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Amazon.com Inc. has
struck again. Only this time
the internet giant is shaking
up an industry it hasn’t yet
entered.

Amazon’s potential entry
into the pharmacy-services in-
dustry helped spur CVS
Health Corp.’s $66 billion bid
for insurance giant Aetna Inc.,
according to a person familiar
with the matter. An acquisi-
tion of a major insurer was
among roughly a dozen strate-
gies CVS’s management team
recently presented to direc-
tors, the person said.

CVS and its rivals have
been under pressure to devise
a countermove should Amazon
enter the industry. The com-
pany’s stock, along with its ri-
vals, took a hit when news of

Amazon’s potential plans sur-
faced in May. Shares fell again
Thursday after the St. Louis
Post-Dispatch reported that
Amazon had obtained ap-
proval from several state
pharmaceutical boards to be-
come a wholesale distributor.
CVS and Walgreens shares
dropped roughly 3%.

The licenses are necessary
for selling medical wholesale
equipment to licensed profes-
sionals via the company’s
business-to-business market-
place platform, according to a
person familiar with the mat-
ter. Still, Amazon is looking at
getting into the pharmaceuti-
cal space, according to an-
other person familiar with the
matter, as the company con-
tinues to expand its business.

CVS felt further compelled
to make a dramatic move af-
ter federal antitrust regula-

tors rejected Walgreens Boots
Alliance Inc.’s proposed acqui-
sition of Rite Aid Corp. in
June, the person said. The
death of that deal solidified
the view that the solution to
intensifying competition must
come from beyond traditional
channels.

CVS and Walgreens have
been wading ever deeper into
health care as retail sales of
cosmetics, grocery items and
other merchandise count for a
shrinking share of their overall
revenue. Both chains have
grown their pharmacy benefit
and health-care businesses in
recent years. For CVS, retail
sales amounted to 46% of total
revenue in 2016, down from
52% in 2013. For Walgreens in
the U.S., that number fell to
33% last year, from 37% in 2013.

Last year, CVS reported
$120 billion in revenue from

its pharmacy-services segment
and $81 billion from the retail
side of its business. Those fig-
ures include $23.5 billion of
overlapping sales. About 75%
of the net retail revenue comes
from prescription drugs.

At almost every opportu-

Health-care industry
officials say the
pharmacy market is
ripe for e-commerce.

nity, analysts have peppered
CVS and Walgreens executives
with questions about their
plans to handle the Amazon
threat, especially after the Se-
attle giant acquired grocery
chain Whole Foods.

In June, when asked about
Amazon’s move to hire a man-
ager to develop a pharmacy
strategy, Walgreens CEQ Ste-
fano Pessina said Amazon’s
entry into the industry was
unlikely. “They have so many
opportunities around the
world and in many other cate-
gories, which are much, much
simpler than health care,
which is a very regulated busi-
ness,” he said.

A few months later, CVS
Chief Executive Larry Merlo
said the industry would “rise to
any challenges from any new
entrant.” He noted several hur-
dles to entering the industry,
including the fact that most
consumers opt against mail-or-
der drugs, regulatory challenges
and the complexities of juggling
physicians, pharmacists and in-
surers. “We’ve seen threats in
the past, OK,” he said.

Asked about Amazon’s inter-
est in health care on its earn-
ings call Thursday, director of
investor relations Dave Fildes
said that most of the com-
pany’s energy is currently fo-
cused on its Amazon Business
offering to hospitals, labs and
government agencies, as well
as interacting with that sector
via its cloud services business.

Health-care industry offi-
cials say the pharmacy market
is ripe for e-commerce, much
like book-selling was, espe-
cially if Amazon can provide
the kind of one-click conve-
nience it offers for books,
clothes and other products.

“Amazon’s entry is ex-
pected to pose an immediate
near term threat to retail
pharmacy chains” including
CVS and Walgreens, Leerink
Partners wrote in a recent
note to investors.



