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Jeff Bezos Goes 
Grocery Shopping 

• The Amazon CEO's dream of disrupting supermarkets won't be as easy as beating Sears 

• "You're saving people a trip... but people actually like going to the store to buy groceries" 
Since its founding in 1994, 
A m a z o n . c o m I n c . has remade the 
business of retailing. But one brass ring 
has always remained outside its grasp: 
food. Despite several attempts to break 
into the $800 billion grocery industry 
over the past decade, the company has 
struggled to entice shoppers to buy, 
eggs, steaks, and berries online 
the same way they've flocked to 
buy books, tablets, and toys. 

Amazon's dreams are 
enormous. The secretive 
company's goal is to become 
a top-five grocery retailer by 
2025, according to a person 
familiar with the plans. That 
would translate into more than 
$30 billion in annual food and bev
erage spending through its sites, 
up from $8.7 billion-including 
AmazonFresh and all the retailer's 
other food and drink sales-in 2016 
according to Cowen & Co. LLC. 

Reaching that milestone would 
require billions of dollars of store 
and warehouse investments. That's 
an existential change for Amazon, 
which has long eschewed 
perishable goods and mostly 
avoided the overhead of 
physical stores. "A bunch of 
smart people at Amazon 
have been thinking about 
reimagining the next 
phase of physical retail," 
says Scott Jacobson, a 
former Amazon executive 
who's now a managing direc 
tor at Madrona Venture Group LLC. 
"They want more share of the wallet, 

and habitual, frequent use of Amazon 
for groceries is the ultimate goal." 

Amazon Chief Executive Officer 
Jeff Bezos seems to understand 
that he can't win the grocery game 
with websites, warehouses, and 
trucks alone. So the world's biggest 

online retailer sees brick-and-mortar 
stores playing a key role in a renewed 
grocery push, internal documents 
reviewed by Bloomberg show. 

Signs abound that Amazon is revising 
its approach to snare food shoppers. 
Last year it purchased supply-chain 
software from LLamasoft Inc.-a major 
departure for a company known for 
its internal logistics prowess. More 
recently it changed the way various 
grocery teams were managed, to 
narrow their focus and set clear 

priorities, according to people 
familiar with the 

company's business, 
[in early March, men in 
'cherry pickers worked 
in a driving rain to 
affix "AmazonFresh" 
signs to a drive-in 
facility in Seattie's 
Ballard neighbor
hood, where shoppers 

can have online grocery 
orders loaded into their cars. And on 

March 29, Amazon said it's shutter
ing the Quidsi division running 

its Diapers.com and Soap 
.com websites-shifting 
their software developers 
to Amazon Fresh. 

The biggest break 
from Amazon's • 
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< standard formula is expected next 
year when the giant e-tailer w i l l invite 
shoppers inside its o w n grocery stores 
to smell the oranges, squeeze the 
tomatoes, and tap the watermelons. 

Amazon is testing three brick-and-
mortar grocery formats i n Seattle: 
convenience stores called Amazon Go, 
the AmazonFresh drive-in grocery 
kiosks, and a hybr id supermarket 
that mixes online and in-store shop
ping features. The company may even
tually open as many as 2,000 stores, 
according to internal documents. 

An Amazon spokeswoman declined 
interview requests for this story. A n d so 
far, details of Amazon's game plan are 
few, save for a video about Amazon Go's 
no-checkout format that has racked up 
more than 8.7 m i l l i o n views on YouTube 
and a March 28 announcement that two 
grocery pickup kiosks are being tested 
i n Seattle. But one thing that's certain is 
Amazon's current offerings of groceries 
online can be confusing. AmazonFresh 
is available i n about 20 U.S. cities for 
$14.99 a month. Prime Pantry lets shop
pers buy crackers, cookies, coffee, and 
other nonperishables for a delivery fee 
of $5-99 per shipping box. Amazon's 
speedy drop-off service, Prime Now, 
offers items f rom local grocers in some 
cities. Its stick-on FTifff?!!!T»^ II 11 
let people wirelessly order many 
household products- including some 
groceries, but not fresh food-by l inking 
to their Amazon account w i t h a finger 
tap. A n d Subscribe & Save offers dis
counts to customers who sign up for 
periodic delivery of laundry detergent, 
toothpaste, diapers, and other items 
frequently purchased in supermarkets. 

One problem dogging AmazonFresh 
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is the high cost o f food going bad. 
For conventional grocery sellers, 
chicken breasts nearing their expira 
t i o n dates can be marked down. At 
AmazonFresh, such items aren't dis
counted but discarded, lest they be 
returned by frustrated customers, 
according to a person familiar w i t h the 
matter. AmazonFresh has lost money 
f rom spoilage at more than double t h 
rate for a typical supermarket, said t 
person, who asked not to be identify 
discussing internal operations. 

"Grocery is the most a l lur ing 
and treacherous category," says 
Nadia Shouraboura, a former 
Amazon executive whose company, 
Hointer Inc. , is developing technology 
to improve in-store grocery shopping. 
" I t lures inventors and retailers w i t h 
shopping volume and frequency, and 
then sinks t h e m w i t h low margin." 

To compete w i t h supermarket giants 
such as Wal-Mart-Stores Inc. and 
Kroger Co. andcounter customer 
apprehension about buying fresh food 
online<Amazon executives decided last 

r to explore building grocery stores 
closer i n size to a T r a d e r Joe's than a 
Walmart to offer easy access to mi lk , 
eggs, and produce. Other items like 
paper towels and canned goods would 
be stocked on-site i n a warehouse 
where they could be easily delivered 
to shoppers before they head home, 
according to documents reviewed by 
Bloomberg. The stores w o u l d also serve 
as a delivery hub for online orders. Site 
selection for the concept's first store 
is under way in Seattle, says a person 
familiar w i t h the plan. 

Amazon Go, unveiled i n December, 
is open only to employees whi le 
the systems are tested. Cameras 
and sensors m o n i t o r shoppers w h o 
scan their smartphones on enter
ing, al lowing them to grab items such 
as sandwiches, drinks, and snacks 
and automatically pay for t h e m 
w i t h o u t a checkout kiosk. Products 
are embedded w i t h tracking devices 
that pair w i t h customers' phones to 
charge their accounts. Weight-sensitive 
shelves te l l Amazon when to restock. 

Although Amazon had hoped to open 
the site to the public in early 2017, the 
technology has been crashing i n tests 

when a store is too crowded, requiring 
workers to watch videos to ensure cus
tomers are charged for the right things, 
says a person familiar w i t h the plan. 
The Wall Street Journal on March 27 
reported the launch has been delayed. 

Even i f it solves its technical prob
lems, Amazon w i l l still face a broader 
industry challenge. "Online grocery 
is failing," says Kurt Jetta, CEO of 
TABS Analytics, a consumer-products 
research firm. Only 4.5 percent of shop
pers made frequent online grocery pur
chases in 2016, up just slightly f rom 
4.2 percent four years earlier, despite 
big investments f rom companies such 
as Amazon, according to TABS's annual 
surveys. "The whole premise is that 
you're saving people a tr ip to the store," 
says Jetta. "But people actually like 
going to the store to buy groceries." 

The retailer seems undeterred b y 
such concerns. "Amazon wants to be 
the first th ing any consumer thinks of 
when they need to buy anything," says 
Jim Hertel , a senior vice president at 
marketing tech company Inmar Inc. 
"Food is the largest retail category. 
They can't do what they want to do 
w i t h o u t grocery, and they're definitely 
not going to give up." — S p e n c e r Soper 
and Olivia Zaleski 

The bottom line Amazon is trying new approaches 
to conquer the $800 billion grocery industry. Tech 
problems have plagued a new store. 


