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Souqg.com: Amazon'’s Entry into the Middle East

CASE STUDY

ince its founding in 1994, Amazon has proved

itself to be one of the few e-commerce compa-

nies to not only have survived the dot-com bub-
ble of the 2000s but also successfully expanded into
several global markets. Based in Seattle, Washington,
Amazon’s e-commerce business has spread to more
than 60 countries. Its globalization drive started in
1998, when it acquired UK-based Bookseller, Ltd.
and Germany-based Telebook, Inc. Both of these
ventures eventually resulted in Amazon’s country-

specific websites outside the United States, amazg

co.uk and amazon.de. Currently, besides n

States, Amazon has dedicated webgsitgs for D

of countries in local languages i‘lg stralia,
efy, India, Italy,

pain, Sweden,

to successfully achieve its
diversification gmb¥jons. The company has em-
ployed an attwth strategy by leveragi
strengths, suclwas-its global brand image,

IT infrastryc robust distribution
and long-lastinglpartnerships. While n has
emerged obal brand, until rece , its pres-
ence in the eloping and emerging economies
was limi remote operations only, with the ex-
ception of Chjna, Brazil, India, Mexico, and Turkey.

The mEaSt, especially the Gulf Cooperation

Council countries—Bahrain, Kuwait, the
United Emirates, Saudi Arabia, Qatar, and
Oman— reat e-commerce potential due to
the high ation of the Internet and social
media. B it is estimated that there will be 60

million 5G users across the region, accounting for
some 8 percent of all Internet connections. Use of
smartphones andysocial media in the United Arab
Emirates and a' Arabia is among the highest

in the world. 1@ the online customers in the
GCC region prefe:ﬁrtphones for their Internet
searches and fulfillment4f orders. Though e-com-
merce is an emerging enon in the GCC
countries, it has great pot€n -COmmerce rev-
enues rose to $19.7 billion 1

0 are projected
to reach as much as $50 billion b growth
between 2020 and 2022 is estimated

obal cgmpan
azo rld
by

ATE(SE

rate of 20 percent, followed by an annual increase
of 14 percent until 2025.

Another important development in the GCC re-
gion is the recognition that the region needs to look
beyond oil. This is a major shift in government pol-
icy, and the United Arab Emirates and Saudi Arabia
are investing heavily in innovative technologies
and infrastructure to help develop regional capabili-
ties that will lead to knowledge-based products and
services. This has provided an opportunity to many
invest in these areas. In 2017,

apket by acquiring Souq.com,
which has thé t gffco ce market share
in the region. Entering th dl tern market
was not a straightforward decisi @e many of

al

the Western countries Amazon ha

economic, political, and technological c
but also different customers, competitors, i -

results. An
was crucial.
oug.com was es-

2005 by Ronaldo
nder. It has emerged

USP...-

of a lack of infrastructure and low @

and Internet penetration but also due to low

ness of e-commerce among consumers, who

igh risks in e-transactions and were generally LU

istrustful of online stores. Nevertheless, with a %

ation of more than 100 million, the majorit)%

were young, tech-savvy potential custo

the region had great potential for e-commerc ﬂ@

After a steady start as an auction website,

Souq.com saw rapid growth as an e-com eemar-

ketplace. Realizing the potential of m mrce,

Souq.com launched its app in 201 CH fur-

ther boosted Souq.com’s businSs?: ording to

Mouchawar, more than % of Souq.com’s

outby mobile phone.
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Souq.com currently has its operations in seven
countries, including Bahrain, Kuwait, Oman, Qatar,
Saudi Arabia, and the United Arab Emirates. It has
country-specific websites for Kuwait, Egypt, Saudi
Arabia, and the United Arab Emirates in Arabic and
English.

There were other barriers to penetration into the
Middle East market: the region consists of many
countries with relatively small populations, and
each of these countries has its own laws and regu-
lations. Other problematic areas include modes of
payment, on-time and accurate delivery, and lan-
guage barriers.

In contrast to Western countries, where credit
cards and PayPal are popular modes of payment for
online shoppers, over 70 percent of e-commerce

customers in the GCC prefer to pay cash on

ery. This is even true in the United Ar; irate
where credit card penetration is hlh@k other
GCC countries and is almost the most
Western countries. This problem especially pro-
nounced at the time in Saudi Arabia and Egypt, yet
both of these countries dffered a large number of
potential customers. m overcame this bar-
rier by offering multi yment options to its cus-
tomers, including delivery, Sadad (a pay-
ment system linked bank accounts), an
or debit cards. N(o_?er, to address the limj
of cash on delivery sfich as delayed paym
merchants, So introduced an efficie

ware solution linkiflg merchants and couriers. This
system helpe .com to record the payments
received by the rier agents and swiftly transfer
them to the nts’ accounts.

Another mstacle was establishing a seam-
less delivery ork to deal with outbound lo-
gistics. Makin ask even more complicated
was the fact th t of the countries in the GCC
region do not stal codes; various landmarks
were commonly used instead to reach custom-
ers. Efficient management of outbound logistics is
especially important when dealing with cash-on-
delivery, as any de the sell side of the supply
chain will result in ddlaygd payments to the mer-
chants, thus placing an ional burden on them.
Soug.com established its @wn4elivery network in
several major cities in the Mgldlg~East by launch-
ing Q-Express as its logistics a avoiding
the delays caused by third-party rvices.
Q-Express uses Google Maps with GPS
mobile devices to deal with the mailing a

RLE

problems and to ensure on-time product delivery.
Currently, more than 80 percent of Souq.com’s cus-
tomers are served by Q-Express, and it is now also
offering delivery services to third parties.

Souq.com’s major pureplay competitors (that is,
companies with only an online presence) in the
Middle East e-commerce include Noon.com,
Wadi.com, and Namshi.com. However, several
brick-and-mortar retailers such as Carrefour and
Lulu Hypermarket are also adding online platforms
to support their traditional stores and to augment
their revenues.

Amazon faced a number of options while expand-
ing into the Middle East: it could have entered the
market on its own, sought an alliance, or acquired

siguificant experience of the
Al ehviro /@ d for the latter

ainly due to Souq. lagge c er aware-
ness, strong customer base, anddnfiegr ayment
and distribution channels. Since its uj n by
Amazon, the mix of Amazon’s global an
Souq.com’s local experience has provided a
cant advantage over their competitors. Mouc ar
has stated that working together makes it easier

m to diversify their online
than if they had worke
nched its official
replacing

20, the official

nif}

iddle East account for
retail sales, in contrast to over
n Europe. Hence, there is significant
pansion for e-commerce in the Middle
by leveraging their combined strengths,
and Souq.com seem well positioned to lead
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CASE STUDY QUESTIONS

15-12 Analyze challenges and opportunities for
global companies like Amazon that seek to
enter the Middle Eastern market.
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15-13 Considering the Middle East’s e-commerce
environment, did Amazon make a sensible
decision by acquiring Souq.com?

15-14 How sustainable is Amazon'’s strategy of di-
versification? Can an entry into the Middle
East help Amazon enter other emerging mar-
kets with a similar environment?

Case contributed by Muhammad
Shakaib Akram, King Saud University
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