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The Switch

Amazon Buys Stores; Walmart Buys Websites

almart, the world’s largest brick-and-mortar
retailer, has been playing catch up online
with Amazon for years—and that competitive
relationship just got more interesting.
Amazon’s recent acquisition of high-end grocer
Whole Foods inserts the online retailer into a retail
space that it had seemed for years to be trying to make
obsolete: physical stores. The company’s membership
service, Amazon Prime, has made buying everything
from books to toothpaste as easy as a few clicks. Its rapid
delivery services can make the process of navigating a
store and finding a product before buying seem like an
inconvenient task.
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Amazon’s Whole Foods acquisition comes after Walmart
bought several online retailers in rapid succession and
challenges Walmart in the grocery sector, which is an area
that contributes more than 50 percent to Walmart’s net
sales, according to the retailer’s 2017 annual report.

The seeming switch in focus for both retailers is intriguing.
Walmart’s efforts to improve in e-commerce look like natural
steps to modernizing and expanding. However, Amazon’s
foray into brick and mortar is more surprising because it looks
like a reverse in the company’s business model. The digital
innovator seems to be jumping abruptly into a marketplace it
doesn’t know well and that other retailers dominate. Read on
for more about both companies’ acquisitions and competition.

Amazon’s Growing Empire

In the 23 years since Amazon started, the
online retailer has evolved from a bookselling
website to an e-commerce giant that sells
everything from AA batteries to Zyrtec. Much of
its success is due to the company’s intense focus
on offering new, innovative technology and a
vast array of products.

Strong sales without a brick-and-mortar
presence have always helped set Amazon apart.
Yet in June 2017, Amazon did the unexpected.
The company announced it would acquire
Whole Foods, which includes about 450 physical
stores, for $13.7 billion, initiating the largest
acquisition in the online retailer’s history.

The deal follows years of Amazon building
up its online product offerings and bolstering
its business through acquisitions that have
primarily been technology related.

Because Amazon started out as a book retailer,
its 2008 purchase of Audible, the large audio
book producer, could be considered a natural
extension of its initial model.

Some of Amazon’s subsequent acquisitions
diversified that model. In 2012, Amazon purchased
robotics business Kiva Systems for $775 million,
which allowed the online retailer to use robots to
automate order picking and packing. As of 2015, the
retailer had as many as 30,000 warehouse robots.

In 2014, Amazon purchased the video-streaming
site Twitch for $970 million and entered the
markets of video streaming and esports (a form of
multiplayer online gaming).

The retailer also added a video-processing
company called Elemental Technologies to its
ranks in 2015, as well as Annapurna Labs, which
has been used to aid Amazon’s cloud computing
unit Amazon Web Services. The web services are
the backbone of many internet businesses.

Amazon’s purchase of Quidsi, a company that
hosted websites such as Diapers.com, was a
$500 million deal. Amazon bought Quidsi in 2010
in a price war with Walmart.

Quidsi co-founder Marc Lore ended up
working for Amazon for over two years following
the acquisition. He left in 2014 to help start an
e-commerce company called Jet.com, which
Walmart bought in 2016. Lore began working for
Walmart as part of the Jet.com deal.

Earlier this year, Amazon shut down Quidsi,
saying the website wasn’t profitable.

( Amazon

However, analysts speculate the decision boiled
down to a rivalry between Lore and Jeff Bezos,
Amazon co-founder and CEO, according to an
article by CNBC.

The CNBC article suggests Amazon wanted to
focus its efforts on its own website, rather than
on other sites, like Diapers.com.

“They didn’t buy service with Quidsi, they
bought domain names and customer lists,”
analyst Michael Pachter says in the article.

A New Strategy

Amazon’s most recent and expensive purchase
of Whole Foods may be how the e-commerce
giant will compete in brick and mortar against
Walmart, according to an article by The Atlantic.

“Amazon is trying to become Walmart—not
just an online megalith, but also a physical retail
powerhouse with dynamic pricing and stocking
strategies—faster than Walmart can become
Amazon,” the article says.

Amazon has been successfully adding to
its service and product offerings through
investments in areas such as entertainment and
smart home technology. Grocery, enhanced by
Whole Foods, adds another dynamic layer to
those offerings. Customers can stream a movie
from their couches, while ordering food that is

running low in their pantries.

With the acquisition of Whole Foods, Amazon now has brick-and-mortar

locations that may act as additional fullfillment centers for products.
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According to Walmart, 90 percent of the U.S. population lives within 10 miles
of a Walmart store, making online order pickup a viable solution for many.

Walmart )

Taking on the Web Giants

In contrast, Walmart is transitioning away from
growing its brick-and-mortar presence, and instead
will focus on developing its e-commerce, according
to the company’s 2017 annual report.

To anyone who has been paying attention to
Walmart’s acquisition activity over the past
two years, this transition is not new.

In July 2015, the massive retailer bought the
remaining shares of Chinese e-commerce company
Yihaodian for an unspecified sum. Walmart had
already owned half of Yihaodian, and said it
intended to invest up to $1.5 billion in global
e-commerce development, which included the rest
of Yihaodian,The Wall Street Journal reports.

In August 2016, Walmart announced its
acquisition of Jet.com for $3 billion in cash and
$300 million in Walmart shares. At that point,

Jet was “among the fastest growing and most
innovative e-commerce companies in the U.S.,”
according to Walmart.

Walmart’s purchases didn’t stop there. During
the first half of 2017, the retailer announced
acquisitions of three online apparel retailers for a
combined sum of about $436 million: Moosejaw,
an outdoor clothing retailer with a “large web
presence” and 10 retail stores (February 2017);
ModCloth, a women'’s apparel and accessories
online retailer (March 2017); and Bonobos, an

online menswear seller (June 2017).
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Beyond Acquisitions

The acquisitions do not represent a complete
transition in focus to e-commerce, but Walmart’s
other activities show that the retailer is cognizant of
the multilevel competition Amazon poses.

In 2015, Walmart launched an online membership
program called ShippingPass, which was comparable
to Amazon Prime, according to Business Insider.
For an annual fee, customers could order products
online and have them shipped to their homes for
no additional shipping charge. At $49, Walmart’s
program was about the half the annual cost of
Amazon Prime. In mid-2016, Walmart announced
ShippingPass customers would receive two-day
shipping instead of three to further compete with
Amazon’s similar service.

In early 2017, Walmart canceled ShippingPass
in favor of extending free two-day shipping to all
customers whose purchases total $35 or more.

“It no longer makes sense to charge for [two-day
shipping],” says Marc Lore in a press release from
Walmart. The co-founder of Jet.com is president and
CEO of Walmart’s U.S. e-commerce business. He
joined Walmart when the retailer acquired Jet.com,
which he developed after he left Amazon.

Walmart continues to innovate and grow its
fulfillment, delivery and in-store pickup operations.

The retailer increased its number of large
distribution centers dedicated to online orders from
five to 10 in 2016, according to a Reuters report.
The retailer has 100 smaller e-commerce centers
dedicated to packaging and shipping online orders,
and also uses about 80 retail stores as fulfillment
and shipping centers, Business Insider says. In
comparison, Amazon has about 180 fulfillment
centers in the U.S., Business Insider reports.

Walmart recently announced that store associates
can choose to deliver online orders for extra pay,
providing another method for customers to get their
Walmart purchases quickly.

Walmart’s 4,672 stores in the U.S. give the retailer
an advantage when offering in-store pickup.

The retailer recently introduced pickup towers,
or kiosks, inside stores. To get online orders,
customers scan receipts on their smartphones,
and a pickup tower delivers the order within
45 seconds. According to Business Insider, the
towers’ compartments adjust to accommodate
various package sizes, which make them more
versatile than the order pickup lockers that
Walmart and Amazon have both used. =
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Amazon
Fiscal years end Dec. 31

Operating Facilities Throughout the World

(in thousands)

® Office Space Fulfilment, Data Centers, Other

Leased - 15,768

Square
Footage 156,390
Owned I 3.643

Square | 3494
Footage

Total 159,884
| | | | | | | |
10 30 50 70 90 120 140 160

Net Products and Services* Sales

(in millions)

*Service sales include Amazon Web Services sales, certain digital content subscriptions, co-branded credit card agreements
and other services.

Percent Growth

2012 2013 2014 2015 2016 (From 2012 10 2016)
Net Product Sales $51,733 | $60,903 | $70,080 | $79,268 | $94,665 +83%
Net Service Sales $9,360 | $13,549 | $18,908 | $27,738 | $41,322 +341.5%

North American Net Sales

(in millions, broken out by product segment)

Percent Growth

2012 2013 2014 2015 2016 (£rom 2012 to 2016)

Electronics and Other | o, 5 | ¢79985 | $38,517 | $50,401 | $64,887 +178.8%
General Merchandise

Media $9,189 $10,809 | $11,567 | $12,483 | $13,580 +47.8%
Other

(nonretail sales, including | $2,351 $3,723 $750 $824 $1,318 -43.9%

branded credit cards)

Sources: Amazon annual reports
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Walmart

Fiscal years end Jan. 31

Percentage of Total Net Sales, by Merchandise Division

Sources: Walmart annual reports

@Grocery.........oiiiiia.. 56 %
® Healthand Wellness . .............. 1%
@ General Merchandise* ............. 33%

*General merchandise includes entertainment, hardlines,
apparel and home and seasonal products.
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U.S. and International Net Sales

(in millions)
Percent Growth
2013 2014 2015 2016 2017 feroem Srowth
U.S. Net Sales $274.433 | $279,406 | $288,049 | $298,378 | $307,833 +12.2%
Walmart International | o, ;10| <135513 | $136,160 | $123,408 | $116,119 -13.8%
Net Sales
Sam’s Club Net Sales | $56,423 | $57,157 | $58,020 | $56,828 | $57,365 +17

Walmart Store Count
(including Sam’s Club and other store formats)

Percent Growth
2013 2014 2015 2016 2017 (From 2012 to 2017)
U.S. Stores 4005 4203 4516 4574 4672 +16.7%
International Stores 5783 6107 6290 6299 6363 +10%

Sources: Walmart annual reports




