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Over the past decade, Apple has revolutionized almost ev-
ery market it has entered. To that end, it would have been 
naïve to believe that the company’s iPad would not funda-

mentally alter the dynamics of the eBook market. However, no one 
predicted just how dramatic this impact would be – especially on 
Amazon and the digital distribution industry as a whole. 

The continuing decline of print media has spurred the explosive 
growth of the online eBook market. Though it is not necessarily the 
death knell of the traditional book format, eBooks are fundamental-
ly changing the way the industry operates and how its consumers 
behave. Amazon was the first company to truly capitalize on this 
trend when it released the Kindle in late 2007. The company’s pro-
prietary eBook reader provided consumers with a single-purpose 
reading device that was capable of delivering thousands of books, 
magazines and newspapers straight to their customer’s hands all 
at the click of a button. A year and half after it was released, the 
Kindle had gone on to capture more than 90% of the rapidly grow-
ing and increasingly competitive eBook market – worth close to 
$35 million in January 2010 alone. This, in addition to Amazon’s 
role as the world’s largest print retailer, gave the company over-
whelming control over the book industry and its publishers.

Shortly after Apple’s iPad announcement, however, everything 
changed for Amazon. Macmillan Publishers, one of the world’s 
largest and most influential publishing houses, demanded that 
Amazon raise its prices to match those offered by Apple’s iBook-
store. Amazon refused, and over the ensuing days the two en-
gaged in a very public war of press announcements. Eventually 
Macmillan ordered all of its eBooks removed from 
Amazon’s digital store. In response, Amazon 
removed all of Macmillan’s print prod-
ucts from its retail operations, an act that sent 

shockwaves throughout 

the entire industry. Despite this seemingly catastrophic blow, Ama-
zon capitulated to Macmillan’s demands only a few days later. This 
concession prompted several major publishers to follow Macmil-
lan’s lead, ultimately forcing Amazon to raise the prices of almost 
all of its eBooks. 

How did this dramatic power shift occur? Why was Amazon, 
the world’s largest print and digital book retailer, forced to con-
cede to the demands of just one of its thousands of suppliers? This 
remarkable transformation of industry power dynamics can be at-
tributed to several factors, including Amazon’s retail strategy, it’s 
mismanaged supplier relations, the maturation of the digital distri-
bution industry, and the superior functionality of the Apple iPad.

Going for Control
Under Amazon’s original digital distribution model, the com-

pany purchased wholesale eBooks from various content publishers 
at prices ranging from $12.00 to $16.00. This price was determined 
based on the promotional stage of the physical print edition of the 
eBook (new release hardcover, soft cover paperback, mass market 
paperback etc.). However, Amazon used its bargaining power to 
set the retail prices of many of its eBooks at $9.99 - close to a 50% 
discount from the company’s wholesale cost. The purpose of this 
was to cross-subsidize the “full cost” of owning a Kindle, which re-
tails from US$259 to $489.  In doing so, Amazon was able to stimu-
late sales of its eReader, and drive the growth of the eBook market 
as a whole. This increased publisher profitability in the short term, 
as it stimulated sales without any incremental costs. However, this 
strategy also placed downward pricing pressure on sales of regular 
print editions by decreasing consumers’ perceived value of books 
in general. This was particularly damaging with new releases, 
which are often twice as expensive as regular titles and are a sig-
nificant profit driver for publishers.  

Amazon’s decision to use its power advantage to exploit 
the publishers as much as possible, rather than to build 

strategic partnerships, severely damaged its 
supplier relations and set the 

stage for Apple’s market 
entry. The company 
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went to major publishers and put forward a considerably differ-
ent business proposition. Apple’s iBookstore would operate on the 
“agency” model, which would allow the publishers to set the retail 
prices for the majority of their eBooks. Revenues would be split 
70/30 in favor of the publisher.  This type of agreement meant that 
each party won and lost together and could keep each others’ cor-
porate motivations (such as hardware sales versus the preservation 
of print prices) in check.  There’s no better example of the strength 
of this model than Macmillan’s willingness to leave Amazon en-
tirely in order to sell its eBooks at Apple.

Understanding the Game You’re Playing
 
Why didn’t Amazon see this coming? One of the 

primary reasons seems to be that they incorrectly 
assumed that they had the same amount of 
control Apple enjoyed after building the online 
music market in the early 2000s. Though both 
companies were the first to establish profitable, 
sustainable, and dominant models in their re-
spective digital distribution industries, there are 
a number of key differences which explain 
why their bargaining positions were 
different. First, Apple had much 
longer to develop and secure 
their market position than 
Amazon. Conversely, the 
Kindle and Amazon’s eB-
ook stores operate in an 
industry with numerous 
competitive substitutes 
and where the estab-
lished user base is consid-
erably smaller than Apple’s 
had been with the iPod.

More important, however, is the extent to which the 
digital distribution industry has matured since the early 
2000s. Back then, it would have been almost impossible 
for the major record companies to leave Apple. There 
were no other major digital distributors and the entire 
concept of paid digital distribution was still unproven. As 
a result, the record companies would have needed to not 
only find a new distribution platform, but they would 
also have needed to educate consumers and form 
never-before-seen partnerships. Today, 
however, digital distribution has 
become far more widespread, 
and content providers now 
have considerably more 
options when it comes 
to picking their distribu-
tors and know what it 
takes to succeed in the dig-
ital content distribution in-
dustry. Lastly, when Apple es-
tablished iTunes in 
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2001, the music industry was in a far worse state of affairs than 
the book industry is today. This increased bargaining power meant 
that Macmillan could do to Amazon what record companies were 
unable to do to Apple close to a decade ago.

 
…And the hand you’ve been dealt

Amazon predicated its customer value proposition on two pri-
mary points. First, it would provide its customers a one-stop online 
destination for almost all of their retail needs. Second, the com-
pany’s leading distribution and logistics system would allow it to 
offer highly discounted prices versus its online and brick-and-mor-
tar competitors. The company’s success with this business model 
allowed it to become the world’s largest retailer of dozens of items, 
as well as the biggest customer for most international publishing 
companies. As a result, Amazon believed that they held almost to-
tal control over the value chain. However, the company neglected 
to understand how their bargaining position differed from Mac-
millan’s  during their war of words.

Amazon’s failure to carry one of the world’s largest publishers 
caused severe and public damage to its one-stop-shop proposition. 
As a result, they not only lost the sales of Macmillan’s products, but 
also countless additional sales. Furthermore, Macmillan knew that 
Amazon would have difficulty building its eBook reputation and 
dominance without carrying one of the world’s largest publishers – 
especially given the voracious reading habits of most Kindle users.

Conversely, Macmillan’s switch to the Apple iBookstore would 
have a significantly lower impact on the company’s bottom line. 
Unlike Amazon, Macmillan’s success in the marketplace did not 
come from its corporate brand image or stock of titles. Instead, it 
relied on individual books, which interested consumers could find 
at dozens of other retailer on or offline. In the long-run Macmillan 
would have difficulty surviving without Amazon’s market power 
and extensive footprint. They rightly assumed, however, that the 
magnitude of Amazon’s short and long term pressures would 
cause the company to eventually concede to their demands.

Apple’s position was also uniquely different from Amazon’s. 
When it came to attracting the major publishers, Apple was able to 
offer a fervent user-base and its cutting edge and highly differenti-
ated and multi-purpose iPad. This, in addition to the company’s 
historical success, provided Apple with a strong base with which 
it could promise quick sales growth to any publisher that was 
wary of abandoning the current market leader in eBooks. Unlike 
Amazon, Apple also does not need to offer the full suite of major 
publishers, as the iPad’s value proposition extends far beyond its 
eReader capabilities. Therefore the company was content to secure 

partnerships with only some of the world’s largest publishers. 
Lastly, Apple would be far more willing to transfer its eBook mar-
gins to the publishers, as it doesn’t sell any print books whose sales 
would be cannibalized.

 
Changing the Game 

  
The consequences of this watershed shift are far-reaching. From 

an industry perspective, market power has shifted back towards 
content publishers. As a result, digital distributors must look to be-
come strategic partners with their content providers, not tyrants. 
Though it was once possible for a single distributor to hold all the 
power, the industry has grown from the days in which content 
owners had only one digital lifeline and where consumers were 
unaccustomed to the idea of purchasing digital content. As a result, 
content providers are now able to leverage their ability to switch 
between online retailers in order to claw back the power they lost 
earlier in the decade.

Amazon exploited the industry’s biggest players in order to 
build them an online marketplace and believed that it would be 
able to continue to do so in perpetuity. Yet, the company neglected 
to understand how easily the major publishers could switch dis-
tributors once the market had been established. One could argue 
that Apple’s success with online music proves that this conclusion 
is not true. Apple pioneered the digital distribution of music, and 
despite the fact that the company was notorious for the ways in 
which it bullied major record companies, its sales and catalogue 
have grown every year since its inception. In actuality, however, 
Apple’s actions prove that even the most dominant player in the 
digital distribution industry is liable to the loss of content.

Over time, Apple has continually shifted towards a more thor-
ough partnership model. In 2009, the company finally allowed re-
cord companies to set prices other than Apple’s mandated $0.99, 
even though they had repeatedly stated that this flexibility would 
hurt both iPod and iTunes sales. Apple did this because they knew 
that the record companies could eventually get up and join another 
distributor, irrespective of the fact that Apple had saved the indus-
try less than a decade earlier and was now the largest music retailer 
in North America.

Today, success as a digital distributor depends on building 
strong relationships with content providers. Gone are the days in 
which a distributor could build an industry and then relentlessly 
exploit its biggest players. Amazon misunderstood this, and as a 
result, it has alienated those that allowed it to gain 90% share in 
one of the digital world’s fastest growing markets. Apple, welcome 
to the Amazon.
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