terms of whether or not they influence the decision to create or modify the company’s database.  Those influencing risks include: intense competition; expansion into new products, services and geographic areas; system interruption, lack of integration and redundancy in their systems; liability for breaches of security of our system; and risks due to the variety of payment methods accepted by Amazon.  The other risks mentioned in the Annual Report, such as experiencing significant fluctuations in operating results; in making commercial agreements, and other business relationships; and significant indebtedness, affect the company but would not affect the database per se. 

Since 1995, when Amazon first opened shop, there has been a rise in online retail websites especially from many of the already established brick and mortar retailers such as Barnes and Noble and Wal-Mart.  These retailers can draw Amazon’s customers away from Amazon by providing similar products at relatively low prices, familiarity of brand names and stores at which to shop and/or pick up items.  Wal-Mart has recently begun to offer online ordering and in-store pickup, something that makes it easy to order items and then get them soon.  Amazon relies only on shipping to the customer so the customer must wait to receive their product.  Most people are familiar with Barnes & Noble so are comfortable shopping with a known retailer, while Amazon had to develop that trust with excellent service and availability.  Amazon’s database needs to be easily accessible and easy to search by Amazon’s customer to keep customers coming back to Amazon to shop. 

Return customers are not all that Amazon relies upon; it is constantly trying to get new customers by expanding into new areas such as Clothing, Jewelry, downloadable music, and other items.  Amazon is also trying to be accessible around the world by creating websites that are in multiple languages as well as develop global shipping and warehousing abilities.  This creates challenges for the database because it needs to be able to work in multiple languages with data in various languages and alphabets.  These challenges that are faced within the database also challenge their overall system or systems if they are using multiple systems. 

The biggest threat to their system is system failure or shutdown, which would make them, as an online retailer, go dark.  They must be constantly aware of the “health” of their system to keep their virtual doors open.  If they are relying on multiple systems, the integration of those systems is also of primary importance.  To lose sales because one system cannot talk to another is disastrous.  The database also must be constantly watched to make sure it is smoothly connecting to or working with their system.  The database must also be secure, as should their system.  Amazon needs to make sure that information shared or stored in their database is accessible only to those allowed to see the information.  No one should be able to access the database of products unless properly signed on and no one but the customer and the company should be able to see the customer’s sales, orders or purchase information.  Payment information, if stored on the database, must also have the utmost security.  If customers were to have their identity stolen due to a weakness of Amazon’s security, Amazon may be liable for what is stolen or lost. 

The global nature of Amazon’s business also makes it at risk due to the many types of payments that are taken to pay for purchases.  Prices in the database must reflect the current value of the items, no matter what currency is being listed.  The database needs to be flexible to account for large changes in foreign currency exchange rates as well as be easily modified to change prices as needed.  As a global retailer, Amazon must be able to take many different types of payment from across the world.  Their database needs to accept those payments as well as store different types of currencies.  If Amazon didn’t want to play in the global market, it could reduce its business risks but wouldn’t be able to compete with many non-American companies.  Amazon knew the business risks when it started and any database used by Amazon must be reflective of the risks taken and how to minimize them for the company. 
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