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Chapter One

[image: Image Missing]

Principle 1: Encourage “Successful Failure”

“I’ve made billions of dollars of failures at Amazon.com. Literally billions of dollars of failures. You might remember Pets.com or Kosmo.com. It was like getting a root canal with no anesthesia. None of those things are fun. But they also don’t matter.” —2014 Business Insider IGNITION conference5

Why in the world would Bezos say that blowing billions of dollars doesn’t matter?

The answer to that question is actually how he made those billions of dollars in the first place.

Jeff Bezos figured out very early on that unless you take risks, invest in risks, and intentionally create opportunities for “failure,” you’re not growing or thinking big enough.

Unfortunately, most people (and businesses) think of failure as something to be avoided at all costs. However, you’ll never be able to grow like Amazon if you’re not willing to risk failure.

But if failure isn’t always a bad thing, then what makes failure … “successful”?

In short, successful failure is what you learn from failure and how you apply what you’ve learned, and that makes all the difference.

Risk and Space

I believe Jeff Bezos has been thinking about risk since he was a little kid and fell in love with outer space. It may initially seem unrelated to how Amazon has grown, but it speaks to who Jeff Bezos is and why he thinks the way he does.

Bezos was born in 1964 in the dawn of America’s space exploration. In his high school valedictorian





















One Giant Step for Mankind …




“Houston, we’ve had a problem …”





































Amazon’s Most Successful Failures












A $178 Million Failure












Successful Failure as a Mindset for Success














2018 Letter to Shareowners with The Anderson Growth Principles (highlighted)


To our shareowners:

Something strange and remarkable has happened over the last 20 years. Take a look at these numbers:




	1999	3%

	2000	3%

	2001	6%

	2002	17%

	2003	22%

	2004	25%

	2005	28%

	2006	28%

	2007	29%

	2008	30%

	2009	31%

	2010	34%

	2011	38%

	2012	42%

	2013	46%

	2014	49%

	2015	51%

	2016	54%

	2017	56%

	2018	58%



The percentages represent the share of physical gross merchandise sales sold on Amazon by independent third-party sellers—mostly small- and medium-sized businesses—as opposed to Amazon retail’s own first party sales. Third-party sales have grown from 3% of the total to 58%. To put it bluntly:

Third-party sellers are kicking our first party butt. Badly.


And it’s a high bar too because our first-party business has grown dramatically over that period, from $1.6 billion in 1999 to $117 billion this past year. The compound annual growth rate for our first-party business in that time period is 25%. But in that same time, third-party sales have grown from $0.1 billion to $160 billion—a compound annual growth rate of 52%. To provide an external benchmark, eBay’s gross merchandise sales in that period have grown at a compound rate of 20%, from $2.8 billion to $95 billion.

Why did independent sellers do so much better selling on Amazon than they did on eBay? And why were independent sellers able to grow so much faster than Amazon’s own highly organized first-party sales organization? There isn’t one answer, but we do know one extremely important part of the answer:

We helped independent sellers compete against our first-party business by investing in and offering them the very best-selling tools we could imagine and build (12 Focus on High Standards). There are many such tools, including tools that help sellers manage inventory, process payments, track shipments, create reports, and sell across borders—and we’re inventing more every year. But of great importance are Fulfillment by Amazon and the Prime membership program. In combination, these two programs meaningfully improved the customer experience (4 Obsess Over Customers) of buying from independent sellers. With the success of these two programs now so well established, it’s difficult for most people to fully appreciate today just how radical those two offerings were at the time we launched them. We invested in both of these programs at significant financial risk and after much internal debate (2 Bet on Big Ideas). We had to continue investing significantly over time as we experimented with different ideas and iterations. We could not foresee with certainty what those programs would eventually look like, let alone whether they would succeed, but they were pushed forward with intuition and heart, and nourished with optimism.

Intuition, curiosity, and the power of wandering

From very early on in Amazon’s life, we knew we wanted to create a culture (11 Maintain Your Culture) of builders—people who are curious, explorers. They like to invent. Even when they’re experts, they are “fresh” with a beginner’s mind. They see the way we do things as just the way we do things now. A builder’s mentality helps us approach big, hard-to-solve opportunities with a humble conviction that success can come through iteration: invent, launch, reinvent, relaunch, start over, rinse, repeat, again and again. They know the path to success is anything but straight (1 Successful Failure).

Sometimes (often actually) in business, you do know where you’re going, and when you do, you can be efficient (6 Understand Your Flywheel). Put in place a plan and execute. In contrast, wandering in business is not efficient … but it’s also not random. It’s guided—by hunch, gut, intuition, curiosity, and powered by a deep conviction that the prize for customers is big enough that it’s worth being a little messy and tangential to find our way there. Wandering is an essential counter-balance to efficiency. You need to employ both. The outsized discoveries—the “non-linear” ones—are highly likely to require wandering.

AWS’s millions of customers range from startups to large enterprises, government entities to nonprofits, each looking to build better solutions for their end users. We spend a lot of time thinking about what those organizations want and what the people inside them—developers, dev managers, ops managers, CIOs, chief digital officers, chief information security officers, etc.—want.

Much of what we build at AWS is based on listening to customers. It’s critical to ask customers what they want, listen carefully to their answers, and figure out a plan to provide it thoughtfully and quickly (speed matters in business!) (7 Generate High-Velocity Decisions). No business could thrive without that kind of customer obsession. But it’s also not enough. The biggest needle movers will be things that customers don’t know to ask for. We must invent on their behalf. We have to tap into our own inner imagination about what’s possible.

AWS itself—as a whole—is an example. No one asked for AWS. No one. Turns out the world was in fact ready and hungry for an offering like AWS but didn’t know it. We had a hunch (3 Practice Dynamic Invention and Innovation), followed our curiosity, took the necessary financial risks, and began building—reworking, experimenting, and iterating countless times as we proceeded.

Within AWS, that same pattern has recurred many times. For example, we invented DynamoDB, a highly scalable, low latency key-value database now used by thousands of AWS customers. And on the listening-carefully-to-customers side, we heard loudly that companies felt constrained by their commercial database options and had been unhappy with their database providers for decades—these offerings are expensive, proprietary, have high-lock-in and punitive licensing terms. We spent several years building our own database engine, Amazon Aurora, a fully-managed MySQL and PostgreSQL-compatible service with the same or better durability and availability as the commercial engines, but at one-tenth of the cost. We were not surprised when this worked.

But we’re also optimistic about specialized databases for specialized workloads. Over the past 20 to 30 years, companies ran most of their workloads using relational databases. The broad familiarity with relational databases among developers made this technology the go-to even when it wasn’t ideal. Though sub-optimal, the data set sizes were often small enough and the acceptable query latencies long enough that you could make it work. But today, many applications are storing very large amounts of data—terabytes and petabytes. And the requirements for apps have changed. Modern applications are driving the need for low latencies, real-time processing, and the ability to process millions of requests per second. It’s not just key-value stores like DynamoDB, but also in-memory databases like Amazon ElastiCache, time series databases like Amazon Timestream, and ledger solutions like Amazon Quantum Ledger Database—the right tool for the right job saves money and gets your product to market faster (9 Accelerate Time with Technology).

We’re also plunging into helping companies harness Machine Learning. We’ve been working on this for a long time (5 Apply Long-Term Thinking), and, as with other important advances, our initial attempts to externalize some of our early internal Machine Learning tools were failures. It took years of wandering—experimentation, iteration, and refinement, as well as valuable insights from our customers—to enable us to find SageMaker, which launched just 18 months ago. SageMaker removes the heavy lifting, complexity, and guesswork from each step of the machine learning process—democratizing AI. Today, thousands of customers are building machine learning models on top of AWS with SageMaker. We continue to enhance the service, including by adding new reinforcement learning capabilities. Reinforcement learning has a steep learning curve and many moving parts, which has largely put it out of reach of all but the most well-funded and technical organizations, until now. None of this would be possible without a culture of curiosity and a willingness to try totally new things on behalf of customers. And customers are responding to our customer-centric wandering and listening—AWS is now a $30 billion annual run rate business and growing fast.

Imagining the impossible

Amazon today remains a small player in global retail. We represent a low single-digit percentage of the retail market, and there are much larger retailers in every country where we operate. And that’s largely because nearly 90% of retail remains offline, in brick and mortar stores. For many years, we considered how we might serve customers in physical stores, but felt we needed first to invent something that would really delight customers in that environment. With Amazon Go, we had a clear vision. Get rid of the worst thing about physical retail: checkout lines. No one likes to wait in line. Instead, we imagined a store where you could walk in, pick up what you wanted, and leave.

Getting there was hard. Technically hard. It required the efforts of hundreds of smart, dedicated computer scientists and engineers around the world. We had to design and build our own proprietary cameras and shelves and invent new computer vision algorithms, including the ability to stitch together imagery from hundreds of cooperating cameras. And we had to do it in a way where the technology worked so well that it simply receded into the background, invisible (8 Make Complexity Simple). The reward has been the response from customers, who’ve described the experience of shopping at Amazon Go as “magical.” We now have 10 stores in Chicago, San Francisco, and Seattle, and are excited about the future.

Failure needs to scale too

As a company grows, everything needs to scale, including the size of your failed experiments. If the size of your failures isn’t growing, you’re not going to be inventing at a size that can actually move the needle. Amazon will be experimenting at the right scale for a company of our size if we occasionally have multibillion-dollar failures. Of course, we won’t undertake such experiments cavalierly. We will work hard to make them good bets, but not all good bets will ultimately pay out. This kind of large-scale risk taking is part of the service we as a large company can provide to our customers and to society. The good news for shareowners is that a single big winning bet can more than cover the cost of many losers.

Development of the Fire phone and Echo was started around the same time. While the Fire phone was a failure, we were able to take our learnings (as well as the developers) and accelerate our efforts building Echo and Alexa. The vision for Echo and Alexa was inspired by the Star Trek computer. The idea also had origins in two other arenas where we’d been building and wandering for years: machine learning and the cloud. From Amazon’s early days, machine learning was an essential part of our product recommendations, and AWS gave us a front row seat to the capabilities of the cloud. After many years of development, Echo debuted in 2014, powered by Alexa, who lives in the AWS cloud.

No customer was asking for Echo. This was definitely us wandering. Market research doesn’t help. If you had gone to a customer in 2013 and said, “Would you like a black, always-on cylinder in your kitchen about the size of a Pringles can that you can talk to and ask questions, that also turns on your lights and plays music?” I guarantee you they’d have looked at you strangely and said “No, thank you.”

Since that first-generation Echo, customers have purchased more than 100 million Alexa-enabled devices. Last year, we improved Alexa’s ability to understand requests and answer questions by more than 20%, while adding billions of facts to make Alexa more knowledgeable than ever. Developers doubled the number of Alexa skills to over 80,000, and customers spoke to Alexa tens of billions more times in 2018 compared to 2017. The number of devices with Alexa built-in more than doubled in 2018. There are now more than 150 different products available with Alexa built-in, from headphones and PCs to cars and smart home devices. Much more to come!

One last thing before closing. As I said in the first shareholder letter more than 20 years ago, our focus is on hiring and retaining versatile and talented employees who can think like owners (10 Promote Ownership). Achieving that requires investing in our employees, and, as with so many other things at Amazon, we use not just analysis but also intuition (13 Measure What Matters, Question What’s Measured, and Trust Your Gut) and heart to find our way forward.

Last year, we raised our minimum wage to $15-an-hour for all full-time, part-time, temporary, and seasonal employees across the U.S. This wage hike benefitted more than 250,000 Amazon employees, as well as over 100,000 seasonal employees who worked at Amazon sites across the country last holiday. We strongly believe that this will benefit our business as we invest in our employees. But that is not what drove the decision. We had always offered competitive wages. But we decided it was time to lead—to offer wages that went beyond competitive. We did it because it seemed like the right thing to do.

Today I challenge our top retail competitors (you know who you are!) to match our employee benefits and our $15 minimum wage. Do it! Better yet, go to $16 and throw the gauntlet back at us. It’s a kind of competition that will benefit everyone.

Many of the other programs we have introduced for our employees came as much from the heart as the head. I’ve mentioned before the Career Choice program, which pays up to 95% of tuition and fees towards a certificate or diploma in qualified fields of study, leading to in-demand careers for our associates, even if those careers take them away from Amazon. More than 16,000 employees have now taken advantage of the program, which continues to grow. Similarly, our Career Skills program trains hourly associates in critical job skills like resume writing, how to communicate effectively, and computer basics. In October of last year, in continuation of these commitments, we signed the President’s Pledge to America’s Workers and announced we will be upskilling 50,000 U.S. employees through our range of innovative training programs.

Our investments are not limited to our current employees or even to the present. To train tomorrow’s workforce, we have pledged $50 million, including through our recently announced Amazon Future Engineer program, to support STEM and CS education around the country for elementary, high school, and university students, with a particular focus on attracting more girls and minorities to these professions. We also continue to take advantage of the incredible talents of our veterans. We are well on our way to meeting our pledge to hire 25,000 veterans and military spouses by 2021. And through the Amazon Technical Veterans Apprenticeship program, we are providing veterans on-the-job training in fields like cloud computing.

A huge thank you to our customers for allowing us to serve you while always challenging us to do even better, to our shareowners for your continuing support, and to all our employees worldwide for your hard work and pioneering spirit. Teams all across Amazon are listening to customers and wandering on their behalf!

As always, I attach a copy of our original 1997 letter. It remains Day 1 (14 Believe It’s Always Day 1).

Sincerely,

/s/ JEFFREY P. BEZOS

Jeffrey P. Bezos

Founder and Chief Executive Officer

Amazon.com, Inc.




Amazon Commonly Used Terms

1-Click Shopping®: A shopping method patented by Amazon in 1998 that allows customers to pay with payment details stored on Amazon’s servers. Thus, Amazon customers can make a purchase with a single mouse click. Amazon received a patent on the process in 1999.

Amazon as The World’s Most Customer-Centric Company: Bezos repeatedly uses this phrase, emphasizing that Amazon keeps the customer as a focal point. Taken from their SEC 10-K filing.

Amazon Fresh: Service for grocery items (and some 500,000 other items of different categories) trialed in Seattle for five years, then rolled out to other cities as well.

Amazon Lockers: Amazon Lockers are secure, self-service kiosks where you can pick up Amazon.com packages at a time and place that is convenient for you.

Amazon Marketplace: In 2001, this platform allowed third-party sellers to display their products on the same page as Amazon products, allowing them direct access to Amazon customers. The fee to Amazon to participate is an average of 15 percent.

Amazon Web Services (AWS): Amazon Web Services (AWS) is a secure cloud service platform, offering computer power, database storage, content delivery, and other functionality to help businesses scale and grow.

American Customer Satisfaction Index: Also known as ACSI, it measures customer satisfaction in a wide range of products and services across the United States. It is also considered to be an economic indicator. It was launched in 1994 by researchers with the National Quality Research Center at the University of Michigan.

Amazon Auctions: One of Amazon’s major 1999 initiatives. Reportedly launched to compete with eBay. It failed and led to zShops, which would later become Marketplace.

AWS: See Amazon Web Services.

Capital Efficient Business Model: Discussed in the 1999 Letter, Amazon had annualized sales of $2 billion, which only required less than $600 million in inventory and fixed assets, only using $62 million in operating cash cumulatively in previous years. This cycle benefits the company as it continues to grow.

Career Choice: Amazon pays for 95 percent of the tuition of Amazon employees taking courses for in-demand fields.

Chaotic Storage: Inventory items are stored on shelves anywhere there’s an empty space. This means any storage bin could have five completely different items stored next to each other. It’s estimated that Amazon can store 25 percent more inventory in the same space than traditional warehouses, using technology to more than make up for the perceived inefficiency.

Contacts Per Order: One of Amazon’s most important measures of customer satisfaction, counting how many contacts are made per client, per order.

Customer Experience Pillars: Amazon has a firm conviction that customers will consistently want low prices, a vast selection, and fast delivery and that this will not change over time.

Distribution Center: Initially a warehouse and inventory center during Amazon’s early days. Its Seattle and Delaware distribution centers were the first ones launched in 1997 and would pioneer its distribution network.

Fulfillment by Amazon (FBA): Amazon has one of the most advanced fulfillment networks in the world. With FBA, vendors can store products in Amazon’s fulfillment centers. Amazon picks, packs, ships, and provides customer service for these products. FBA helps businesses scale and reach more customers. Sellers, on average, pay 15 percent for this service.

Fulfillment Center (FC) Network: Vendors ship merchandise to a fulfillment center, and Amazon ships it to customers for them. Inventory management is a prevalent operational problem for many online stores, but it is an essential component of cultivating the best possible customer experience.

Global Selling Program: According to Bezos, the program, which grew over 50 percent in 2017, enables small- and medium-sized businesses to sell products across national borders (for Marketplace sellers who can sell in other countries).

Historical Purchase Data: Part of the equation Amazon uses when making purchase decisions. It looks at how frequently a product was purchased to measure and forecast customer demand.

Information Snacking: In the 2007 Letter, Bezos discusses how humans co-evolve with their tools. New technology has led us to where we consume information in bits and pieces and, he would argue, shorter attention spans.

Instant Order Update: An Amazon.com feature that reminds you that you’ve already bought a particular item, preventing you from accidentally purchasing the same thing twice.

Leave Share: A company program that allows Amazon employees to share their paid leave with their spouse or domestic partner if their spouse’s employer does not provide paid leave.

Look Inside the Book: A service added in 2000 where customers can view high-resolution images of the front and back covers, as well as a reasonable sample of pages of a book they are interested in purchasing.

Personalization: Learning what customers prefer and seeking to improve Amazon.com to cater to these preferences.

Price Elasticity: Bezos points to going against the math by lowering prices even though Amazon can, in fact, raise them. He cited that Amazon has enough data on elasticity such that it has been observed that a reduction in price has resulted in an increase of units sold by a certain percentage.

Ramp Back: Mothers who work at Amazon have additional control over the pace that they ease back into work.

Resist Proxies: According to Bezos, as companies grow, there is a risk of managing proxies, citing processes as an example of a proxy. There is a danger of the proxy becoming the actual thing or product, or what’s focused on, and takes the place of a result, instead of a means. Bezos pointed out that the company must own the process and not the other way around.

Search Inside the Book: Users can browse a selection of individual digital pages to help them decide if they want to purchase a book.

Search Suggestions: Added in Amazon’s search capability in 2006, where a user can type the first few letters and the search engine will prompt with suggested words or terms.

Self-Service Nature of Platforms: Bezos highlighted that this spurs innovation, as even the most well-meaning gatekeepers can stall progress, especially if they come in the form of seemingly improbable ideas. Fulfillment by Amazon is an example of a self-service platform.

Seller Flex: First launched in India to test how Amazon can adapt its Fulfillment Center network to local logistics and customer needs. Amazon includes in its network parts of local sellers’ warehouses, providing operational infrastructure and operating procedures. As of 2015, there are twenty-five functional sites in ten cities.

Service-Oriented Architecture (SOA): Considered the primary building blocks of Amazon technologies, SOA was rolled out in the company long before it became a buzzword. Amazon technologies are implemented as services and allowed to evolve and develop at their own pace.

Skills-Forward: According to Bezos, this entails identifying available skills in an organization and thinking of ways they can be further applied. However, he cautioned that this alone is not a good strategy as existing skills can eventually become outmoded.

Super Saver Shipping: Year-round free shipping on orders over $25 started in 2001.

Transportation Hubs: Amazon considers the available transportation hubs in given locations when deciding where to open a fulfillment center, to arrive at the most efficient, fastest product shipping/deliveries.

Weblab: Amazon’s internal experimentation platform used to evaluate products, websites, and other improvements.

Working Backwards: According to Bezos, this entails identifying customer needs and subsequently developing new skills and competencies to meet needs and demands. This would be a strategy paired with a skills-forward approach.

zShops: The succeeding version of Auctions, allowing anyone—from individuals to companies—to set up an online shop.
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