
Amazon was founded by Jeff Bezos in 1994, initially

only as an online book store. Amazon sold its first book

a year later in 1995 and subsequently grew

exponentially with the widespread adoption of the

internet. Amazon was able to provide an almost

unlimited catalogue of titles compared to traditional

book retailers.

Between 1995 and 1997, revenue grew from $0.5

Million to $147 Million - signalling the start of what was

to come.

Amazon went public in 1997 at $1.50, and today is

close to $1 000, providing investors with a phenomenal

capital return of 38% annually. To understand why

Amazon has been so successful, it is worthwhile looking

at how Jeff Bezos views his own company. His

comments in the annual letters to shareholders provide

meaningful insights. A couple of themes from the first

shareholder letter in 1997 are worth mentioning

Customer service
Bezos states that “Amazon.com uses the internet to

create real value for its customers and, by doing so,

hopes to create an enduring franchise”. He allocates the

majority of his 5 page newsletter to “obsessing over the

customer”. A reputation for customer satisfaction

would eventually become synonymous with Amazon as

a brand.

Long term view
Bezos has always been insistent that decisions need to

be made with long term views in mind. Specific

mention is made that investment for future cash

generation takes precedence to quarterly earnings

numbers.

Although Bezos’ original shareholder letter is short and

to the point, it perfectly describes why Amazon became

so successful. Interestingly, he includes the original

1997 newsletter every year with a reminder that these

original values still hold.

Looking Back: Amazon.com

This quarter, we take a look at Amazon. Over the last 20 years, Amazon has grown to

become a household name, truly deserving of the label the “Everything Store”.

Growth Story

Between 1997 and 2000 Amazon expanded its offering

to include CD’s, toys and consumer electronics. By 2001

Amazon had clear intentions to become the “Everything

Store” and allowed third party sellers access to its

platform. As per firm values, focus was on growth and

reaching scale, rather than generating earnings

immediately. Amazon provided an extensive range of

products at very low prices, effectively becoming the go-

to on-line shopping market for consumers in the years

to come.

Having survived the Dot Com bubble, in 2007, Amazon
launched the Kindle e-reader that would later allow e-
book sales to surpass hard copy sales due to ease and
convenience. The Amazon value proposition of price and
convenience holds true for all of their offerings. Amazon
Web Services also launched, which would eventually
become the cloud infrastructure many of the world’s
biggest companies depend on today. The easiest way for
show how much they grew over their history is depicted
in Figure 1 below, which shows the market share of
revenues compared to some major traditional retailers.



What might the future hold?
Amazon is essentially a technology company rather
than an online retailer. They follow a customer centric
approach where the product delivered is less relevant
than the customer’s experience.
The product offering has grown from books to almost
anything imaginable. With the launch of products such
as the digital assistant ‘Amazon Echo’, it could be
argued that Amazon essentially has a single offering:
Convenience. Technology enables this convenience.
This convenience offering now encompasses consumer
goods, media consumption, cloud services and soon,
even groceries. By continually growing their offering,
they may eventually capture the bulk of a customer’s
spend.
The idea might seem far-fetched, ambitious and in the
distant future, but considering the emphasis that is
placed on deeply understanding the customer’s needs
and taking an extremely long term view, it might just be
possible.
Many companies have a surprisingly short lifetimes. To
put things into context, Bezos mentions the importance
of working with strategic partners such as America
Online, Yahoo!, and Netscape in his 1997 newsletter. All
of these ‘strategic partners’ are either irrelevant or
defunct. This bears testimony to Amazon’s ability to
remain relevant.

Although Amazon only reports comparatively small
profits, the focus is still on investment for future
growth. Accounting earnings do not reflect these future
cash flows that will result from the scale and
dominance that Amazon is aiming for.

That isn’t to say there won’t challenges and that
Amazon doesn’t face significant competition, but Jeff
Bezos does have a remarkable ability to think decades
ahead. Bezos has one thing to say to peers:
“Complaining is not a strategy!”
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Figure 1: Amazon’s market share of revenue compared to peers (%)
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Figure 2: Amazon’s market capitalisation compared to peers


