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Amazon’s Monopoly Tollbooth

Amazon’s dominance of online retail means that hundreds of thousands
of small businesses must rely on its site to reach customers. In this
report, we find that Amazon is exploiting its gatekeeper power to extract
a growing cut of the revenue earned by these sellers. It's doing this by
imposing ever-larger fees on them. This tactic is hobbling sellers and
often dooming their businesses. It's also enabling Amazon to entrench

its monopoly grip on e-commerce, while expanding its dominance into
logistics and advertising.
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Key Findings:

« Amazon keeps an average of 30 percent of < Amazon has leveraged its captive base of

each sale made by independent sellers on its
site, up from 19 percent just five years ago.

Seller fees netted Amazon almost $60 billion in
2019, nearly double the $35 billion in revenue
from AWS, Amazon’s massive cloud computing
division.

Since 2014, Amazon’'s revenue from seller fees
has grown almost twice as fast as its overall
sales. Seller fees now account for 21 percent
of Amazon'’s total revenue.

Amazon is extracting more from sellers by
tying their ability to generate sales on its
site to their willingness to buy additional
Amazon services, including its fulfillment and
advertising services.

Amazon'’s high fees make it nearly impossible

for sellers to sustain a profitable business.

Most fail. Yet Amazon has no risk of running
out of sellers; its monopoly ensures there's
an endless stream of people, both here and
abroad, willing to try.

About the Authors

sellers to build a dominant logistics business.
It's now delivering half of the items ordered on
its site and a growing share of those purchased
on other sites. Amazon has already overtaken
the U.S. Postal Service in the large e-commerce

parcel market, and it's expected to surpass
UPS and FedEx by 2022.

« Amazon's revenue from seller fees has grown

so large that sellers are effectively cross-
subsidizing Amazon’s retail division. Last year,
seller fees covered more than three-quarters
of Amazon’'s total shipping and fulfillment
expenses, including the costs of operating its
warehouses, providing customer service, and
processing payments.

» The policy solution to Amazon’'s exploitation

of its gatekeeper power must be twofold.
First, its marketplace platform should be
subject to public utility-like standards of non-
discrimination and fair pricing. Second, its
various divisions must be spun off into separate
companies to eliminate conflicts of interest
and monopoly leveraging.
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oug Mrdeza remembers

what life was like the year

his company appeared on
Inc. magazine's list of America’s
fastest growing private companies.

“It was like living the dream,” he says. “l loved doing what |
did.” That was 2018. The tiny business Mrdeza had launched
five years earlier out of his house in Lansing, Mich., had
swelled to nearly 50 employees. Called Top Shelf Brands,
the company was a modern, tech-infused iteration of a Main
Street retailer. It sold hair care products online, mainly as a
third-party seller on Amazon, and relied on algorithms to
continually adjust prices and manage inventory. Top Shelf
did more than $23 million in sales in 2018.

Today that seems like a distant dream. Mrdeza has had
to lay off all but five employees and is working to avoid
bankruptcy. What doomed Mrdeza's business was Amazon’s
market power. Like most e-commerce businesses, Top Shelf
Brands has to go through Amazon to reach the vast majority
of its customers. That's because more than 60 percent of
Americans who want to buy something online start their
product search on Amazon, rather than a search engine.’
In 15 of 23 major product categories, Amazon is capturing
more than 70 percent of online transactions.? Although Top
Shelf also sells on Walmart and eBay, these platforms are a
very distant second and third in traffic to Amazon, and they
generate only a small sliver of Top Shelf's sales. In other
words, Amazon so dominates online shopping traffic that it
has become a gatekeeper.

As this report shows, Amazon is exploiting its gatekeeper
power to siphon off a bigger and bigger cut of the revenue
earned by independent sellers on its site. It's doing this
through the fees that it charges them. In effect, Amazon is
levying a hefty tax on their trade — enabling it to profit from
their businesses at the same time that it saddles them with
more costs and thus weakens them as rivals. Over the last
five years, Amazon's revenue from seller fees grew roughly
twice as fast as its overall sales. Seller fees netted Amazon
almost $60 billion in 2019 — nearly double the $35 billion in
revenue from its massive cloud computing division, Amazon
Web Services (AWS).

These fees take three main forms. Referral fees are the cut
that Amazon takes off the top of each sale by a third-party
merchant. Then there are fees for two kinds of services that
Amazon presents as optional, but sellers who buy them are

given much more favorable positioning on the site and thus
are significantly more likely to make sales. One is Fulfillment
By Amazon (FBA), Amazon'’s service for warehousing and
shipping sellers’ products. The other is Amazon's product
advertising, which takes up a growing share of the space on
its search results pages.

Through the combination of these fees, Amazon is keeping
an average of 30 percent of each sale made by a third-party
seller on its site. That's up from 19 percent just five years
ago. This increase in fees crippled Mrdeza's business. As
Amazon pocketed more of its revenue, Top Shelf slipped
from being modestly profitable to losing money. Even as
sales were soaring in 2018, Top Shelf was deep in the red.
Mrdeza found that raising the prices of his products on
Amazon's site to account for these added costs wasn't an
option. That's because if a seller offers a product at a higher
price on Amazon than it charges on other platforms, Amazon
penalizes the business by suppressing the visibility of its
products and dramatically reducing their sales.?

Mrdeza’s story is a familiar one to the tens of thousands of
small businesses that have tried to succeed inan e-commerce
market dominated by Amazon. The vast majority of those
who start selling on Amazon’s site fail within a few years.
Nearly two-thirds of third-party revenue on Amazon goes
to sellers who began selling on the site within the last three
years. Sellers who've been operating for five or more years
account for only 10 percent of sales.* The way to understand

Amazon’s Cut of Sellers’ Revenue

For every $100 sellers earn in sales, Amazon is keeping $30
in fees, up from $19 five years ago.

2014

2015 2016 2017 2018 2019

Notes: Amazon’s financials break out revenue from third-party seller fees, but do not
include seller payments for product advertising. ILSR has estimated those fees and
included them here. The estimates are based on data from eMarketer and information from
Amazon’s financials.

Sources: Amazon’s 10-K filings; eMarketer.
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this data is through the lens of Mrdeza's experience: Sellers
may appear to succeed at first, generating sales on the
site, but soon find that Amazon'’s fees and policies make it
nearly impossible to sustain a profitable business. Selling on
Amazon is like going to a casino: you might win a hand or
two, but, in the end, only the house actually makes money.

Selling on Amazon is like going to a casino:
you might win a hand or two, but, in the
end, only the house actually makes money.

Amazon has argued that “if sellers weren't succeeding,
they wouldn't be here,” in the words of Jeff Wilke, the
chief executive of Amazon's consumer business.> But in
fact, between the large share of jobs that pay low wages
and the many struggling brick-and-mortar retailers, there's
an endless stream of people in the U.S. hoping to build
businesses selling online. And if that pipeline falters, Amazon
already has another one in place. In 2013, the company
began cultivating sellers in China and has set up an ocean
shipping operation that allows sellers there to feed their
goods directly into Amazon's U.S. distribution system.® By
January 2020, China-based sellers accounted for 49 percent
of the top 10,000 sellers in Amazon'’s U.S. marketplace.’

How Amazon Taxes Sellers to Fuel Its
Monopoly Strategy

Last year, in his annual letter to shareholders, Amazon CEO
Jeff Bezos reported that third-party sellers accounted for
58 percent of sales on Amazon, up from 46 percent five
years before. Then, in reference to the growth of these
sales relative to sales by Amazon's own retail division (“first-
party” sales), he said: "Third-party sellers are kicking our
first-party butt.”

It was a smugly condescending remark, made from the
vantage point of having firm control over the fates of third-
party sellers. Through its algorithms, which control search
and product pages, and its fee structures and other dictates,
Amazon can steer consumers to third-party sellers, or to the
products it's selling itself, depending on which best serves
its own interests. It has allowed third-party sales to grow
because they're extremely lucrative, and because Amazon
can leverage its power over these smaller businesses to
expand its market dominance.

Amazon’s Revenue from
AWS and Seller Fees

B Aws [ Sseller Fees
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Notes: Seller fees includes advertising revenue from sellers.
Sources: Amazon’s 10-K filings; eMarketer.

With third-party sales, Amazon takes its cut right off the top,
regardless of the seller’s costs and margins. It incurs none
of the expenses of researching and sourcing products and
investing in inventory, and carries none of the risk that the
goods won't sell. Just as Amazon uses temporary and “gig’
workers to dodge costs and responsibility in its logistics
operations, it uses third-party sellers to offload the expense
of inventory, while profiting from their product knowledge,
market insights, and entrepreneurial drive.

U

Our analysis finds that, last year, Amazon netted nearly $60
billion from the tolls it levied on third-party sellers, including
referral fees, storage and shipping fees, advertising, and
other charges.® That's significantly more than the $35 billion
in revenue the tech giant earned from Amazon Web Services
(AWS), its massive cloud computing operation, which
controls nearly half of the world's public cloud capacity and
provides the computing infrastructure for a huge number of
corporations.? Seller fees accounted for more than one-fifth of
Amazon's total revenue in 2019, up from 14 percent in 2014.

Over the last five years, Amazon's revenue from seller fees
has grown two-and-a-half times as fast as total consumer
spending on its site. In other words, Amazon’s fee revenue
is increasing in large part because it is taking a larger cut of
every dollar sellers make on the site. Five years ago, third-
party sellers handed Amazon about $19 of every $100 in
sales they made on the site. Today, it's over $30.
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The Short Lifecycle of a Third-Party Seller

Before starting Top Shelf Brands, Doug Mrdeza had been a
barber. The hair care products he stocked in his shop didn't
always sell, and that's how he found his way into online retail.
One day he decided to try selling surplus jars of pomade
on eBay. It worked. Soon Mrdeza was spending some of his
evenings selling on eBay, boxing up and mailing goods as
the orders came in. But selling on eBay was a small sideline;
it didn't generate enough income to leave his day job. Then,
in 2014, he heard about Fulfillment By Amazon, or “FBA/" a
program that allows companies like his to send their inventory
to Amazon and let it handle the packing and shipping. “l sent
in enough inventory for what would normally be a month of
sales,” Mrdeza recalls. “It was gone in an hour.”

How Top Shelf's Revenue
Gets Divided

Amazon
(Taken in Fees)

The Business Itself

Payroll

Other Expenses

Suppliers
(Cost of Goods)
charges, and assorted

Notes: Amazon’s fees include

other fees, suc ling returns

Source: Financial data provided by Top Shelf Brands

On Amazon, Mrdeza's business took off. More than a dozen
brands partnered with Top Shelf to represent their products on
Amazon. The company outgrew one space in Lansing, and then
another, eventually expanding to more than 45 employees. "I
felt great being an employer and providing a living for people,”
Mrdeza says. A job at Top Shelf came with health insurance and
a 401k plan. “We're not the kind of people who want to take this
money and putitin our jeans,” Mrdeza says of his management
team. "We want everyone to do well.”

Top Shelf Brands seemed to be the picture of what Amazon
claims it does for small businesses. Amazon features small
businesses heavily in both its marketing and its lobbying.
Amazon says that it enables entrepreneurs to “follow their
dreams” and that many are “thriving” by selling on Amazon.™
Mrdeza himself was one of Amazon’s top boosters. “I used to
tell everyone how great Amazon is,” he says.

But in 2018, even as his sales were soaring, Mrdeza's business
was failing — in large part because of Amazon itself. Amazon was
pocketing a growing share of Top Shelf's sales through the fees it
charged the company. The fees for FBA, Amazon'’s warehousing
and shipping service, had shot up. And, as Amazon turned over
more of the real estate on its site to sponsored product ads, Top
Shelf found it had to buy ads from Amazon to reach customers,
which meant more fees.

When Mrdeza was just starting out, in 2014, Amazon fees ate
up 35 percent of Top Shelf's revenue. By 2018, Amazon'’s cut
had swelled to more than 46 percent. After Top Shelf paid its
suppliers, that left just 13 percent of its revenue to cover payroll
and the rest of its expenses. In other words, Amazon was netting
significantly more revenue from Top Shelf's business than the
company and its employees were. Top Shelf eked out a modest
profit in 2016 and 2017, but by 2018, it was losing money.
Although Mrdeza tried to expand sales on other platforms, such
as EBay, and its own site, more than 90 percent of its revenue was
coming from Amazon.

On top of paying Amazon'’s rising tolls, Mrdeza and his staff were
spending a lot of time correcting errors in Amazon'’s system —
errors that always seemed to fall in Amazon's favor. Top Shelf
would ship 220 units of a hair gel to an Amazon warehouse,
but only 200 would show up as inventory in Seller Central,
Amazon's portal for sellers. Getting the other 20 accounted for
would require filing a case through Amazon's opaque in-house
adjudication system. Or sometimes Amazon would suddenly
start charging $3.03 to pack and ship an item that it had been
shipping for $2.50. Top Shelf would log a case in Seller Central
asking Amazon to measure the item again, and the price would
come back down. But then Top Shelf would have to file another
case requesting a refund for the overcharges.

At some point, Mrdeza realized that he could hire an engineer
to write code to analyze the data and automatically file cases
when there was a discrepancy. But then he learned that Amazon,
famous for running its far-flung empire with complex algorithms
that govern everything from product pricing to employee
terminations, doesn't allow sellers to use automated programs
to create cases within Seller Central.

If you “actually add up all the ways Amazon nickels and dimes
you... you can't make money,” Mrdeza says. With the business
deep in the red, Mrdeza spent 2019 trying to right the ship —
but, he says, Amazon’s heads-we-win, tails-you-lose policies have
made it impossible.
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Amazon's profit margins on seller fees are about 20 percent,
or four times higher than its margins on its own retail sales,
according to analysts at Morgan Stanley.” Because of its
market dominance, Amazon faces little risk of losing sellers
to a competing platform if it overcharges. Its policy of
penalizing sellers who charge less on other sites also means
that Amazon'’s fees are almost certainly being absorbed by
consumers in the form of higher prices, not just on Amazon,
but on other platforms as well.

Amazon's revenue from seller fees has grown so large that
sellers are now effectively cross-subsidizing Amazon's retail
division. The $59.5 billion that Amazon took in seller fees last
year covered more than three-quarters of its total fulfillment
and shipping expenses.'? These expenses include most of
Amazon's e-commerce costs, including the costs of operating
its distribution facilities, shipping and delivering products,
providing customer service, and processing payments. This
suggests that sellers cover the distribution expenses for their
own sales and cover a substantial portion of Amazon'’s first-
party expenses. Amazon not only competes with sellers, it
subsidizes that competition through the fees they pay.

As this report shows, Amazon’s exploitation of sellers is about
more than extracting revenue from them. Amazon is also
leveraging its dominance over sellers to gain market power
in other sectors, furthering its monopoly strategy. Amazon
has, for example, compelled sellers to buy its warehousing
and fulfillment services in order to get the kind positioning
on its site that leads to sales. Almost overnight this move has

Seller Fees as a Share of
Amazon’s Total Revenue
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Notes: Seller fees includes advertising revenue from sellers.
Sources: Amazon 10-K filings; eMarketer.

catapulted Amazon to being a top logistics provider without
having to compete for it. Amazon has built a large digital
advertising business in much the same way: by flexing its
muscle over sellers and brands.

Amazon’s revenue from seller fees has
grown so large that sellers are now
effectively cross-subsidizing Amazon’s
retail division.

Amazon has faced growing scrutiny in recent months for
spying on sellers and using the insights it gleans from them
to develop its own competing versions of their products.’
But Amazon's monopoly strategy is far more complex
and multidimensional than this single tactic suggests. By
integrating its various divisions — marketplace, retail, private
label, logistics, advertising, and more — Amazon gains
multiple points of leverage, which it exploits with finesse. It
leverages its private label products to pressure vendors to
agree to its terms. It leverages its retail division to manipulate
sellers in its marketplace. It leverages its marketplace to
build a logistics empire. And, increasingly, it's leveraging its
logistics operation to fortify its monopoly in online retail.

All of this suggests that policy solution to Amazon's
exploitation of the retailers and brands subject to its
gatekeeper power must be twofold. First, its marketplace
platform should be subject to public utility-like standards
of non-discrimination, fair dealing, and reasonable pricing.
And second, its various divisions must be spun off into
separate companies to eliminate the conflicts of interest
and monopoly leveraging that their integration invites
and entails.

Amazon’s Baseline Tax: Referral Fees

Amazon's baseline tax, called its “referral fee,” takes a cutfrom
every sale made on its marketplace. It's a tax no seller can
avoid. For most products, Amazon'’s cut is 15 percent. A few
categories, such as clothing, have higher fees (17 percent),
and a few, such as cameras, have lower fees (8 percent).

What's remarkable about Amazon's referral fees is that
they've remained at the same level, more or less, for 20
years. When Amazon launched its Marketplace for sellers
in 2000, its standard fee was 15 percent.’” Since then, the
corporation has grown a hundredfold. Given its low marginal
costs — processing additional sales on the site creates very
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little additional expense - and ability to spread its fixed costs
across far more transactions, Amazon's growth should have
yielded a decline in fees. And yet, Amazon's 15 percent
cut has held firm, suggesting that there is no competitive
pressure for it to lower prices.

Molson Hart, chief executive of Viahart, a toy company, says
Amazon'’s high referral fees lead to higher consumer prices.
He gives the example of a three-foot-long plush tiger toy,
which retails on Amazon for $150. Betweenthe $22.50 referral
fee and another $17.58 Viahart pays in advertising costs so
the tiger appears on Amazon's search results page (more on
this below), Amazon is keeping about $40 of each sale. "We
designed, manufactured, imported, stored, shipped the item,
and then we did customer service. Amazon hosted some
images, swiped a credit card, and got $40,” Hart notes."

In theory, Viahart could sell the tiger for just $113 on its own
website and still make the same profit. But Amazon effectively
blocks it from doing so. Under Amazon's “fair pricing” policy,
if Amazon detects a lower price for a product elsewhere, it
will suppress the visibility and sales of the item on its site by
demoting it in search results, deleting its Prime badge, or
removing the “buy now/add to cart” buttons from the product
page.' Viahart cannot afford to risk any of these actions:
Amazon accounts for more than 90 percent of its sales.

Amazon'’s Seller Fee Revenue
by Category

Il Referral Fees [l Fulfillment
(FBA) Fees

Seller Advertising [l Other Fees
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The Tax that Built Amazon’s Logistics
Empire: Fulfillment Fees

In 2006, Amazon launched Fulfillment By Amazon, or FBA."’
Sellers who sign up for the service can send their items to
Amazon’s warehouses and pay it to store, pack, and ship
their orders.

During the early years of the program, relatively few sellers
signed up for it. Many could obtain better rates or service
from other warehouse operators and parcel carriers. Or they
simply preferred to maintain control over their own inventory,
shipping, and customer service, rather than turning over
these functions to Amazon.

But beginning in 2011, factors other than price, service, and
preference began to drive sellers to use FBA. That's the
year that Amazon began a serious push to grow Prime, its
membership program, by adding a host of new perks. By
2013, the number of Prime members in the U.S. had grown
to 25 million. Over the next three years, membership more
than doubled, to 65 millionin 2016, and then almost doubled
again, to 112 million in 2019."®

As more shoppers subscribed to Prime, they looked for
products with the Prime badge, which Amazon would deliver
intwo days at no extra cost. This gave sellers a powerful reason
to sign up for FBA: their items would qualify for the Prime
badge and attract Amazon'’s audience of Prime subscribers.
To further prod sellers to use FBA, Amazon embedded a
preference for those who use the service into its "buy box’
algorithm. lts site uses this algorithm to control which seller
is chosen as the default option for a particular product. This
is known as securing the “buy box” and, with it, comes one-
click ordering. It makes all the difference for a seller’s bottom
line: more than 80 percent of the time, shoppers choose the
default seller. Signing up for FBA makes it far more likely that
a seller will “win” the buy box."?

d

In effect, Amazon made a seller’s ability to generate sales
on its marketplace, which dominates e-commerce traffic,
contingent on buying Amazon's warehousing and shipping
services. Not surprisingly, the number of sellers using FBA
has risen rapidly. More than 85 percent of the top 10,000
sellers on Amazon rely on Prime shipping, up from 56
percent in 2016.2° This kind of leveraging is known as
"tying” in antitrust law. Amazon CEO Jeff Bezos has openly
described the strategy. “FBA is so important because it is
glue that inextricably links Marketplace and Prime. Thanks
to FBA, Marketplace and Prime are no longer two things,”
he wrote in his annual letter to shareholders in 2015. “Their
economics...are now happily and deeply intertwined.”

1
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Flexing its muscle as a gatekeeper to compel sellers to buy
its FBA services has created a lucrative new revenue stream
for Amazon. In its financials, Amazon does not break out
seller fee revenue by category, but we estimate that FBA fees
account for about half of Amazon'’s fee revenue from sellers,
and that its revenue from FBA fees has risen sharply over the
last five years, growing from roughly $3 billion in 2014 to
roughly $29 billion in 2019.

This growth has been driven in part by the increase in the
number of sellers buying Amazon’s fulfillment services. It's
also been driven by a steep rise in the prices that Amazon
charges for these services. Between 2013 and 2019, the
standard rate for storing inventory in Amazon’s warehouses
during off-peak months rose 67 percent. For the peak
months of October through December, the rate soared by
300 percent. Storage rates for standard-sized items (those
under 20 pounds and within certain dimensions) are now 75
cents per cubic foot per month during the first part of the year
and $2.40 during the peak season. Amazon's storage fees
are much higher than those of its competitors, according to
several sources.?’ A 2019 survey of 600 warehouses across
the U.S. and Canada, for example, found an average rate of
50 cents per cubic foot.??

The prices Amazon charges to pack and ship an item have
likewise risen. We took a diverse mix of 34 products —
ranging from small items, such as a memory card, to larger
items, such as a cookware set, to oversized goods, like a
mini-trampoline — and calculated Amazon's fees for shipping
them in 2013, 2016, and 2020. Prices across the board went
up. The size of the increase varied widely, but the median
increase for an item was 55 percent. (See the table at the end
of this report for the list of items and their FBA fees.)

“On a dollars and cents side, it's not that competitive,” says
Matthew White, a strategist with iDrive, a consulting firm
that provides guidance to companies on their shipping
options and helps them negotiate contracts with carriers.
“I'd recommend Amazon if they were really good on price,
but they're not. If it weren't for the algorithm, if it weren't for
the fifty-plus pressure points that Amazon is placing on the
business, FBA wouldn't be attractive.”

This tactic has enabled Amazon to rapidly gain market
share in the logistics sector without having to compete for
it. When Amazon first launched FBA, it stored products and
packed orders in its warehouses, but relied on other carriers,
including the U.S. Postal Service, UPS, and FedEx, to handle
shipping and delivery. That's changed. Today, a growing
share of the products sold on Amazon are shipped by the
company itself. Last year, Amazon delivered about half of its
own packages, up from 15 percent just two years before.?3

To do this, Amazon has built hundreds of package sortation
and delivery centers across the country, and it's established
its own network of contracted delivery providers who deliver
packages solely for Amazon.

Thanks to its market power over sellers, Amazon'’s logistics
operation now rivals the top carriers in scale. In 2019,
Amazon delivered 2.5 billion parcels, or about one-fifth of all
e-commerce deliveries, according to an analysis by Morgan
Stanley, which expects Amazon to overtake UPS and FedEx in
market share by 2022.2* It's already overtaken the U.S. Postal
Service, which, last year, saw its parcel volume fall for the first
time in nearly a decade, adding to its financial woes.?®

Amazon has thus leveraged its dominance over online
shopping and its captive audience of sellers to rapidly
become a huge player in package delivery - and it's financed
the necessary infrastructure on the backs of sellers. “Itis a very
effective way of driving their logistics business,” says White.

Amazon Logistics has already overtaken the
U.S. Postal Service, which, last year, saw its
parcel volume fall for the first time in nearly
a decade, adding to its financial woes.

To further fortify its position in logistics, Amazon has curtailed
Seller Fulfilled Prime (SFP), a program that allows elite sellers
to earn the Prime badge if they can consistently meet the
2-day shipping time using other carriers. Amazon launched
the program in 2015, before it had built out its own package
delivery capacity. In February 2019, it stopped allowing new
sellers to sign up.?° Then, last fall, Amazon began threatening
to revoke the Prime status of some SFP sellers, citing minor
infractions, unless they switched from buying postage from
the U.S. Postal Service to buying it from Amazon, often
at higher rates.?” Then in December, at the height of the
holiday season, Amazon told SFP sellers that they could not
ship Prime orders via FedEx’s ground service and could only
use its more expensive express service.?

White says Amazon is pressuring his SFP clients by holding
them to an on-time delivery rate of 98.5 percent, which is
substantially higher than Amazon itself achieves. According
to data from market-research firm Rakuten Intelligence, the
share of Amazon packages arriving late tripled between 2017
and 2019, rising to 16.6 percent of orders.?” But SFP sellers
who have a few delays can suddenly find themselves losing
their Prime badge or even having their selling accounts
suspended altogether.
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“It's hell,” White says. “Your sales can fall by 50 to 60 percent
overnight.” Often the only clear solution is to sign up for FBA.
“That is the easiest way by far to make the nightmare be over.”

As Amazon becomes more dominant in logistics, it's
increasingly leveraging that dominance to further its
monopoly power in online shopping. In other words, these
two parts of Amazon are functioning as a monopoly feedback
loop. Here's one example of how this works. For many sellers,
Amazon fulfills all of their orders, including those generated
on other sites, such as EBay. This is because it's not affordable
or feasible for these small businesses to maintain sufficient
inventory across warehouses in more than one system.
Amazon compels them to use FBA and then charges much
higher prices to pack and ship their “multi-channel” orders.
It charges 66 percent more, for example, to ship a modestly
sized item, such as a shirt or a book, purchased on EBay
than one ordered on Amazon. Through its logistics division,
Amazon bolsters its e-commerce dominance by raising the
cost of selling on other platforms, while also reaping valuable
insights about sales made through these other channels.

These two divisions — FBA and Marketplace —work in tandem
to entrench Amazon'’s power in e-commerce and build its
power as a warehousing and shipping service. “It's not just
about money. It's about control,” White says. “Amazon knows
it can always be getting maximum value if it controls that
entire chain from payment through delivery.”

Tightening the Screws: Sponsored
Product Advertising

Amazon's advertising business is its latest tool for squeezing
more revenue from the small businesses that depend on its
site to reach customers. Just as Amazon has done with its
fulfilment business, it is increasingly tying a seller’s ability
to generate sales, and thus its survival, to the purchase of
advertising on its site.

Amazon launched its digital advertising business in 2012,
but only began to focus on growing it in the last few years.
Most of the company's ad revenue comes from sponsored
brand and product advertisements — the ads that typically
appear on its search results pages, usually at the top of the
page and also interspersed with the products featured by
Amazon in its organic search results. These ads ensure that
the first thing a customer sees are products from sellers and
brands that bought the space.

Over the last few years, Amazon has converted a growing
share of the real estate on its search results pages to
sponsored products, while reducing the space devoted

to organic results.®® As a consequence, sellers that do not
advertise are generating fewer clicks on their product pages.
Between 2017 and 2019, the share of product page views
that came from customers clicking on ads nearly tripled,
rising from 4 percentto 11 percent.’’

Amazon doesn't break out its advertising revenue separately,
but according to eMarketer, advertising accounts for more
than 70 percent of the revenue in its “Other” category and
most of its ad revenue comes from sponsored listings on its
site.3? Assuming that third-party sellers’ share of this revenue
equals their share of retail sales on Amazon'’s platform, we
estimate that Amazon’s advertising revenue from sellers has
grown from about $1 billion in 2016 to nearly $6 billion in
2019. (The remainder of Amazon's sponsored advertising
revenue comes from brands that are supplying Amazon'’s
retail division as vendors.)

Sellers that decline to advertise risk losing
their place in Amazon’s organic search
results, no matter how many glowing
customer reviews they have.

As with every component of Amazon’s marketplace strategy,
its advertising business is structured to reinforce its other
mechanisms of dominance and extraction. Sellers cannot,
for example, advertise a product unless they have secured
the “buy box” for that item — that is, they've been chosen
by Amazon’s algorithm to be the one-click shopping option
for that product®* As we discussed above, sellers that
buy Amazon’ fulfillment services stand a better chance of
winning the buy box. To succeed, then, sellers not only need
to buy the advertising, but in many cases they also need to
buy Amazon'’s fulfillment services; otherwise their ads won't
actually appear in the search results.

Sellers that decline to advertise risk losing their place in
Amazon's organic search results, no matter how many
glowing customer reviews they have. That's because the
Amazon algorithm that delivers the search results favors
products with more sales. As more orders are driven by
ads, sellers than don't advertise lose out on those sales and,
as their share of sales declines, they also slip in the search
rankings, further reducing their sales in a negative cycle.

As the pressure on sellers to buy advertising has grown,
so too has the cost of the ads. Amazon sets its ad prices
through a reverse auction, so small businesses have to bid
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on keywords that customers enter in search. Over the last
year, the cost-per-click for sponsored ads increased by about
15 percent on average.® But the price of some keywords has
skyrocketed. The cost of advertising on the results page for
"laundry detergent liquid” rose 127 percent, for example.®

Amazon also advertises its own private-label products, which
reduces the space available for sponsored listings, helping
to drive up ad prices for independent sellers and brands.
While the brands and sellers that compete with Amazon
have to pay for sponsored listings, Amazon allocates this
space to its private-label product division for free.3 It's one
more way that Amazon uses its platform to cross-subsidize
its Retail division.

Amazon’s Nickels and Dimes: More Fees

While these are the primary ways Amazon taxes third
party sellers that rely on its marketplace, it's far from the
only way Amazon nickel-and-dimes the small businesses it
claims to champion. If, for example, sellers want access to
an account manager — that is, they want to be able to talk
with an Amazon employee when they need an answer to a
question or help navigating the byzantine rules of the
Marketplace — Amazon charges as much as $5,000 per
month.¥ The fee amounts to a protection racket; sellers feel
compelled to pay, as any glitch or a suspended account can
have ruinous consequences for sellers without an account
manager to help. As one seller complained in Amazon’s
forums, “It seems wrong that we should have to pay Amazon
for this service, but there you go.”

If a seller wants Amazon to collect sales tax for it, Amazon
will - and it will take another percentage cut of each sale
for doing so. In other words, sellers are made to pay an
Amazon tax on top of the actual tax. It's a service that eBay,
for example, provides for free, but Amazon’s dominance as
a retail platform allows it to charge sellers whatever it likes.

Conclusion: Policy Solutions

Amazon controls the underlying infrastructure for a large and
growing share of our economy. lts dominance of e-commerce
makes it a gatekeeper to the market for countless online
sellers. This extraordinary position allows Amazon to, in
effect, tax the transactions of businesses that depend on this
infrastructure. Through its fees, Amazon extracts a growing
share of its sellers’ revenue, fortifying its own dominance at
their expense. At the same time, it leverages its control over
sellers to gain power in new, adjacent industries, such as
fulfillment and advertising, without having to compete for it.
By integrating across business lines, Amazon can perpetually

expand its monopoly power and exploit it with finesse.

The policy solutions to Amazon'’s exploitation of the retailers
and brands trapped by its gatekeeper power must be
twofold.

By integrating across business lines,
Amazon can perpetually expand its
monopoly power and exploit it with finesse.

First, its marketplace platform should be subject to public
utility-like standards of non-discrimination, fair dealing, and
reasonable pricing. Congress should instruct an agency,
such as the Federal Trade Commission, to establish rules for
dominant digital platforms to ensure that Amazon provides
fair and reasonable terms and pricing for sellers and cannot
use its gatekeeper power to privilege favored firms or
impose onerous costs on market participants.3®

Second, Amazon's various divisions must be spun off into
separate companies to eliminate the conflicts of interest
and monopoly leveraging that their integration invites and
entails. Congress should adopt a policy mandating that
dominant digital platforms spin off their other divisions
as separate, stand-alone companies. This would separate
Amazon's various components — its online marketplace,
retail division, logistics operation, and so on — into separate
companies.

Structural separation was once “a standard regulatory tool
and key antitrust remedy in network industries,” applied
in industries including railroads, bank holding companies,
television networks, and telecommunication carriers.??
Today, the inherently anti-competitive dynamics of Amazon,
including its ability to appropriate revenue and data from
businesses that depend on its platform, and to manipulate
platform outcomes to entrench its market power and
advantage its other lines of business, call for picking up this
tool once again. |
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FBA Fees for Select Products

Fulfillment Fees (for shipping 1 item) Storage Fees (for 1 item stored for 2 months)

Product 2013 2016 2020 Change 2013-2020 2013 2016 2020 Change 2013-2020
Athletic shirt 2.46 3.42 3.70 50% 0.02 0.07 0.07 250%
Baby cot 7.65 8.88 10.92 43% 0.66 0.99 1.05 59%
Bathroom scale 4.51 5.57 6.56 45% 0.19 0.52 0.58 205%
Coffeetable book 3.30 3.94 6.56 99% 0.08 0.23 0.25 213%
Cookware set 12.21 15.51 19.28 58% 2.51 3.77 4.01 60%
Desk organizer 2.99 4.01 4,90 64% 0.12 0.31 0.35 192%
Disposable plates 3.75 4.79 5.80 55% 0.11 0.30 0.34 209%
Doll 3.37 4.40 5.80 72% 0.26 0.70 0.79 204%
Dry erase board 6.51 10.44 13.58 109% 0.61 0.91 0.97 59%
Foam mattress 42.59 44.98 55.44 30% 9.64 25.63 28.93 200%
Football 3.75 4.79 6.18 65% 0.30 0.80 0.90 200%
Glass jars 6.41 7.52 9.22 44% 1.03 2.74 3.10 201%
Hammock 23.97 25.87 29.31 22% 2.80 4.21 4.48 60%
Hardcover book 1.76 2.30 4.90 178% 0.01 0.03 0.04 300%
Headphones 216 271 5.42 151% 0.18 0.48 0.55 206%
Iron 3.75 4.79 5.80 55% 0.28 0.74 0.83 196%
Keyboard 5.37 6.54 8.64 61% 0.15 0.22 0.23 53%
Memory card 1.42 2.56 2.63 85% 0.01 0.01 0.02 100%
Mini trampoline 11.81 15.73 20.73 76% 2.07 3.1 3.31 60%
Monitor 68.00 72.38 75.78 1% 4.02 6.05 6.43 60%
Paperback book 2.46 3.02 3.48 41% 0.03 0.07 0.08 167%
Phone case 1.46 1.91 3.48 138% 0.02 0.05 0.06 200%
Ping-pong table 191.20 197.67 203.56 6% 9.66 14.53 15.45 60%
Playstation console 0.00 0.00 8.08 n/a 0.52 1.37 1.55 198%
Playstation controller 1.46 1.91 3.31 127% 0.03 0.08 0.09 200%
Printer 14.49 15.90 17.76 23% 1.92 2.89 3.07 60%
Roll of packing tape 2.46 3.02 3.48 41% 0.02 0.04 0.05 150%
Stapler 2.46 3.02 3.48 41% 0.01 0.03 0.04 300%
Stationary cycle 111.32 117.98 193.55 74% 13.75 20.70 22.01 60%
Surfboard pads 4.99 6.15 8.26 66% 0.06 0.15 0.17 183%
Toy cottage 130.00 135.11 141.68 9% 21.21 31.91 33.93 60%
Toy dump truck 5.27 6.35 8.08 53% 0.80 213 2.41 201%
Trilogy book set 3.37 4.40 5.42 61% 0.08 0.21 0.23 188%
Yard storage bench 68.00 72.38 88.42 30% 8.83 13.28 14.12 60%
Median Change, 2013-2020 55% 190%

Notes: Seller fees includes advertising revenue from sellers.
Sources: Amazon’s 10-K filings; eMarketer.
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