Student name: Valentina Gureanu
Programme: Business 
Module: The Changing Business Environment 
Module code: BMBM4010 
Lecturer: Zoe Williams 
James Moore

Discuss the challenges faced by an expanding business in the current economic environment 




1. Amazon.com Inc. Overview
Amazon.com Inc. is a vast worldwide corporation whose operations are segmented into five areas: eCommerce, cloud computing, logistics, digital media services, and advertising. In addition, Amazon continues to develop new uses for artificial intelligence (AI). Amazon began as an online bookstore provider approximately two decades ago. Currently, it operates in the global environment as an organisation with many diverse operations; it has a significant impact on how people shop and utilise cloud-computing services, as well as how digital ecosystems develop across the entire globe. In addition, each sector of Amazon Inc.'s business operates under differing external market dynamics; therefore, they will each provide an interesting example of an organisation responding to changes occurring in the external environment. The overall success of the company will be affected by external environmental factors such as economic trends, federal regulations (e.g. political/legal), social norms, technology, and environmental aspects of the various sectors of Amazon's business, thereby making it an excellent candidate for the purpose of conducting an external environmental analysis (Morrison, 2017; Teece, 2007).
This report will conduct an analysis of the business environment of Amazon and how Amazon strategically responded to the various external environment changes and forces which have influenced its success as a business. In addition, it will describe what constitutes a business environment and why any organisation must understand its business environment, particularly as it relates to the external environment. Will, therefore, provide an overview of the Amazon business and the accounting for reasons to understand the business environment. Next, will perform a PESTLE analysis of Amazon's current business environment (external factors) and the opportunities and threats created for Amazon by external forces. Finally, will assess Amazon's ability to adapt to leadership, innovation, sustainability, and other broad strategic initiatives (Porter, 1979; Yu, Hassan, & Adhikariparajuli, 2022) as it pertains to the dynamic environment.
2. Business Environment
The business environment is defined as the forces and conditions that exist externally to the business and affect how it operates, competes, and grows. Stated differently, while businesses have no control over the external influences on their operations, the external influences have a direct impact upon their ability to make sound strategic decisions, achieve a sustainable future as a business and be successful long term. Business Environment characteristics include the political decision-making, economic business cycles, the social norms, technological advancements, the legal environment and environmental forces (Morrison, 2017). The forces that are present for Amazon are of great significance, as they operate in several sectors and countries. So, when evaluating their competition, Amazon has to take into account all forms of retail competitors, as well as their rivals in the cloud services field, employee expectations, the regulations surrounding employment of their employees and sustainability demands (Charles and Uford, 2023). 
The business environment is critical when considering that no company operates in a vacuum. A company will have success because it can interpret and adapt to changes that exist outside of its organisation. If a business does not keep track of conditions outside of the organisation, it may overlook growth opportunities, underestimate risk or be slow in reacting to the competition or regulators. On the other hand, a business that can analyse its external environment will be able to align its strategy with the ever-changing environment and develop more resilience (Ratten, 2023; Morrison, 2017). This is of particular significance to Amazon because, as they have expanded into the areas of AWS, Prime, and AI-based systems, it indicates that they can identify changes occurring in the marketplace and can act early by investing heavily in that change (Teece, 2007; Umar, 2022). 
As can also be seen when considering the necessity of conducting environmental analysis for organisations, disruptions will create significant impacts on organisations. The COVID-19 pandemic created a rapid increase in digital demand, shifts in purchasing behaviour to online shopping, and a rapid acceleration of organisations in their usage of digital services. The organisations that best interpreted these changes and provided a quick, innovative response had the highest probability of success (Cueto et al., 2022). Amazon was in a strong position to take advantage of that shift to digital, as it already had the digital infrastructure in place, as well as significant capacity for fulfilling orders, and the capability to provide a service through the cloud. The rise of the COVID-19 pandemic has caused renewed interest in issues related to employee support, sustainable supply chains, and corporate social responsibility, signifying that environmental analysis must now consider social, ethical, as well as financial considerations (Yu et al., 2022).
Theoretical models provide an important perspective on a business’s environment. One of the more helpful theoretical models is PESTLE analysis, which provides a structured overview of the political, economic, social, technological, legal & environmental factors that influence an industry (Morrison, 2017). Another general theoretical model, Porter's Five Forces, concentrates on factors affecting competition within an industry: competitive rivalry, the bargaining power of customers and suppliers, the threat of substitute products and services, and the threat posed by potential entrants into an industry (Porter, 1979). In Amazon's case, competition is fierce within both e-commerce and cloud computing, and customers have a lot of bargaining power because they have an abundance of market options available to them to choose from when they compare online shopping sites (Porter, 1979; Charles & Uford, 2023). Dynamic capabilities theory provides an additional theoretical construct by explaining how firms can create and maintain a sustainable competitive advantage over time through their ability to sense opportunities (the ability to identify when a new opportunity is available for use by the firm), seize opportunities (the ability to convert the identified opportunity into revenue-generating contracts) and redevelop capabilities over time (Teece, 2007). Amazon's transition from selling books to general retailing to cloud service provider to AI provider illustrates how to apply dynamic capabilities (Umar, 2022; Teece, 2007).
3. Analysis of External Influencing Factors
a. Political Influences
Political influences will play a significant role for Amazon because of how governments are increasingly scrutinising the market power of large tech companies. Regulatory authorities question if Amazon's market position affords the company unfair competitive advantages because of its significant level of control over its marketplace, relationships with third-party sellers on the company's Marketplace site, and its Logistics system. Given Amazon's size and scope, regulatory scrutiny represents one of the biggest external threats to the company, which results in creating the potential for greater regulatory restrictions, penalties, or a possible change in the way Amazon operates its Marketplace (Morrison, 2017; Porter, 1979). Digital taxation, free trade policy and the regulation of labour are additional political issues which ultimately affect the cost of operation and level of strategic flexibility for Amazon, because of the international nature of their business model (Charles & Uford, 2023).
Political pressure ultimately provides an opportunity to engage regulators and build trust through greater transparency in their business practices, giving Amazon the potential to develop political legitimacy as part of its strategy, rather than merely as a compliance obligation (Yu, Hassan, & Adhikariparajuli, 2022; Morrison, 2017).

b. Economic Factors
Amazon's performance is significantly impacted by economic factors, as they will typically influence both the level of consumer demand and the cost to carry on business. An increase in inflation will typically lead to higher transportation, packaging and hourly wage costs, as well as energy costs; conversely, weak economic conditions will reduce consumer spending on discretionary items. Movements in the exchange rate may also result in changes in the earnings and cost structure of businesses that operate internationally (Charles and Uford, 2023). This presents a significant challenge to Amazon, particularly due to the nature of its business model, as it relies on both high-volume retail operations and high-cost infrastructure, as well as a data centre and fulfilment network (Umar, 2022).
However, Amazon's diversified business model has placed the company in a better position than many of its competitors in terms of protecting the company from some of the economic pressures discussed above. Higher margin revenue from AWS and digital advertising provides Amazon with multiple revenue streams outside of traditional retail sales that enable Amazon to mitigate pricing pressures on its retail sales. Amazon's diversified business model and large revenue-generating units have been closely linked to the company's financial strength over the past several years. Economic disruptions can still negatively impact growth, but because of its large diversification, Amazon can reduce risk better than other businesses that are largely focused on a single sector (Charles and Uford, 2023). In addition to generating new opportunities for entrepreneurial firms responding to changes, disruptions are creating new potential markets and services (Ratten, 2023).



c. Social Influences
The growth of Amazon has been supported by social factors. Specifically, there has been a significant change in consumer behaviour towards convenience (home delivery), digital subscriptions (streaming), and on-demand (same-day delivery) services. Amazon has been very successful in aligning its business model with these changes through its Prime membership program, marketplace shopping, streaming services, and expectations concerning the timeliness of its deliveries. During the pandemic, these trends became even more pronounced, leading to greater digital consumption and further strengthening Amazon's position in the marketplace (Cueto et al., 2022).
Social factors can also create risk for a company's reputation. For example, concerns over the working conditions in Amazon warehouses, labour rights, the ability of large digital companies to control how the general population views them and individuals' working conditions can negatively influence a company's reputation. Should the public express concern about any of these issues through social media, the impact will likely affect customer confidence and possibly their economic decision-making process (Ausat, 2023). Companies are now held accountable for social factors beyond simply running efficient operations (low prices). Stakeholders have increasingly high expectations for their organisations' ethical/sustainable practices towards employee treatment, community support and contribution to society generally (Ratten, 2023). Amazon has demonstrated through CSR initiatives in relation to employee rights and community support that it is taking these broader social considerations into account; however, it has not escaped criticism (Yu et al., 2022).



d. Technological Influences
Technological developments are critical to Amazon's success as a company. Amazon's success has been primarily due to its use of digital technologies and related capabilities such as digital infrastructure, data analytics, machine learning, automation, and cloud computing. For example, Amazon Web Services (AWS) is the clearest example of how Amazon has recognised an emerging technology trend and converted it into a major competitive advantage. Amazon makes use of technological advancements in its entire retail operation via several rather advanced applications, including demand forecasting, routing optimisation, digital assistants such as Alexa, warehouse automation, and recommendation systems (Teece, 2006; Charles & Uford, 2023).
Innovation management provides a competitive advantage to companies like Amazon, and research on digitalisation indicates that firms must continually develop and advance their technical capabilities to maintain their security and competitiveness due to rapidly changing market conditions (Khalatur et al., 2022). Amazon's substantial investments in digital ecosystems, automation of logistics and in artificial intelligence (AI) tools illustrate this (Umar, 2022). Technological risks also exist, as cybersecurity threats, costs of infrastructure, and fast-paced competition from AI require constant renewal of technological leadership (Khalatur et al., 2022). Emerging technologies such as blockchain may also create a significant impact on how energy, transactions, and supply chains are managed, leading to new business models (Ahl et al., 2022).
e. Legal Factors
Legal Factors are a significant contributor to the way Amazon functions as it operates in highly regulated, both digital and physical, markets. Consequently, data protection laws, labour laws, intellectual property (IP) laws, and competition laws all have an impact on how Amazon does business. Given the massive amounts of data collected from customers and sellers, best practices for compliance related to privacy and security are particularly critical for Amazon (Morrison, 2017). Labour laws impact how warehouses are constructed and managed, and have an impact on both employment contracts and employee protections, while competition laws impact how platforms are governed and how they behave (Umar, 2022; Porter, 1979).
While legal factors can constrain the way Amazon conducts business, they can also strengthen its competitive position.  Larger firms, such as Amazon, are typically in a better position to manage complex regulations and regulatory compliance. Therefore, regulatory action increases barriers to entry in an industry, but increases the amount of scrutiny placed on Amazon in particular. (Charles and Uford, 2023). Nevertheless, legal pressures on Amazon create a critical strategic challenge; should Amazon fail to comply with regulations, it can lead to severe financial losses as well as erode Amazon's reputation. (Yu, Hassan, and Adhiariparajuli, 2022)
f. Environmental Factors
As globalisation increases, so do the significance of environmental factors within Amazon's business. The logistics operations of Amazon, the packaging they utilise, and energy requirements of their data centres are all huge areas of concern when it comes to creating sustainable practices. As the world places more emphasis on climate change, firms such as Amazon experience increasing pressures to reduce their carbon footprint and to use resources more efficiently to fulfil expectations related to the green economy. (Zhang et al, 2022) Environmental performance has become an important aspect of a corporation's overall reputation and long-term strategic credibility. (Morrison, 2017) 
To promote sustainability and to reduce their carbon footprint, Amazon has made commitments regarding renewable energy, the use of electric delivery vehicles, and how they package their products, while also engaging in initiatives that relate to climate change. Amazon's corporate social responsibility during the COVID-19 pandemic included addressing issues associated with climate change, incorporating the circular economy, addressing the availability of water resources and ensuring employee rights. These actions demonstrate that sustainability with respect to the environment is being integrated into Amazon's overall business strategy rather than being viewed as a separate issue. (Yu, Hassan, and Adhiariparajuli, 2022). Opportunities can arise from environmental changes because sustainable innovation leads to more efficient ways of doing business, reducing regulatory risk in the future, and enhancing a company’s reputation in an environmentally conscious world (Zhang et al. 2022; Ahl et al. 2022).
4. Strategic Responses
Both in its response to external changes and in its ability to adapt and respond as the external environment changes, Amazon has demonstrated considerable organisational adaptability. Through its various business diversification activities, including its AWS cloud services platform, digital subscriptions, advertising, and the development of artificial intelligence (AI) services, Amazon has demonstrated its ability to adapt.
Whereas Amazon used to depend solely on selling products online, it has developed new revenue streams for the company, thereby reducing risk and improving profitability. This represents the dynamic capabilities perspective, as the company identified new opportunities, seized them through investments, and continuously transformed its capabilities through time (Teece, 2007; Umar, 2022).
The leadership team has played an important role in this process. While Jeff Bezos was instrumental in developing a culture of experimentation, building at scale, and being obsessed with customers, Andy Jassy has emphasised the need to develop digital infrastructure in support of AWS; to pursue AI capabilities to enhance customer experience and to maintain an operationally disciplined organisation. Amazon’s leaders have been able to effectively link innovation with strategic objectives and have amply demonstrated their ability to adapt quickly to changes in the external environment (Umar, 2022). Amazon’s “Day 1” mentality, which promotes a sense of urgency and an ability to adapt to changes within the organisation, remains a key component of the company’s growth, despite Amazon being over 25 years old and having become a very large organisation (Ratten 2023).
Moreover, innovation plays an important role in Amazon’s strategic response to changes in its external environment. Use of robotic systems, analytics of data, algorithmic recommendations to customers, and industrial automation all contribute to enhancing Amazon’s efficiency and customer experiences. Another valuable strategic tool is Prime because it integrates shopping, delivery and digital services into one model, so it builds loyalty and creates high switching costs. Digital capabilities will become even more important during periods of disruption due to their enhanced ability to allow businesses to be resilient and responsive to changes in their external environments (Cueto et al., 2022).
Sustainability is an area of mixed but important responses for Amazon. The company has made visible commitments to using renewable energy and providing low-carbon logistics; however, it continues to face criticism for its use of energy and its impact on the environment due to the size and nature of its operations. Amazon should continue implementing stronger policy frameworks that include clear accountability to increase the credibility of its sustainability agenda (Zhang et al., 2022). Furthermore, Amazon could have benefitted from addressing labour-related criticisms sooner by providing greater transparency, increasing employee involvement, and improving workplace relationships. In general, however, Amazon has demonstrated a higher level of adaptability than many competitors (Umar, 2022; Teece, 2007).
5. Conclusion 
Amazon operates in a dynamic and complex business environment that is impacted by political scrutiny, economic uncertainty, social expectations, technological change, legal obligations, and environmental pressures. Based on this analysis, Amazon’s success has relied heavily on its ability to interpret these external factors, as well as respond through the processes of innovation, diversification, and size (Morrison, 2017; Teece, 2007). The company demonstrates high adaptability through AWS, Prime, digital integration, and automation; however, Amazon needs to improve its performance regarding sustainability and labour issues.
6. Recommendations
The following recommendations can be made based on this analysis: Amazon should strengthen its engagement with regulators by becoming more transparent about its marketplace dominance and competition and strengthen its sustainability initiatives by creating policies that are more strongly implemented regarding logistics, energy, and packaging. Additionally, Amazon should invest more in improving employee welfare and trust at work to strengthen its social and reputational risk position. Finally, Amazon should continue pursuing opportunities for growth by diversifying into new markets, while at the same time balancing its innovations with appropriate levels of social responsibility and legitimacy in the broader business environment (Ratten, 2023; Zhang et al., 2022).
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