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Author’s Note



THIS WORK IS NOT the product of access journalism. While I did a full fact check with Amazon public relations, sharing my reporting to solicit their comments, context, and corrections over the course of several months, the company set up only three interviews for this book. The company-approved interviews were with senior employees, but not members of Amazon’s most senior team of executives, the S-Team. The conversations they set up were brief background phone interviews. Jeff Bezos declined requests for an interview, but provided feedback through Amazon representatives.


Despite Amazon’s lack of cooperation, my effort to investigate the nature of the story was extensive: I spoke with more than 600 people, including current and former Amazon employees, and the company’s competitors, including CEOs, sellers, small business owners, and others who have directly or indirectly been impacted by the company’s reach. I interviewed government officials, on background and on the record, which helped shape the nature and scope of the story and the contemporary stakes the company now finds itself in, both in the US and abroad. The book also includes dozens of hours of interviews with seventeen current and former S-Team members at Amazon, all of them conducted without the company’s knowledge, and interviews with five current and former board members. In addition to interviews, my sources provided me with hundreds of pages of internal documents, emails, six-pagers, business plans, and strategy memos, which are used throughout this book to underpin some of the reporting.


Parts of the book that are not cited or attributed are the results of certain source interviews, which mostly occurred on background because Amazon makes employees and partners sign binding nondisclosure agreements that can be legally enforced if they speak publicly on sensitive matters.


Given how many industries Amazon is in, and how extensive their power, I also wanted to focus on those who have been harmed by the company, and in so doing, spoke to numerous victims, whose stories and experiences have been essential to the work. I am grateful to all who spoke with me and allowed for their stories to be told.


In 2019 I became the Wall Street Journal’s Amazon reporter. It was a beat I sought out after six years of covering mergers and acquisitions at the paper. During that period, Amazon was repeatedly invoked by companies across industries as a source of fear, causing some of them to strike mergers to try to insulate themselves from Amazon’s onslaught. While covering Amazon, I focused my coverage on Amazon’s business practices, and some of this book builds off of that work. But over the course of my reporting, I realized the story is much more significant and deeper than any article can convey. This book is the result of my efforts to tell that larger story.













Prologue



The Paradox


IN JANUARY 2017, A twenty-seven-year-old law school student published an article in the Yale Law Journal about one of the world’s most powerful corporations. It led off with a remarkable claim:



Amazon is the titan of twenty-first century commerce. In addition to being a retailer, it is now a marketing platform, a delivery and logistics network, a payment service, a credit lender, an auction house, a major book publisher, a producer of television and films, a fashion designer, a hardware manufacturer, and a leading host of cloud server space. Although Amazon has clocked staggering growth, it generates meager profits, choosing to price below-cost and expand widely instead. Through this strategy, the company has positioned itself at the center of e-commerce and now serves as essential infrastructure for a host of other businesses that depend upon it. Elements of the firm’s structure and conduct pose anticompetitive concerns—yet it has escaped antitrust scrutiny.





Dubbed “Amazon’s Antitrust Paradox,” the crux of author Lina Khan’s argument was that the company had grown to such size and power that the e-commerce giant had “marched toward monopoly.” Like many tech upstarts, Amazon had grown rapidly, but the nature of its reach, and growth, was unparalleled.


Over nearly a quarter century, Amazon progressed from curiosity to dubious growth stock to one of the most celebrated companies in the world. But Khan’s manifesto took direct aim at the prevailing sentiment. The nerdy wunderkind argued that either archaic antitrust laws needed to be rewritten, or companies like Amazon needed to be regulated like public utilities. The antitrust framework—first derived and formulated in America’s Gilded Age and refined in the twentieth century—could not hope to match a company of the omnipresence, omniscience, and omnipotence of Amazon.


Law review articles are usually confined to a small reader base of academics, but Khan’s paper did something unprecedented: it went viral. Politicians such as Massachusetts senator Elizabeth Warren devoured the ninety-six-page report and started looking at the e-commerce giant differently. Was it healthy that a third of all online shopping in the United States occurred on Amazon? Was Amazon abusing its power by running one of the world’s biggest marketplaces of online sellers while also competing against those very same sellers? Did its tangled web of businesses spanning retail, cloud computing, advertising, streaming, logistics, and grocery—to name just a few—provide it with data that unfairly helped inform its business decisions?
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Lina Khan did not stumble into studying Amazon accidentally; instead, she was offered an opportunity. In the spring of 2011, she sat for an interview with the head of the Open Markets Institute, a newly formed DC-based think tank whose work addressed the threats of corporate consolidation and modern-day monopoly power. Open Markets believed that monopolies, or companies using their market power to squash competition, had dangerous effects on democracy and led to lower wages, stifled innovation, and fewer jobs being created. It sought to bring attention to these issues in order to spark a broader anti-monopoly movement.


Khan had recently graduated from Williams College, where she had been the editor of the student newspaper. She had no prior training and hadn’t even studied the issues the institute was investigating.


To Open Markets founder Barry Lynn, this was a plus. He didn’t mind that she didn’t know the issues; he could teach her. But she had something he did like: she could write, and she was intelligent. Her journalism background was a benefit, since the job entailed researching issues around monopolies’ power and publishing them in mainstream magazines and newspapers for a mass audience. He offered her the job as employee number 1. Khan’s job was to use her journalistic skills to research and analyze topics of corporate power in ways that were digestible to average readers. Lynn wanted her articles to expose the dangers of monopolization.


Her first assignment was to calculate Amazon’s impact on the book publishing industry.


“We’re going to learn everything we can about the history of the book business, how it’s been regulated the last fifty years, and everything about Amazon’s business model,” Lynn told Khan. He handed her a copy of the 2000 book The Business of Books: How the International Conglomerates Took Over Publishing and Changed the Way We Read, by the former editor in chief of Pantheon Books. Thus began Khan’s education in antitrust.


She consumed everything she could find: legal documents, antitrust cases, books about publishing. Two months later she delivered an eighty-page paper to her boss that laid out Amazon’s business practices in its bookselling business and the history of bookselling in the US dating back to the 1950s.


As Khan educated herself about antitrust policy, she learned that changes in the interpretation of these laws in the late 1970s drastically impacted how the laws were enforced. A movement known as the Chicago school, which espoused less government intervention and had more of a focus on efficiency, built momentum during this period. Robert Bork, one of its acolytes, encapsulated the movement in his 1978 book, titled The Antitrust Paradox: A Policy at War with Itself, which made the claim that the way antitrust laws were being enforced was inhibiting competition, not promoting it.


“The only goal that should guide the interpretation of the antitrust laws is the welfare of consumers,” he argued. Bork’s book was a watershed moment in antitrust circles. The courts started adopting his views, leading to massive changes in the way antitrust would be enforced in the decades to come.


As a result of those changes, big wasn’t necessarily bad, and the way companies compete was judged less on their effects on competitors than on their effects on efficiency and prices for customers. Open Markets focused on showing the repercussions of lax antitrust enforcement, highlighting real-world examples and victims of companies consolidating power.


Over the next three years, Khan did monthlong dives into industry after industry, from airlines to metals to chicken farming in order to understand how they were structured and the mass consolidation in corporate America. She published her findings in articles for Washington Monthly, CNN, and other publications. These articles circled themes she concentrated on: deregulation, consolidation, and a laissez-faire approach to antitrust, and how they generated real harm for average people while enriching the conglomerate class.


While at the think tank, she had read extensively about the business practices of Standard Oil, the Gilded Age monopoly run by oil titan John D. Rockefeller, who was one of the richest Americans to ever live.


Standard Oil was formed in 1870 as an oil refiner and grew during the height of the late nineteenth century when robber barons were feverishly establishing trusts and consolidating power in industries as vast as railroads and sugar. By the late 1880s, Standard Oil controlled 90 percent of America’s refining capacity.


In 1890, Congress passed the Sherman Antitrust Act to outlaw monopolistic business practices during a time when the public had grown wary about the power these trusts wielded.


The oil conglomerate was broken up by the Supreme Court in 1911, who ruled that it violated the Sherman Antitrust Act. Rockefeller was accused of bullying competitors into letting Standard Oil acquire them, using predatory pricing, and inking deals with railroad companies to receive lower rates that would make it impossible for his rivals to compete, further cementing Standard Oil’s dominance. He was also accused of spying on his competitors.


The more she read about Standard Oil, the more Khan came to believe that there were important similarities between Amazon founder Jeff Bezos and Rockefeller. Amazon’s business practices and Standard Oil’s had uncanny likenesses, she found. Predatory pricing was one of the focuses of the Standard Oil case, and like the oil titan, Amazon had also been known to price certain goods below cost, bringing competitors to their knees. Amazon’s power in so many vertices meant that its rivals often were also its customers, giving the company significant leverage.


Then there was the spying: Standard Oil received detailed reports from the railroads and steamship lines containing information on oil shipped by its competitors. The reports detailed the quantity of oil and kind, names and addresses of the recipients, among other details. Its bribing of rail officials and employees at rival firms for information about shipments, as well as its own ability to spy on competitors, provided the oil giant with powerful intel on the state of the oil industry, allowing it to intervene to steal business and make threats that handicapped rivals.


Once it got these reports, the giant sprang into action. When learning that a rival’s order was shipping to a customer, Standard Oil would dispatch its employees to the customer and demand that they turn down the shipment. If they refused, Standard Oil’s employees would threaten to discontinue selling its own oil to the merchant or enter a price war that could put them out of business.


Amazon, too, had unparalleled access to data—which was built into how it operated and grew its business. Sellers had accused the company of using their data on Amazon.com to copy their items to better compete with them.


But while Standard Oil was deemed a monopoly, it seemed strange to Khan that more people weren’t questioning Amazon’s dominance.


Three years after the Standard Oil ruling, the Federal Trade Commission was formed to eliminate unfair competition. More than 100 years later, the antitrust laws were the same, but the change in the interpretation since the 1980s of the vaguely worded laws meant that competitive behavior was viewed through the lens of whether it kept prices low for consumers. By that definition, Amazon was able to grow unscrutinized. Khan argued that the Borkian perversion of antitrust had created its own paradox where antimonopoly laws were not only not stopping monopolies, but actually encouraged people to view them as good for society.


When Khan began noticing the similarities between Standard Oil and Amazon in 2014, Amazon sported a market value around $140 billion. By comparison, that was more than twice the market value for Ford Motor Company. That same year, however, Amazon lost $241 million. More eye-popping was the value Wall Street assigned to the company’s meager earnings. Its stock price was disconnected from reality, trading at a 372 forward price-to-earnings ratio when peers such as Walmart and Apple traded at 16 and 14, respectively. Investors had a wholesale disregard for the normal financial metrics used when assigning a company value and made allowances for the Seattle company, which was generally uncommon on Wall Street.


Harvard Business Review ranked Bezos as the best-performing CEO in the world by shareholder returns in 2014. The publication said he’d provided a 15,189 percent total shareholder return for investors since the company’s IPO, creating more than $140 billion in market value. From the time of the company’s 1997 IPO to 2014, Amazon had only posted just shy of $2 billion in cumulative earnings as profit.


Despite its losses, the valuation paradox lingered, and as Khan dug deeper, she learned that Amazon controlled much of modern e-commerce, which offered clues as to how a meagerly profitable company could be so valuable for analysts. To say it dominated modern e-commerce is beyond dispute. First, Amazon’s website is the most powerful platform for online sellers to reach customers, and that includes nearly everything from socks to computers to furniture to drill bits. It is, as journalist Brad Stone called it, “the everything store.” Nearly everyone, from book publishers to clothing companies, generate a great deal of business by having their products available on the company’s website. Further, it has played a pioneering role in creating the technological infrastructure that underpins millions of companies and government agencies. Its Amazon Web Services (AWS) business is one of its most successful divisions. It also had become one of the country’s largest logistics operations—meaning, it had figured out how to efficiently ship, warehouse, and move goods at an unprecedented rate. For customers, this is one aspect that makes Amazon so popular: its ability to deliver a product within days of purchasing. But as Khan began to find, Amazon’s dominance, the true nature and scale of it, was singular: in simple terms, the company had positioned itself to be a modern-day utility of sorts, one that no one could ignore. For many consumers, it was one they could not live without.


In phone calls with hedge fund managers, Khan learned that financiers were valuing Amazon’s stock as if it was an unstoppable monopoly that would dominate every sector it entered. They were happy to overlook unprofitable and meagerly profitable quarters in pursuit of the company stealing more and more market share. The behavior defied the common laws of finance. Investors traditionally celebrated companies with solid profits. Amazon’s stock, however, continued its rise. It was being treated differently.


When speaking to third-party sellers, Khan discovered something troubling. These sellers were a major reason why Amazon was operating at such a massive scale. But Amazon was also selling goods on its website that it made itself, which were competing with the very businesses it had on its platform. Third-party sellers also described being beholden to Amazon. They often felt mistreated by the company, which had squeezed their margins and locked them into costly services. But they were in a catch-22: they felt they had no choice but to sell on the platform because so much of online US commerce occurs on the site. Their bottom lines relied on Amazon, and they could do very little to combat it.


Khan entered law school with six months of recordings, interviews, and notes on Amazon’s behavior. During her time at Yale, she drafted her paper. In January 2017, the law review published the incendiary paper attacking prevailing views of antitrust. She argued that Amazon had amassed too much power and that current antitrust laws were unequipped to restrain it.


It had a call to action: the antitrust laws needed to be restored to their original interpretation to better regulate Amazon and companies like it, or companies like Amazon had to be regulated more like utilities. “It is as if Bezos charted the company’s growth by first drawing a map of antitrust laws, and then devising routes to smoothly bypass them. With its missionary zeal for consumers, Amazon has marched toward monopoly by singing the tune of contemporary antitrust,” she wrote.


Once the paper went viral, Khan’s life, in a matter of years, changed dramatically. In 2021, at just thirty-two years old, she became the youngest FTC chair in the institution’s history. She was included in “40 Under 40” lists and made Time magazine’s Time100 Next, which profiled “emerging leaders who are shaping the future,” alongside the singer Dua Lipa and the actress Florence Pugh. The New York Times wrote a glowing profile of this wunderkind who was taking on the antitrust establishment.


With her ideas spreading like wildfire, she would become one of the leading faces of the modern antitrust movement. But the most important thing was she spotted something in Amazon—and Amazon specifically—that few had seen. On September 26, 2023, as chair of the FTC, Khan’s agency sued Amazon for maintaining an illegal monopoly.


But the truth is, none of this was by accident. Bezos, and Amazon, did not appear out of thin air or accidentally stumble into dominance. From the beginning, Bezos saw things and had a rapacious hunger to win. He had created a company and a culture in his own image and programmed it to succeed at all costs. Under the battle cry of “customer obsession”—the company’s guiding principle—there was a Machiavellian pursuit of growth. It meant using Amazon’s size, leverage, and access to data across industries to choke competition, big and small.


But in order to understand how we arrived at this moment, we must begin earlier, to see how Bezos’s killer instinct took shape and how Amazon developed a pattern of behavior that would become inseparable from his way of doing business. This book unveils a side of Amazon, and its leader, that has never been told before: its ruthless quest, by any means necessary, to tactically—and strategically—take control of not just a single industry, but as many as it could corner. As its tentacles spread into ever more industries, Amazon synthesized its power, giving it the type of leverage rarely achieved by modern corporations and leaving a trail of its rivals’ corpses in its wake. Bezos and Amazon were fundamentally driven by a competitive edge that would stop at nothing—if it could own the world, and be in your home, and be everywhere, it would. The only way to understand it is to see it, and, in doing so, understand just how perfect a lens Amazon is into what befell the American economy and its business climate from the 1990s to the present.













PART I


Building the Juggernaut













CHAPTER 1



What Main Street Didn’t See Coming


THE YEAR WAS 1994. Ace of Base’s single “The Sign” was at the top of the charts and Home Improvement was the number one show in the ratings. Every weekend, families across America descended upon their local malls, the one-stop shop for birthday presents at KB Toys, a gift bag to go with it at the Hallmark store, and a book for the class reading assignment from Waldenbooks, one of the country’s largest bookstore chains. Teenagers congregated at the mall, too, for different reasons. Aside from spending their babysitting money on earrings from Claire’s and posters from Spencer Gifts, it was a key backdrop for their social life, so much so that they earned the nickname “mall rats.”


The first indoor mall in the United States opened in 1956. The creation of an interstate highway system allowed Americans to move farther away from city centers and to the suburbs. Retail followed them, with developers setting up large, indoor malls with dozens of stores to cater to the burgeoning population.


Anthony Cafaro Jr., the co-president of Cafaro Company, is from a family that helped pioneer the proliferation of malls throughout the country. His grandfather started Cafaro Company in 1949, creating strip malls and shopping centers in the downtown areas of a number of Midwestern cities. The strip centers had a formula. Cafaro would build a store for a grocer and then add spaces for a pharmacy, a shoe store, and a dry cleaner. The spaces would be rented. As the American middle class moved to the suburbs, Cafaro broke ground on its malls.


The malls also had a formula. They provided one-stop shopping, parking, and restaurants, and were anchored by large department stores such as Sears and JCPenney. The department stores leased 100,000-square-foot spaces in the mall under market value. Department stores attracted so many shoppers, who would spend their money at the food court and smaller stores in the rest of the mall, that the developers gave them a major break on their rents. Anthony Cafaro Jr. was the third generation of the family in the mall business. At twelve years old, he began working summers for the company, painting yellow parking spaces in the lots and maintaining the fountains at the center of the mall. He fondly recalls the days of the malls being a community meeting center, where babies took their first photos with Santa and moms brought their children for back-to-school shopping.


The 1980s and 1990s were the glory days for this corner of retail. Cafaro recalls that whenever they’d open a new mall, retailers would compete to be accepted as tenants. “We would have retailers basically bidding to get into a mall space. It wasn’t difficult to lease these stores; people lined up,” he said.


At the time there was such a frenzy to open malls that the developers were in a bitter race against each other to plant their flags. Because a suburb could typically only support one big mall, Cafaro recalls his grandfather telling him stories of developers breaking ground on their lots without even first lining up anchor tenants just to prevent another developer from entering the market. “They would start digging to claim their territory,” he says. Between 1970 and 2000, the number of malls in America grew from 276 to 1,017, according to the International Council of Shopping Centers.


The malls had a symbiotic relationship with the towns they occupied. They were a big employer, with their tenants hiring clerks and shopkeepers and vendors. They also generated sales taxes that funded public schools, roads, and other infrastructure projects.


In 1994, not only were the malls thriving, but so was much of retail. Main Street was full of local toy stores, boutiques, and specialty shops that neighbors popped into for daily needs. A whole host of big box stores filled strip malls in suburbia in those years: Circuit City, Borders, Toys “R” Us, and Linens ’n Things—all now defunct or bankrupt—had giant footprints.


And the number of stores sprawling across America was as eye-popping as the size of the stores themselves. It was the age of the superstore. In the late 1980s and through the 1990s, retail chains shifted to this format, opening up giant boxes exceeding 40,000 square feet to offer unlimited selection. The name of the game was expansion, with the nation’s top retailers announcing newer, bigger stores seemingly every week in order to get closer to where their customers lived and bolster their sales.


“Every time something would open up, like a Bed Bath & Beyond, a Linens ’n Things would follow,” recalls Peter Schaeffer, a retail analyst in the 1990s. “Almost for every business, there was a duplicate of it to compete with, which was great for consumers.”


“In the 1990s we were like a rocket,” says Mickey Drexler, a retail legend nicknamed the “merchant prince” for his ability to spot trends and understand his customer. During the 1990s Drexler was CEO of Gap Inc., and in 1994 he launched the company’s Old Navy concept to rave reviews. Old Navy catered to a more price-conscious crowd and allowed parent company Gap to capture more sales from new customers. He later became the CEO of J.Crew. During the 1990s, Gap, like everyone else, was focused on expansion.


Wall Street rewarded the growth of retail companies. “In the 1980s and 1990s, the stocks were flying,” recalls Richard Baum, a Goldman Sachs retail analyst during the period. “There was still a lot of growth left.”


The act of shopping in person created a community in local towns. Main Street store owners knew their regular customers by name; they sponsored local Little League teams and holiday events and employed members of their communities. Healthy traffic and revenue to these stores buttressed local real estate developers and landlords. The money recirculated within the towns and cities through the local merchants, and they also generated sales taxes for local projects and school systems. The relationship was symbiotic.


Kathy McCauslin-Cadieux’s story was a common one. She opened the doors to her first boutique in Strasburg, Pennsylvania, in 1989. She paid $500 a month in rent for a historic building in the heart of town that was a fixer-upper. She and her husband at the time patched the roof and cleaned out the cobwebs, and she merchandised it with women’s clothing and accessories. Creative Elegance, as she named it, became a fixture in the suburban town.


Each day, McCauslin-Cadieux greeted her customers with the same welcome: “How can I spoil you?” she would shout, often running across the boutique to hug her loyal shoppers. McCauslin-Cadieux delighted in helping her “ladies,” as she called them, pick out designer blazers, dresses, and accessories. “I knew their closets better than they did,” she says. “I loved making the women who came in feel beautiful.”


McCauslin-Cadieux’s Creative Elegance boutique took off, allowing her to open two more locations in Pennsylvania. Her success enabled her to employ two dozen women, and the store grossed more than $1.5 million in sales.


Between her loyal following and foot traffic from the bustling downtown, she was able to exceed her financial goals.


These were simpler times. Customers didn’t carry cell phones everywhere they went. Fewer than 23 percent of Americans owned computers in 1993. Most didn’t readily access the internet or understand the potential for what it would soon disrupt. The notion that a computer could stop customers from shopping at their local JCPenney or displace the experience of a wide-eyed child running through the doors of a Toys “R” Us was more fantasy than possibility during these days.


Little did McCauslin-Cadieux know in 1994 that a former hedge fund employee in Seattle was planning to use computers to gun for her business—and all of Main Street.
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That summer, a thirty-year-old Jeff Bezos and his wife, MacKenzie, left their cushy jobs on Wall Street and gambled it on a risky idea: the internet, they believed, offered an undeniable opportunity. They wanted to figure out how to commercialize it.


Both of them had been employed at D. E. Shaw, a quantitative hedge fund known for revolutionizing trading by using computer-generated models to make investment decisions. Bezos had been in his fourth year at the hedge fund when his boss, legendary investor David Shaw, tasked his rising star to research the opportunities of a nascent technology: the internet. The internet had been limited to a small group of scientists, academics, and an always-prescient David Shaw, who used the technology at his hedge fund, where many of his employees were not cut of traditional hedge fund cloth but were computer scientists. Bezos, too, fit the mold. He had majored in computer science and electrical engineering at Princeton University and before joining Shaw had worked at a telecommunications startup and Bankers Trust.


Shaw was bullish on the internet’s potential beyond the small circles it had been used in. He had applied algorithms to trading to outperform the broader stock market, helping to pioneer the use of computing power for such uses. But there were certainly more opportunities.


Internet usage had begun to expand beyond the early adopters of computer scientists and academics like Shaw and was on the brink of adoption by ordinary people. There was a major opportunity as it became more mainstream, he told Bezos and other D. E. Shaw employees.


The hedge fund embarked on a fact-finding mission to research ways the internet could disrupt ordinary tasks. Shaw gave Bezos the assignment to explore selling things on the internet. He tasked colleague David Siegel with researching the financial services use cases of the web and told Charles Ardai, another employee, to look into other areas where this new technology could be applied.


If any of the areas had legs, the idea was for D. E. Shaw to be at the forefront of commercializing them.


Shaw was especially keen on the potential of being a first mover on e-commerce. In talks with his staff, Shaw described a hypothetical scenario of customers using the internet to buy a garden hose, having it delivered to their homes, and then leaving feedback on the product for other shoppers. It was the first spitballing session regarding what would later become online product reviews, employees at the time recall.


For months, Bezos researched the project. The projections for internet usage growth were staggering. The more Bezos looked into the possibilities, the more excited he got.


In researching the possibility of online commerce for Shaw, Bezos came across extraordinary statistics about the growth in the number of bytes being transmitted over the web. “Anything growing that fast, even if its baseline usage was tiny, it’s going to be big. I looked at that, and I was like, ‘I should come up with a business idea on the internet and let the internet grow around this,’” he later told private-equity executive David Rubenstein in an interview. He decided that he’d be the one to commercialize it.


Bezos studied reams of mail-order catalogs to understand what sorts of items the companies stocked and shipped to customers. Books seemed like an opening. There were too many titles to fit into a single catalog, and they were small enough to ship inexpensively. Of the twenty products he had been researching, books presented the best initial opportunity.


He and MacKenzie decided to give it a go. But first, Bezos broke the news to Shaw.


“Jeff, this is a really good idea. I think you’re onto a good idea here, but this would be a better idea for somebody who didn’t already have a good job,” Shaw told Bezos during a two-hour walk in New York’s Central Park.


Shaw tried to dissuade him. He also told Bezos that D. E. Shaw could enter the space as a competitor. The idea, after all, had originally been Shaw’s, and the research Bezos had done was on Shaw’s dime.


“The idea was always that someone would be allowed to make a profit as an intermediary. The key question is, who will get to be that middleman?” Shaw said in an interview with the New York Times. He intended for his company to be that middleman.


In the summer of 1994, Bezos left his job at D. E. Shaw and ventured off on his own.


Shaw was generous about Bezos leaving to found what would become Amazon. “Nobody knew quite how generous he was at the time,” says a former employee who worked at D. E. Shaw during Bezos’s tenure. Shaw’s instincts in each space materialized. The other two ideas Shaw seeded turned out to be successes, but in those cases, D. E. Shaw benefited from the upside. The project Ardai worked on became the email service Juno, which went public and later merged with NetZero. Shaw sold Siegel’s project, an online brokerage technology unit, to Merrill Lynch. Shaw was shrewd and his instincts were good. Though he wouldn’t know it at the time, letting Bezos walk away would change the course of American business.
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After resigning, the newlyweds left their cushy life in Manhattan. They packed up their Upper West Side apartment, abandoned a combined salary approaching $1 million a year (mostly Jeff’s salary), and bet it all on an idea that that was far from a sure thing. Bezos self-funded the early days, helped by an initial $100,000 investment from his parents’ life savings (later bumped up to $245,000). He warned them there was a 70 percent chance they’d lose their investment. It was all risk, and there was no guarantee it would work.


After flying to Texas to pick up an old Chevy Blazer, they drove west without a specific destination in mind. While MacKenzie drove, Bezos typed the first version of his thirty-page business plan on his laptop and narrowed the location of their new home down to Portland, Oregon, or Seattle, Washington.


Bezos was shrewd from the start. His Wall Street mind was in motion. In addition to finding a city with hiring potential to staff the startup, the financial whiz kid also wanted to leverage the system. In the cutthroat world of hedge funds, employees are always looking for what they refer to as “arbitrage strategies,” and Bezos was no different. His new company would have a spate of advantages over physical retailers, one of the most important being its tax treatment. Washington state had a small enough population, and because of the way tax laws were enforced at the time, his new company could ship books to customers across the rest of the country tax-free, with only customers where the company was physically located paying sales tax. It also had an ample supply of techies working at Microsoft and was located near a major book distributor. They headed toward Seattle.
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Given what the retail and Main Street environment looked like at the time, the odds were stacked against Bezos and his startup. What’s more, the internet represented something of an Oregon Trail for stalwart pioneers smart enough to navigate it and, more importantly, monetize it.


In 1994, only 3 percent of Americans had ever signed onto the World Wide Web, yet Bezos was creating an entire business predicated on the belief that they would come in droves.


The majority of Americans didn’t own computers. The ones that did had a steep learning curve and dial-up modems. They sure as hell didn’t trust them enough to type their credit card numbers into the abyss to buy goods they could easily get at the mall. Most average Americans were confused by the nomenclature of the new technology. Newspapers spoke of the “information superhighway” or “I-Way” and defined the internet as a “global computer network.” While adoption was rapidly expanding, Americans were still grappling with a very steep learning curve.


A Wall Street Journal profile of Bezos in 1996 describes e-commerce as “one of the iffiest business propositions of modern times: retailing on the Internet.”


But that wouldn’t intimidate Bezos. Since childhood, he had been a consummate inventor and tinkerer. Problem solving came innately to him, and he achieved much of what he set his mind to despite humble beginnings.


He was born to Jacklyn Gise, a seventeen-year-old high school student in Albuquerque, New Mexico, and nineteen-year-old Ted Jorgensen. While his biological father was not around to raise him, Bezos’s maternal grandfather’s influence on him was indelible, helping to shape who Bezos would become. His mother later married a Cuban immigrant with a Horatio Alger–like success story who adopted Jeff as his son and whose last name Jeff would come to adopt.


Bezos learned by doing. He was schooled in the Montessori method and exhibited precociousness from his earliest days. Into his adolescence, Bezos kept inventing. He made an automatic gate closer out of cement-filled tires. He built a device made of baking pans to trap his siblings. These proclivities started early. As a toddler, he even used a screwdriver to dismantle his crib, his mother later told an audience, saying it reinforced her notion that he was wired differently.


He approached his studies with the same tenacity he did his inventing, graduating valedictorian from Miami Palmetto Senior High School in Florida. At Princeton University he graduated summa cum laude from the school’s honors program.


Problem solving and self-reliance always stuck with Bezos. As the thirty-year-old settled into his modest ranch-style home and began to map out the start of his new company, figuring out how to get customers to shop online in 1994 seemed like one of the biggest, juiciest problems to solve.
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Bezos started in the stereotypical fashion of many technology entrepreneurs. He began working out of his garage, in his case in the city of Bellevue, just a short drive from Seattle, and hired employees to staff his online bookselling business.


He initially called the company Cadabra, short for the magic word “abracadabra,” in order to convey the mystique of making a book appear on someone’s doorstep after ordering it on the internet. But “Cadabra” sounded too similar to “cadaver,” so in early 1995, Bezos incorporated the company under the name Amazon. He was drawn to Amazon because it was one of the world’s largest rivers and conveyed size. An added bonus: being at the beginning of the alphabet ensured it would be near the front of directories.


The business was anything but a guaranteed success. Nick Hanauer, a Seattleite who worked for his family’s pillow and duvet manufacturing business, met Bezos earlier in Jeff’s days at D. E. Shaw when Bezos was dating Anne Dinning, a D. E. Shaw employee who was old friends with Hanauer. (Dinning would go on to join D. E. Shaw’s executive committee and is currently one of Wall Street’s highest-ranking women.) Hanauer and Bezos stayed in touch even after Dinning and Bezos broke up, bonding over the opportunities the nascent internet could present. “He and I both, for different reasons, had an incredibly early interest in e-commerce,” recalls Hanauer.


Hanauer begged to invest in Amazon and became one of the first investors, handing over $45,000. “It was literally every dollar of free cash I had,” recalls Hanauer. His enthusiasm to invest in Amazon and his understanding of Bezos’s vision for Amazon’s business model was not the norm.


In meetings with other potential investors, the most common question Bezos fielded was “What’s the internet?” Hanauer’s own father and brother passed on investing in Amazon during its initial round. “My dad said, ‘Why would I ever go to an online bookstore when I enjoy going to physical bookstores so much? I get so much pleasure out of that. Why would anyone ever want to shop online because it’s fun to go shopping?’” Hanauer remembers.


Tom Alberg, a Seattle-based technology executive who cofounded venture capital firm Madrona Venture Group, was one of Bezos’s first meetings. He was impressed by Bezos and his business plan, but needed some time to think about whether he wanted to invest. In August 1995, he told Bezos that he would invest only when the entrepreneur had secured the rest of the $1 million he was seeking. It took sixty meetings, most of them rejections, for Bezos to net his first $1 million in fundraising. Most angel investors committed just $50,000 each. (Just a few years later, the internet frenzy he was partly responsible for creating would result in entrepreneurs collecting $10-million checks with the ease of a phone call. Investors would throw more money at internet entrepreneurs than the entrepreneurs even knew what to do with.) In November, Bezos called Alberg to say he had $1 million in commitments, and Alberg forked over his $50,000 investment. Alberg would serve as an Amazon board member for two decades and become a close confidant of the CEO.


Charles Katz, a partner at Seattle law firm Perkins Coie LLP, met Bezos during his early days of working out of the garage. When he arrived, Bezos was sitting behind a desk made of a door laid on top of four pieces of wood—a scrappy and cheap alternative to buying a desk. Bezos needed a corporate lawyer, and he filled Katz in on his business plan. Katz was impressed by the young entrepreneur’s energy and industrious nature. And even though his idea sounded far-fetched to the lawyer, Bezos seemed confident.


“I remember Jeff saying to me, ‘You know this isn’t about books,’” recalls Katz. Books were the easiest category to begin with, the entrepreneur explained to the lawyer, “But we are definitely going to move into other areas,” he said.















CHAPTER 2



Growth over Profits


EACH MORNING, AMAZON’S EMPLOYEES filed into a dumpy Seattle office with stained carpets on the same block as a heroin needle exchange. Employees at the time describe working well into the evening and then leaving the office to find perpetrators bent over the back of a police car getting frisked.


The offices were so cramped that even the kitchen where workers warmed their lunches and made tea doubled as someone’s office. Another employee worked out of a broom closet, and several employees set up their desks in hallways.


But the atmosphere and the seventy-hour workweeks were acceptable for many of Amazon’s first employees, who made up a merry band of misfits who believed they were changing the world.


Shel Kaphan, Amazon’s first employee, who would be responsible for creating the original technology behind Amazon.com, joined the company from Kaleida Labs, a joint venture between Apple and IBM. He didn’t have a classic résumé—he graduated from college over the course of a decade, working at an MIT spinoff in between—but was by all accounts a brilliant engineer.


Kaphan started at Amazon when the company was still operating out of Bezos’s garage, alongside a British programmer named Paul Davis, who joined the company in 1994 after holding a job at the University of Washington.


Many of the early employees were from the Seattle area, and in the early 1990s the vibe was grunge, with the area having birthed acts like Nirvana and Pearl Jam. Flannels, ripped jeans, and body piercings were de rigueur.


Amazon’s earliest employees had a bohemian sensibility. Some were hippies by nature with interests in music and the arts. Many had worked in academia. One had a background researching climate change. Another had a creative writing MFA. One had been a carpenter before being hired to a senior position running Amazon’s warehouse. On nights they weren’t working until all hours, many frequented the Crocodile, Seattle’s famous rock nightclub where acts such as R.E.M. would play.


There was a common mission among many of the early employees to democratize reading. “People like myself were like, ‘Oh, isn’t the internet wonderful for education? This will be great for making any book available to anyone in the world.’ A lot of us early Amazonians were not at all financially driven,” recalls Jonathan Kochmer, one of Amazon’s earliest employees. Though he conceded that Bezos “was absolutely certain it could be monetized tremendously.”


On July 16, 1995, Amazon.com went live. The website wasn’t much to look at. It was gray and blue with lots of clunky hyperlinks and strange fonts. It touted itself as having “One million titles, consistently low prices.”


The strategy at first was crude. Amazon listed titles from two of the biggest book distributors in the US: Ingram and Baker & Taylor. When customers placed an order for one of their titles, Amazon would order it from the distributor, then repackage the books from its own warehouse and ship it to the customer. It was an asset-light strategy that allowed the upstart to test its concept without holding tons of expensive inventory. The only items Amazon kept continually in stock were bestsellers that had high demand. At the end of the day, Bezos, MacKenzie, and other senior executives would often come into the warehouse to help employees clear the day’s books and get them out the door to the post office.


By not having the overhead of stores and employees to staff them, Amazon was able to price its books lower than physical bookstores could. The savings from not having to pay for physical real estate and hundreds of employees to staff them meant they could sell books to their customers at cheaper prices.


Bezos’s instincts about e-commerce—however unlikely they seemed at the time—proved correct beyond his wildest dreams.


Within its first week of launching, Amazon had $12,438 in sales. By the end of 1995, Amazon sales hit $511,000. “In the early days, we had three scenarios: low case, medium case, and high case,” remembers Hanauer, who served as an adviser to Amazon’s board for five years. “Within months of launch, we were beyond the high-case scenario. No matter how ambitious the forecasts were in our planning and our selling documents, we went way beyond.”


One occurrence the company had underestimated in its initial business plan was the number of calls to its phone number. This was the early days of e-commerce, and people hadn’t developed the habit of typing their credit cards into their computer and trusting that the item would arrive at their doorstep days later. Customers called the customer service line at the end of their online checkout and said, “I see I have to give my credit card. I’m really not comfortable doing that. Can I give it to you over the phone?” recalls Todd Tarbert, the lawyer who incorporated Amazon and advised it in those first few years. After they were instructed on how to enter their credit card information, they’d call the customer service line back, this time to check if Amazon received their order, he said. Subsequent calls were fielded from customers asking when the order would arrive.


Amazon’s first employees tended to the business like a needy infant. After working long days, they’d log in at night to check on the website and make sure it was fully functioning. If they spotted an issue, they’d drive to the office in the middle of the night to fix it. One former employee described the early years of the website launching as holding on to the side of a rocket ship by his fingernails.


It was all hands on deck, and everyone needed to be a jack of all trades to keep up. Bezos was a constant presence, working alongside his staff. The atmosphere, for a time, was collegial: at the company picnic, Bezos even sat in a dunk tank as employees pelted balls at a target to try to submerge him.


But Bezos didn’t seem to have the same long-term goals as the people he had hired to help prove his concept, and even the sense of a collegiate atmosphere would soon prove fleeting. One afternoon at Amazon’s offices, Kaphan and a handful of other employees were chatting with Bezos when the founder piped up: “The problem with you guys is you don’t have killer instinct,” Bezos said derisively. It was a glimmer into the former Wall Street executive’s aspirations, and a distinct break with the more idealistic mindsets of many of his earliest staffers. (Amazon disputed that Bezos said this.)


For example, when Bezos was looking for a domain name for the company, he registered Relentless.com (a website Amazon still owns that redirects you to Amazon.com) before settling on Amazon. Friends pointed out that “relentless” has a certain sinister connotation to it, according to journalist Brad Stone. He ditched naming his company Relentless, but a drive to win at all costs was second nature to him and apparent from the start.


“We definitely did not have a killer mentality,” said Davis, employee number 2 at Amazon, of some of the company’s early mission-based employees. Davis had also joined Amazon during the garage days, programming Amazon’s website alongside Kaphan. He says both he and Kaphan were a bit idealistic about the company they worked for and what purpose it was serving for its customers.


In those early days after the site launched, emails flooded in from customers throughout the country thanking Amazon. “It’s so great that you’re doing this because going to bookstores for me is a 200-mile round-trip drive,” people would write. Davis loved reading them.


Pre-launch, there was no guarantee that what they were creating would amount to any measure of success. But after it launched and so quickly took off, it raised existential questions for some of Amazon’s earliest employees.


Orders came in from every state in just a month’s time. Davis pulled Bezos aside. The Englishman was a big book lover and frequented a beloved Seattle independent bookstore called Elliott Bay, which had been an institution in the city since 1973.


“What happens if what we’re doing shuts down Elliott Bay?” Davis asked Bezos.


“I love Elliott Bay. We could never shut down places like Elliott Bay,” Bezos replied. Davis would later recall that it’s hard to know whether Bezos believed what he said, but suspected that Bezos did mean it. “I think that the success of the company, to some extent, even took him by surprise,” Davis said. (In a testament to how cherished the bookstore is in Seattle, Elliott Bay does still exist.)


In fact, prior to launch, Bezos was skeptical that shoppers would show up. “We had very low expectations for starting off, and thought it would take a long, long time for consumer habits to adopt to buying online at all,” he said. In those days, the mall was considered one-stop shopping for most Americans. The closest well-known comparisons to what Bezos was trying to achieve in the long run—the ability to buy anything from home without leaving your couch—was the Sears catalog or the Home Shopping Network. eBay launched in 1995, but its whole business was person-to-person sales and more akin to an online flea market.


Davis ended up leaving the company in 1996. “One of the main reasons I left was that I could already sense after a year what the corporate culture was that Jeff wanted to build. The only way we were going to succeed was by being some combination of incredibly smart and ruthless.” (Amazon disputes that the culture is ruthless.)


That same year, Scott Lipsky joined Amazon to be the company’s vice president of business expansion. He spent a lot of time with Bezos, and the two often went to lunch together, where they would discuss work and their personal lives. Lipsky identified as an empath, someone who is able to read the emotions of other people. He recalls Bezos being very fascinated by that ability.


“Jeff knew he was not empathic. He was a very driven, vision-focused CEO,” said Lipsky. “I got a constant sense that he had this real, deep personal obsession with the idea of people understanding other people in a deep way.”


Hanauer also saw signs of Bezos’s lack of empathy. The pace was as frenetic as ever inside the startup. Walking around headquarters, it was common to see sleeping bags stuffed under employees’ desks. Kochmer recalls a stretch where he didn’t leave the office for an entire month. He slept under his desk. Kay Dangaard, one of Amazon’s earliest spokespeople, said the building was abuzz and programmers often spent the night. “The odor was horrendous,” she said.


At an early company offsite meeting, engineers explained that they were constantly working into the early morning, often sleeping under their desks in order to handle the workload. As Hanauer recalled, they complained that the company wouldn’t cover the cost of a pizza order delivered to the office at midnight to help them power through their work. Bezos heard these complaints and refused the request. Yes, Bezos had instituted a culture of extreme frugality, only opting to spend money on things that benefited the customer. But this felt different from that sort of penny-pinching. “It was ‘You’re hungry, you pay for it,’” Hanauer said, which showed just how unempathetic Bezos was to their situation. “I was flabbergasted, so was everybody.”


The lack of empathy would persist for years, revealing itself in the dressing down of employees in meetings whom he deemed unprepared or not up to the task. “In the first cycle of Amazon, he didn’t view it as chewing people out. It’s worse to a degree for the person because in their mind it’s like, ‘I just was clearly exposed as being a fucking moron,’” an S-Team member said. But to Bezos it was all business. “Jeff, I don’t think ever thought he was being mean to anybody,” the person added. “He had a very low tolerance of stupidity.”
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Bezos’s ambition would soon reveal itself in a big way.


In 1996, Amazon’s sales exploded. Amazon started the year with around a dozen employees but bulked up to 150 by year’s end to process the orders.


With Amazon’s sales taking off like a rocket ship, Bezos was excited to take Amazon public. Raising money in a public offering would provide a cash infusion to fund its expansion plans and help Bezos preserve his lead over booksellers while raising awareness about the company’s website. Barnes & Noble was readying its own website to sell books online, and Wall Street saw no reason other booksellers like Borders couldn’t follow suit.


An IPO would also provide funding to pursue similar disruption in categories beyond books.


Amazon hired advisers such as investment bank Deutsche Morgan Grenfell and law firms Perkins Coie LLP and Wilson Sonsini Goodrich & Rosati to work on the IPO. The advisers holed up in Silicon Valley, pulling all-nighters to draft Amazon’s IPO prospectus. “We worked around the clock on it,” recalls Charles Katz, who was the lead lawyer at Perkins Coie for Amazon on the IPO. Bezos micromanaged the entire affair, poring over every detail in the prospectus.


Initially, the company said that it wanted to raise about $37 million in an IPO selling 2.5 million shares of Amazon’s stock for $13 each, giving it a $300 million valuation. A Wired article at the time called the valuation “a pretty penny for a firm that lost about $6 million last year. And Amazon.com’s prospectus suggests those losses could grow larger.”


Amazon’s lack of profits wasn’t new for a company going public at the time. Software maker Netscape’s public offering two years prior was one of the biggest frenzies on Wall Street. The unprofitable company’s shares surged more than 150 percent in its debut, with investors clamoring to get a piece of the internet. But the vast majority of companies going public had solid earnings.


As part of an IPO process, management teams meet with potential investors to tell their story and defend the company’s business model. Bezos and his CFO at the time, Joy Covey, went on an investor roadshow, meeting with possible shareholders. Bezos went into the meetings optimistic. He had proven his business model and was well on his way to creating an entirely new industry. But investors were skeptical.


In private meetings, prospective investors pummeled the two executives. Amazon was bleeding money, and there wasn’t a standard way to assign a value to a company with no profits in sight that had lost nearly $6 million the previous year. What’s more, Amazon was one of the earliest e-commerce IPO offerings, so there weren’t many companies to compare it to. The investors warned of competition from retail’s biggest giants, who could launch their own websites, and pressed a cagey Bezos for more details of his business plan.


Other IPOs that year ran the gamut. Semiconductor company Rambus went public the day before Amazon, and its share price nearly doubled the day it started trading. Rambus had become profitable merely two quarters prior to going public.


In a sign of the times, one of the year’s largest IPOs was from a traditional clothing company. Ralph Lauren had $117.3 million in profits for the year leading up to its IPO and raised a whopping $767 million.


The thinking inside Amazon was “It doesn’t matter if we’re losing money; let’s own the space,” recalls Katz. “Amazon was about to be challenged by Barnes & Noble.”


What Amazon lacked in profits, it made up for in revenue growth. By that measure, Amazon’s figures were eye-popping, recalls Mark Bertelsen, one of Amazon’s lawyers from Wilson Sonsini. Amazon’s revenues doubled in each of the most recent four quarters in the company’s IPO prospectus.


The roadshow didn’t rattle Bezos. A day before going public, Amazon’s underwriters held a pricing call with investors. This all-important temperature check happens before every company goes public and is a delicate dance. Bankers sound out investors on the demand for a company’s shares and, like the tale of Goldilocks, try to price the shares not too high and not too low, but just right. Pricing a stock too high runs the risk of the company trading below where it’s priced, a black eye on Wall Street that could spook future investors. Underpricing it means the company doesn’t raise as much as it could and leaves money on the table. It’s part art, part science, and Wall Street’s top bankers pride themselves in getting as close as humanly possible to the highest range of pricing.


Despite the questions about Amazon’s profitability, investors eventually bought into Bezos’s vision at the roadshow. Underwriters on the deal fielded strong demand from investors, and the preliminary orders for Amazon’s stock exceeded the number of shares the company planned to sell.


Frank Quattrone—the lead banker on Deutsche Morgan Grenfell’s team—was a legend on Wall Street. The mustachioed dealmaker had a reputation for obtaining every possible cent for his clients on his deals. Quattrone told Bezos that Amazon should be priced at $16 per share, the high end of what Amazon had identified as its trading range.


Bezos wanted more, former Amazon director John Doerr recounted to CNBC. Bezos was intent on eking out every last bit of value out of the IPO. He questioned the banker. Why not $17, he asked. He went a step further and asked, would an attempt at $18 per share be a failure? Quattrone couldn’t say definitively that it would be a failure, but he tried to explain the delicate pricing process, which was based on the demand the underwriters had from investors. In the end, Bezos won. Amazon would price at $18 per share.


When the lawyers came downstairs to tell Dangaard the price, she sat in her office alone for a moment. Soon she heard the office erupt as the opening price became public. “The doors opened and all these kids were running around yelling and screaming, ‘$18! $18!’” she recalled. On May 15, 1997, Amazon went public at $18 per share. Employees were glued to their screens watching Amazon’s stock rise. Some were giddy with excitement, bragging about how many millions of dollars they were now worth.


The company raised $54 million. The stock rose to $23.50 by the end of the day, giving Amazon a valuation exceeding $560 million on its first day of trading and making Bezos—whose family owned more than 50 percent of Amazon’s equity—a multimillionaire many times over on paper.


As Bezos was about to hop on some investor calls, Dangaard pulled Bezos aside and offered an unsolicited piece of advice: “One of the things I would really like to tell you is as you’re getting more and more wealthy: be humble.”


As they walked into the conference room for the start of the investor calls, scribbled across Bezos’s notes in large letters were the words “HUMBLE. HUMBLE. HUMBLE.”


Bezos and his company hit the big leagues with its IPO just two years after launching its website and without showing a cent of profit.
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Once Bezos had a taste of success, he was dead set on preserving it. Amazon’s IPO attracted the attention of the world, but it also put a target on its back.


Just days before Amazon’s IPO, Barnes & Noble launched its own website. Bezos and Barnes & Noble CEO Leonard Riggio had a bit of a rivalry. Bezos caught wind of the announcement of Barnes & Noble’s new e-commerce site and tried to front-run it. A few months before Barnes & Noble’s big reveal, Amazon announced that it would begin selling bestsellers at a 40 percent discount and double its selection to 2.5 million titles. “Selection and price are important. We just doubled one and slashed the other,” Bezos said in a statement.


In fact, Amazon employees were so concerned about Barnes & Noble’s online entry that Bezos gathered all of his employees into a room to calm them down. “It was so scary for all of us, this idea that now we finally had a big competitor. That literally everybody’s parents were calling and saying, ‘Are you OK?,’” he said in an interview years later with Axel Springer.


By the end of its first year as a public company, Amazon’s market value had rocketed to $1.3 billion. Sales reached nearly $148 million, and customers grew from 180,000 to more than 1.5 million. Meanwhile, the company lost $27.6 million.


Amazon employees say the losses were by design. “He was very belligerent about the fact that the company should not and would not be turning a profit for a very long time. He saw the only path to success there being continued expansion and reinvestment,” says Davis. (Amazon denied that Bezos was “belligerent.”) Erich Ringewald, who joined Amazon in 1999, said that Bezos was adamant about reinvesting any free cash flow from established businesses, like books, back into the company. “He did not want to show a profit. He was managing the company to at best break even.”
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In his effort to stay ahead and preserve his first-mover advantage, people who knew him at the time said Bezos’s Machiavellian streak would often show.


Amazon had in a very short time disrupted the bookselling space, and Bezos and his team took note of how scared the established booksellers were of the upstart. But as he had told Katz, this was never about books. Could he replicate this dynamic across retail, writ large?


Amazon picked 1,000 of its customers to email with a simple question: what else would they like Amazon to sell? The responses were overwhelming, showing that people were willing to outsource anything they needed at that very moment to the website. One of the responses that stuck with Bezos was a request for Amazon to sell windshield wiper blades.


At a 1998 off-site meeting of Amazon’s management team at a Seattle hotel’s conference room, the leadership team plotted a methodical push into future categories, recalls Eugene Wei, who was a strategic analyst at Amazon at the time and attended the meeting.


Each vice president presented a report on a certain vertical, going through the competitive analysis for the product, margins, and total market size, and what Amazon’s share could look like. One pitched music and compact discs. Another pitched VHS tapes and DVDs. They discussed getting into selling computer software and magazine subscriptions, and even moving outside the US and tapping into consumers abroad. Later that year, Amazon began expanding its offerings to include music and movies. Just as it turned to Ingram and Baker & Taylor for books, it partnered with a distributor called Valley Media for access to new inventory.


The methodical push into each new category impressed Amazon’s early employees. It seemed like everything Bezos touched turned to gold. First, he created an online bookstore that went up against entrenched booksellers like Barnes & Noble, as well as the independents. It was a success. Then, he went after record stores by selling music in June 1998. Success.


Meanwhile, the engineering teams were hanging on by a thread just to meet Amazon’s book demand. “We could barely keep the wheels on the bus,” recalls Greg Linden, who started as a software engineer at Amazon in 1997. “There were so many customers. So many orders. And now Jeff wants to sell music, movies, and, what is this, hardware tools? Are you kidding? And he wants, what? To do it in Japanese and German? It was all hands on deck. Suddenly all the code had to sell things other than books. Suddenly all the code had to handle languages other than English.”


Even while expanding into new categories, Bezos worked to maintain the lead he had in books. In November 1998, Barnes & Noble announced a deal to buy book distributor Ingram. The acquisition would give Barnes & Noble ready access to a distribution center full of books that could jump-start its still-fledgling e-commerce efforts. Ingram also happened to be Amazon’s single largest supplier, accounting for about 40 percent of the company’s inventory in 1998.


Amazon released a statement on the planned acquisition that was meant to get the attention of antitrust regulators, saying that the deal “undoubtedly will raise industry-wide concerns.” It was the closing line, however, that raised eyebrows. “Worry not… Goliath is always in range of a good slingshot,” Bezos wrote. The founder characterized Amazon as David going up against Goliath and threatened that Amazon was coming for Barnes & Noble. It was highly unusual and cutting for corporate speak, but had Bezos’s signature micromanagerial style all over it: a press release punctuated with pithy quotes that assured it would be picked up by the media.


It was also tone deaf. Just a few years since launching its website, Amazon had already become the Goliath of bookselling based on its stock market valuation. While its sales were still smaller than Barnes & Noble’s in 1998, it was closing the gap. Since the prior year, its revenues more than quadrupled to $610 million, compared to Barnes & Noble’s $3 billion. Such speed of growth was unprecedented. Thus, while still smaller than Barnes & Noble by sales, the company was being valued on its meteoric growth by Wall Street. Barnes & Noble, in fact, responded by pointing this out: “Well, Mr. Bezos, what with a market capitalization of some $6 billion and more than four million customers, we suppose you know a Goliath when you see one. Your company is now worth more than Barnes & Noble, Borders, and all of the independent bookstores combined. Might we suggest that slingshots and pot shots should not be part of your arsenal.”


The Federal Trade Commission later recommended that Barnes & Noble’s deal to buy Ingram be blocked. Barnes & Noble walked away from the deal, slowing down its ability to catch up to Amazon online. (In this case, the FTC provided some relief to Amazon, and perhaps the idea of it being a David stuck. Yet, the company would go on to become an irrefutable Goliath, and not just in books. Decades later, the FTC would be faced with a far greater threat as they took on Amazon, a Goliath of unparalleled proportions.)


By 1998, Amazon had become bigger than all of its bookselling competitors combined by market cap alone. Bezos’s wealth would also enter the stratosphere. He was valued at $1.6 billion and made the Forbes list of richest Americans. However, Amazon was still bleeding money—it lost $124 million that year—and still had no profits in sight. As the company grew its top line, it continued to focus intensely on funding that growth. Amazon continued to add to its workforce and invested in building more warehouses to broaden its offerings. To entice shoppers, it priced its inventory at a discount, meaning Amazon’s margins were pretty low. This all came at a cost. It was a gambit that made Amazon continuously unprofitable, but it paid off, for Wall Street didn’t seem to care. Its stock continued to climb.


Bezos and CFO Covey had upended how shareholders judged the worth of retailers, causing them to suspend normal metrics like profit. The effect of this would reverberate across Wall Street and Main Street in the decades to come.


In Bezos’s first annual letter to shareholders, he acknowledged that they shouldn’t expect quarterly profits, and if they do, then maybe this isn’t the right company for them to invest in. There would be no short-term management to Wall Street for this CEO. “We believe that a fundamental measure of our success will be the shareholder value we create over the long term. This value will be a direct result of our ability to extend and solidify our current market leadership position,” he wrote.


He then shared a bulleted list of his approach to managing. It included: “We will continue to make investment decisions in light of long-term market leadership considerations rather than short-term profitability considerations or short-term Wall Street reactions.”


Investors ate up the pitch. With the exception of the tech bubble bursting in the early 2000s, which wiped out a large number of dot-com companies and made a major dent in the stock market valuations of technology companies, Amazon’s included (the company’s stock price fell by more than 90 percent), investors showed extraordinary patience with them nonetheless. They allowed Amazon to post losses in pursuit of growth.


Investors would not be so generous with Amazon’s competition.
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Reporters and analysts scrambled to figure out what industry Amazon would disrupt next as it built out its warehouses to carry more and more goods to ship to customers. In a March 1999 meeting with analysts in San Francisco, CFO Covey was asked if there was anything Amazon wouldn’t sell. “Cement,” she said. “It costs too much to ship,” according to a report from tech journalist Kara Swisher.


Just a few months later, Amazon expanded into categories such as toys and electronics, and the offices inside Amazon were aflutter. The breakneck pace at which Amazon was expanding was unheard of. “It would take three years to start a toy store from the ground up. We were opening up new businesses every four to six months,” recalls Paul Capelli, one of Amazon’s first public relations officials.


It was the same pattern over and over. Capelli would write the press release announcing Amazon’s new area of expansion. He’d send a draft of it to officials at Nasdaq ahead of time because of the surge in trading that inevitably hit once the press release crossed the newswire. “Every time we put out a press release, I knew the stock was going to jump hundreds of points,” he said.


On July 13, 1999, after Capelli sent his press release announcing that Amazon would expand into selling toys and electronics, the phones began ringing off the hook. Wall Street loved Amazon’s expansion “rinse and repeat” approach. With each new category it expanded in, Amazon chose growth over profits. Those gains often came at the expense of its rivals. It was seen as a zero-sum game. For every item that Amazon sold in the new categories it entered, it meant a loss from a physical store that merchandised that item.


“We were really competing against physical retail,” says Capelli. “There was nothing like us out there at the time.” Amazon’s disruption of entire categories revealed its more ambitious vision. “We spoke back then about how we were going to conquer Walmart.”


Without such leeway from the investment community, some early employees doubt Amazon could have become the behemoth it became. “As I look back, the thing I was most impressed about is the ability of Joy [Covey] and Jeff to manage Wall Street and to continue to convince them of the broader, long-term vision that every dollar we spent has to go back into the company,” says Capelli. He says that if Wall Street demanded that Amazon show profits, they would have fallen behind. “We were in a race,” he says.


The company’s ability to upend entire retail verticals sent early warning shots throughout corporate America. Retailers in the categories where Amazon had not yet methodically expanded started bracing themselves for potential entry and threw money into their own websites and distribution centers.


But the problem for many of them was that Amazon’s rise came just as brick-and-mortar retailers had invested in massive superstores. These costly 40,000- to 100,000-square-foot structures were expensive to build, stock, and staff, but this was retail’s way of offering unmatched selection, said Norman Axelrod, CEO of Linens ’n Things from 1988 to 2006. Then along came Amazon, with nearly limitless selection because it wasn’t constrained by the limitations of shelf space. Instead of hundreds of stores dotted across the country to reach consumers, Amazon just needed a few well-placed warehouses. The economics of scale were vastly different.


Axelrod, like many other retail CEOs, launched a website for Linens ’n Things. But the costs were challenging. In addition to funding the website and distribution centers, he had to also face the overhead costs of hundreds of stores. He also had less-forgiving shareholders, who, unlike Amazon’s, wouldn’t welcome losses as part of his strategy. Amazon’s competitors were beholden to Wall Street and weren’t given the same leeway. The idea of a publicly traded retailer reporting an earnings loss and being celebrated by its investors was unthinkable. This forced them to be cautious about how and where they spent their resources.


“For public companies, it was really challenging to make an all-in investment on e-commerce,” Axelrod said. He chose to invest less than $25 million in online operations for Linens ’n Things rather than the $100 million plus that the company would likely need to invest to be competitive. “It would have destroyed earnings in the short term,” he said of a major investment.


This scenario played out across the retail landscape. In the late 1990s, Jerry Storch, a senior executive at Target, spent $10,000 buying the domain name for Target.com and got into a bit of an argument with colleagues about the cost. “They were like, ‘Why are you wasting money on that? We own Targetstores.com,’” recalls Storch, who later went on to run Toys “R” Us.


“How do you compete with someone who spends a billion dollars on technology and can lose whatever they want and Wall Street still treats them like the hero?” Storch questioned. At Target, he said there was pressure to invest in and grow e-commerce revenues while not denting profits. “Investors had no patience for losses. You had to deliver on your quarters.”


As for what would have happened to publicly traded retail companies posting quarter after quarter after quarter of losses? “They would be out of business,” says Baum, the Goldman Sachs retail analyst. “Wall Street would never put up with it.” But the truth was more complicated: Wall Street was changing how they were evaluating companies, and they were far more forgiving to the ones becoming first movers taking advantage of the web. While other companies were beginning to develop an online presence, they weren’t internet companies. They were trying to use the web, however awkwardly, as a way to broaden their core brick-and-mortar businesses.


Amazon was already ahead of the competition when it came to online selling, and the pass from Wall Street would ensure it extended its lead against profit-bound competitors.


As Amazon expanded into more and more categories, sales grew. In 1999, the company added nearly 11 million new customers and Amazon’s market capitalization crossed $30 billion. Bezos was even named Time magazine’s Person of the Year for 1999. His profile in Time encapsulates how far online shopping had come in such a short period and how Bezos had helped to pioneer e-commerce long before anyone believed in its viability.


Bezos’s background of home run after home run made what happened next for Amazon a rare miss.


In 1999, Amazon employees began hearing murmurs of a top secret project in the works. Management had selected a group of a dozen engineers to create an auction site from scratch, going head-to-head with eBay.


Retail had been slow to embrace online sales, but eBay was an early adopter, launching its business in 1995. When it launched, “It scared the crap out of Jeff,” says Davis. “When they came online, I remember Jeff basically saying, ‘Well that’s over.’” In the four years since, eBay had cornered the market of online auctions, and Wall Street rewarded them, too, for their ingenuity. Bezos felt threatened by eBay and how they were operating, employees from the time said.


Bezos became fixated on eBay, which, unlike Amazon, was regularly profitable. The online flea market had a very lean operation—it hosted a platform for buyers and sellers to connect, and took a cut of each sale. Buyers bid on items for a predetermined period of time, and the seller shipped the item to the customer with the highest bid. It had no warehouses and no inventory, resulting in high margins. eBay went public a year after Amazon with a frenzied reception. Its shares nearly tripled on the first day of trading. “There is no hype here. This is a solid company that is profitable, and that is atypical for virtually every other Internet company out there,” an expert told CNET at the time of the IPO.


Word started to spread throughout Amazon’s offices that the company was going to “kill eBay,” recalls Steve Yegge, an Amazon technical program manager at the time. The small team of engineers worked in secret to copy eBay’s model feature for feature in just three months.


For all the innovation that Amazon later became known for, it also did a fair amount of copying along the way (a habit that it would not abandon as it continued to grow). In 1999, Amazon launched an online auction site on Amazon.com. Investors cheered the move, sending Amazon’s stock up 8 percent after the announcement of the initiative.


The service immediately flopped. “It was an engineering marvel and a business failure,” said Vijay Ravindran, one of the engineers on the team to build the technology. Despite replicating much of eBay’s functionality, customers didn’t come.


Auctions were a rare public failure for Amazon, but it would prove important for another reason. It set the stage for one of the company’s most important businesses, which would reshape Amazon for decades to come: Amazon Marketplace. The team would eventually pivot to creating something entirely new. In 2000, the company opened up its doors to individual sellers around the world on its third-party Marketplace, creating a business that would go on to transform Amazon into one of the country’s largest retailers.


In launching Marketplace, Amazon allowed stores, individuals, authors, and others to list new and used items on Amazon’s website to sell.


Internally, the move was fiercely debated. Amazon had a team of employees who were responsible for the sales of the items they merchandised. In other words, the team in charge of Amazon’s music business, which shipped CDs from its inventory, would now have to compete with not only shoppers going to a Tower Records store, but also third-party sellers listing the same CD on Amazon.com when customers entered a search query. If a customer ordered the CD from the third-party seller, Amazon collected a small fee, but that meant a missed sale for the employee overseeing music sales on Amazon’s first-party side of the business. It also meant a missed sale for Tower Records.


With the addition of Marketplace, Amazon’s retail business now had two competing teams: first-party (which were managed by Amazon employees from Amazon’s inventory) and third-party, or Marketplace (which gave outside retailers an online presence). This created a dynamic inside the company that would harden over time: in addition to competing with other retailers, Amazon’s own employees were also vying internally for the same customers.


Despite the concerns, Bezos directed his team to move forward. It was the quickest way for Amazon to have the unlimited selection he dreamed of, even if it did ruffle some feathers internally. The year Bezos founded the company, he told employee number 2, Paul Davis, that he wanted it to be the “Sears of the 21st century.” This was his shot.


The decision to compete with eBay—however initially flawed the execution—would ultimately lead to one of Amazon’s greatest innovations, become the backbone of its success, and become the muse for future businesses within Amazon.


As it turned out, Marketplace was a win-win for Amazon, both for its sellers and customers. Amazon collected a fee on every item a merchant sold, as well as a listing fee. The merchant got their products in front of millions of customers, and customers were able to find loads of different products all in one place. Expanding selection led customers to shop more frequently, shifting the website into a one-stop shop, an online destination that only years prior would have sounded completely unrealistic.


It was also an early example of what Bezos would later call a “flywheel,” a self-reinforcing loop that speeds up as it’s fed. With Marketplace, adding more selection meant customers would shop more, and if customers shopped more, more sellers would sign up, and if sellers wanted to reach Amazon’s customers, they might feel pressure to offer competitive prices in order to win the sale. The low prices would cause customers to return again and again.


By the turn of the century, Amazon was selling toys, electronics, and consumable products, and they started dabbling in mergers and acquisitions. The company’s Marketplace blew open the door and had begun changing the psychology of selling anything.


Even back in 1999, before the birth of Marketplace, and when he was profiled by Time, you could feel where Bezos’s mind was headed. When visitors walked into Amazon’s corporate headquarters, which was once an art deco hospital for US Marines, they’d see the CEO’s face placed on a bookshelf and surrounded by packaging peanuts. A framed copy of the issue hung on the wall. Inside the pages, the young CEO gives a glimmer of the world domination he was setting out to achieve:


“You name it, Amazon will sell it. ‘Anything,’ says Bezos, ‘with a capital A.’ And that’s the point: Jeffrey Preston Bezos is trying to assemble nothing less than Earth’s biggest selection of goods, then put them on his website for people to find and buy. Not just physical things that you can touch, but services too, such as banking, insurance, travel,” the profile said.
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