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Lore had just started Quidsi,
then called 1800Diapers, and at
the barbecue he joked to Bezos,
“I hope to give you a run for your
money” Bezos didn't seem to
remember that encounter years
later, when they met again after
Amazon acquired Quidsi.

Lore says he has “no bad feel-
ings toward Jeff and Amazon.” But
in many ways he has conceived
of Jetcom's culture as the antith-
esis of Amazon's, which is known
for its confrontational style, internal
secrecy, and deliberate avoidance of
friendly consensus. It also requires
employees to sign noncompete
agreements and, in fact, locked Lore
into one that expires early this year.

At Jet, there will be no annual
performance reviews, because Lore
thinks feedback should be immedi-
ate and civil. Board presentations
are posted online for the entire
company to see. And Lore isn't mak-
ing any of his employees sign non-
competes; he says that “what goes
around comes around,” and that
without such stipulations ‘“there’s
more loyalty and trust that is built”

“If someone is unhappy here
and doesn't see an opportunity for
growth, OK, good luck, go to Wal-
Mart,” he says. “I want to prove to
myselfthat a different kind of culture
can work and that you don't have to
be like that to be successful”

The implicit criticism of Ama-
zon, the company that nearly drove
Quidsi out of business but eventu-
ally made Lore wealthy, isn't lost on
some outside observers. “There’s
definitely a history of folks being
acquired by Amazon, living inside
it, learning from it, and coming out
with a bit of a chip on their shoul-
der” says Scot Wingo, who's CEO

of ChannelAdvisor, a company that
helps other retailers sell online and
has been briefed on Jet. “They go
inside, and it creates a bit of ani-
mosity when they come out”

Jet is building new offices in
Hoboken, on the Hudson River over-
looking the Manhattan skyline, which
should be ready shortly after the site
goes nationwide in March. The floor
plan will be completely open. Lore
himself won't have a desk; he says
he'll roam between meetings.

The startup’s success is hardly
assured. Sellers won't come to the
service until it's got customers, and
to get those it has to persuade many
online shoppers, who are quite
satisfled hunting for bargains at
Wal-Mart, EBay, and Amazon, to try
something new and pony up $50 for
the privilege. (Jet.com plans to use
much of its seed money on a mas-
sive branding campaign that willfea-
ture television, radio, and outdoor
advertising) “It's extremely hard to
change people’s behavior, though
they proved with Diapers.com that
they could get millions of people to
buy diapers from them,” says Wingo.

There's also the possibility that
Lore’s powerful competitors will see
Jet's price cuts and respond by going
even lower. Amazon did that before
and drove Diapers.com into the red.
Lore is betting in part that, this time,
Amazon simply has its hands full.
Bezos's company is spending bil-
lions to expand in India and China
while continuing expensive forays
into cloud computing and hard-
ware such as its Kindle Fire phones.
Bezos could cut prices, but that
would exacerbate Amazon's losses
at a time when investors are already
showing impatience: Amazon stock
fell 22 percent in 2014.

Either way, Lore will probably
need a lot more capital. He's talk-
ing to Google Ventures and other
investors about raising a second
round of funding. He may also
find interest abroad-China's Ali-
baba and Japan's Rakuten are both
looking for ways to enter the U.S.
market. “He has the ability to raise
capital like no one I've ever seen,”
says Bharara of his friend. I mean
that in the best way. He sells using
math together with a big vision and
the ability to execute it. It's a very
powerful combination.”

Lore's investors, many of whom
hit it big on Quidsi, seem almost
giddy about the size and risks of
the bet. “All of us in the investment
syndicate realized that if this was
going to succeed, it needed to have
significant resources,” says Accel's
Gandhi. “It's the kind of thing we all
like to do: very ambitious and full of
things that can go wrong.”

Questions

1. How would you describe Marc
Lore’s personality in terms of
the Big Five personality traits?

2. How would you describe Marc
Lore’s personality in terms of
the other personality traits that
affect managerial behavior?

3. Which terminal and
instrumental values do you
think might be especially
important to him?

4. Inwhat ways do you think that
Lore will influence the culture
atjet.com?

Source: Brad Stone, "Wipe Off That Smile: An
Amazon Veteran s Launching a Shopping
Site That's Part Costco, Part Mal, and All Anti-
Amazon;” Bloomberg Businessweek, January
12-18, 2015, pp. 42-47.
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Volkswagen CEO Resigns as Car Maker Races to Stem Emissions Scandal

ERLIN-Volkswagen AG raced

Wednesday to contain the
widening  scandal threatening
Germany's most important com-
pany, ousting its chief executive
and pledging to prosecute those
involved in a scheme to cheat US.
auto-pollution tests.

CEO Martin Winterkorn's res-
ignation follows a calamitous few
days after Friday's disclosure by
the US. Environmental Protection
Agency that Europe’s biggest auto
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maker employed software on some
VW and Audi diesel-powered cars
to manipulate the results of routine
‘emissions tests.

The crisis threatens to spill
beyond the auto maker to the
broader German economy. Wolfs-
burg-based Volkswagen is as much
institution as corporation at home,
with nearly 300,000 employees, 29
plants across the country and deep
ties to the government—Lower
Saxony owns 20% of VW.

The company’s next CEO faces
a daunting task of cleaning up
the scandal—the scope of which
remains unclear—and keeping its
sales expansion on track. Volk-
swagen hasn't yet said it knows
who was responsible or how many
employees were involved.

On Tuesday, Volkswagen dis-
closed that as many as 11 million cars
contained software alleged to have
duped emissions tests and were
possibly subject to a global recall.
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The company issued a profit waring
and disclosed a €6.5 billion (§7.27
billion) charge to earnings to cover
the costs of addressing the matter.

In a statement following Wednes-
day's meeting of the company’s
top shareholders and labor repre-
sentatives, Mr. Winterkorn said he
would “accept responsibility” for the
“irregularities that have been found
in diesel engines” and tendered his
resignation to the supervisory board.

“I am shocked by the events of
the past few days,” he said. “Above
all, I am stunned that misconduct
on such a scale was possible in the
Volkswagen Group.”

The executive committee of
the supervisory board thanked
Mr. Winterkorn for his contributions
to the company and said the CEO
had “no knowledge of manipulation
of the emissions data.”

The committee said it would
seek prosecution of any Volkswa-
gen employees involved in the affair,
and it would establish a special
investigative committee to uncover
what had happened and who was
responsible.

The board subcommittee  said
it would present by Friday’s sched-
uled supervisory board meeting
names of candidates to succeed Mr.
Winterkorn, but didn't disclose any.

Two prominent  Volkswagen
executives on many lists are Herbert
Diess and Matthias Milller.

Mr. Diess is a former BMW AG
executive who joined Volkswagen in
July after being passed over at BMW.
for the CEO's job. He runs ts name-
sake brand, the company’s biggest
business. Choosing Mr. Diess would
send a signal that Volkswagen
shareholders are opting for a fresh
start, bringing in an outsider with a
strong record in cost-cutting.

Some analysts, however, say
Volkswagen has never done well
with outside executives. The com-
pany's culture is famously clubby

and success depends on being well-
connected in Wolfsburg and striking
a balance between boosting profit
margins and maintaining strong ties
to labor.

Others think that insular culture
makes Mr. Milller, CEO of sports car
brand Porsche, a more likely can-
didate. Mr. Miller gets along well
with the Porsche and Piech fami-
lies who control the company, said
people familiar with the matter, and
he has deep roots in Volkswagen.
He is also well respected in finan-
cial circles. “We believe sharehold-
ers would welcome such a move,”
said Arndt Ellinghorst, automotive
analyst at Evercore ISI.

Whoever becomes the next CEO,
the job of boosting profit margins
likely will take a back seat to steer-
ing the company through what could
be years of rebuilding a brand badly
wounded over the past few days.
The company’s market value is off
29% since Friday.

Volkswagen could face more
than $18 billion in fines from the EPA,
though analysts say it is unlikely
that Volkswagen will have to pay
that much. The US. Department
of Justice has launched a criminal
investigation that could result in
indictments  against Volkswagen
executives, analysts said.

The crisis is spreading as regula-
tors and justice officials in Europe
and Asia launch investigations, and
angry investors and customers file
lawsdits seeking damages.

The urgency to repair Volkswa-
gen's reputation goes beyond the
benefits to shareholders or even
the company’s 600,000 employees
world-wide. Volkswagen is Germa-
ny's largest corporation, generating
revenue of almost €203 billion ($227
billion) last year in a country where
every seventh job is linked to the
nation's export-oriented atto industry.

Damage to Volkswagen could
prove a major blow to the broader

German economy. Some German
politicians, though angry at the
company for violating US. law, say
Volkswagen is being singled out by
UsS. authorities.

“It's no coincidence that this dis-
cussion comes up now,” said Oliver
Wittke, a conservative German law-
maker. “Economic interests in the
UsS. are also playing a role here.”

Under Germany's two-tier cor-
porate governance, the supervisory
board oversees the executive man-
agement board, but doesn't run the
company day-to-day. A five-person
subcommittee of the supervisory
board, including Wolfgang Porsche,
whose grandfather was Beetle
inventor Ferdinand Porsche, gath-
ered in Wolfsburg for a crisis meet-
ing. The Porsche-Piech families
control about 51% of Volkswagen's
voting stock. The second-largest
shareholder is the state of Lower
Saxony, which holds 20% of the
voting rights and has special privi-
leges. State Premier Stephan Weil
was present at the meeting. Also in
attendance were three representa-
tives of the company's workforce
and IG Metall trade union, including
Bernd Osterloh, the powerful head
of its works council.

It s still unclear who at Volkswa-
gen was responsible for the scheme:
to trick the EPA. The company
hasn't offered a rationale, though
outside experts speculate it was to
ensure strong engine performance
and boost fuel economy amid tough
U.S. emissions standards.

The members of the executive
committee meeting in Wolfsburg
said they were convinced that Mr.
Winterkorn knew nothing about
it. VW is launching an investiga-
tion of its own and will tap external
experts. It also asked prosecutors
in Braunschweig, the county where
VW is located, to investigate.

“I'm pleased that Volkswagen is
taking such an aggressive stance
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on admitting the problem and
attacking it Gina McCarthy, EPA
administrator, told The Wall Street
Journal on Tuesday.

Mr.  Winterkorn's  resignation
is a bitter end to a long career at
Europe’s biggest car maker. He was
hired by its luxury car brand, Audi,
in 1981 as assistant to the director of
quality control. A stickler for detal,
he became known for his obses-
sion with the quality of its vehicles.
He became CEO of the company
in 2007 and oversaw a period of
unparalieled expansion. He aimed
to make Volkswagen the biggest,

most profitable and best-run car
company in the world. It could over-
take current market leader Toyota
Motor Corp. in annual sales. In the
first half of this year, Volkswagen
sold more cars than its rival. But
profits are falling as higher costs hit
margins, and sales in markets such
as China and the USS. decline. Now,
he said, it is time to step down.
“Volkswagen needs a fresh start,”
he said. “I have always been driven
by my desire to serve this com-
pany, especially our customers and
employees. Volkswagen has been,
is and will always be my life."

Questions

1. Was the CEO?s resignation the
right thing to do? Why or why
not?

2. In addition to the economic
fallout, what other impact
could the emissions scandal
have on the company’s
managers? On its employees?

3. How can the company retain
current customers?

‘Source: William Boston, “Volkswagen
‘CEO Resigns as Car Maker Races to Stem
Emissions Scandal” The Wall Street Journdi,
wwwwsj.com, September 23, 2015.
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Wipe Off That Smile: An Amazon Veteran Is Launching a Shopping Site That
Is Part Costco, Part Mall, and All Anti-Amazon

he historic downtown commer-
cial district of Montclair, N.J., is
known for its restaurants, antique
shops, and arthouse movie the-
ater. It's not usually home to lavishly
funded attacks on the entrenched
glants of global e-commerce. Yet
on the second floor of a three-story
red-brick building on Bloom-field
Avenue, across a parking lot
from a fancy pizza joint and up an
unmarked stairwell, are the offices
of one of the biggest bets in the his-
tory of online retail: a 100-employee
startup called jet.com.
Jetis the brainchild of Marc Lore,
the founder and former chief execu-
tive officer of Quidsi, a company

best known for its most popular
website, Diapers.com. He spent
years competing with Amazon.com
before getting clobbered in a price
war and then, in 2010, selling out to
the company for $550 million. Lore
stayed on at Amazon for more than
two years; now he's preparing to
assault it.

“We're basically not making
a dime on any of the transac
we're passing it all back to the
consumer”

He wants to reinvent the whole-
sale shopping club. Jet plans to
open for business on a “friends-and-
family” basis in January and will start

limited sign-ups on February 20.
Customers will find just about
everything, from clothes, books,
and electronics to baby goods and
athletic gear. After a 90-day free trial
period, Jet customers will be asked
to pay $49.99 a year for access to
what Lore claims will be prices that
are 10 percent to 15 percent lower
than anywhere else online.

Like Costco, Jet plans to make
money on membership fees. Every
other savings will be passed along
to the buyer. And like EBay and
the dominant Chinese e-commerce
player, Alibaba.com, it will function
primarily as a marketplace, allowing
other merchants to compete to offer
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their wares to customers. But there’s
a twist: Shoppers can squeeze out
more savings if they can control the
urge for instant gratification and let
Jet figure out how to deliver the
goods as economically as possible.
For example, prices can drop when
a shopper combines multiple orders
into a single shipment or is willing to
wait for a seller offering a more eco-
nomical shipping option.

“The bottom line is, we're basi-
cally not making a dime on any of
the transactions. We're passing
it all back to the consumer” Lore
says from a conference room in his
Montclair headquarters. “We want
to build a different type of relation-
ship with the consumer. When we
show you a product, it's not because
we are making money on it and not
because we are closing outa line. It's
because we think it's a good deal.”

Lore reassembled members of
his old Quidsi band and has raised
one of the largest seed funding
rounds of all time. Before complet-
ing a single sale, he's collected
$80 million from venture capital
firms NEA, Bain Capital Ventures,
Western Technology Investment,
and Accel Partners, the firm that
backed Facebook, and plans to
raise hundreds of millions more.
It may be the riskiest bet on an
unproven e-commerce ~ business
model since Amazon itself raised
billions in debt in the late '90s,
when it was still highly unprofitable.

“This idea is massive, says
Patrick Lee, a partner at Western
Technology Investment. “If Marc is
right on this one, it will be multiple
times bigger than Quidsi ever was.”

Lore founded Quidsi in 2005
with his childhood friend Vinit
Bharara and built it while Amazon
focused on media categories and
hard goods like TVs and Kitchen-
ware. Lore and Bharara built a repu-
tation for excellent service, adding
a personal touch that resonated
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with customers. Diapers and other
necessities, packed in blue, red,
and green boxes—often with a
handwritten note inside—arrived
promptly at the doorsteps of grate-
ful new parents. By 2010, Quidsi
was pulling in about $300 million in
annual sales.

Then Amazon took notice of
Quidsi's rise and, in the fall of that
year, cut diaper prices by a third.
Lore calculated at one point that
Amazon was on track to lose $100
milion over three months on dia-
pers alone. Quidsi's profitability
sank, and Lore was forced to sell out
to Amazon during the Great Reces-
sion, when additional capital to fund
the fight was impossible to obtain.

Lore and Bharara spent a little
less than two and a halfyears inside
Amazon. (Bharara is an  investor
in Jet but has founded his own
startup, online magazine Cafe.com.)
Lore, whose default mode is tact-
ful and earnest, tries to steer away
from criticizing Amazon but fre-
quently can't help himself. “I felt like
1 did everything | could do there”
he says. “Little by little, they started
wanting more and more control.”

A few weeks after Lore left,
Amazon cut out the distinctive col-
ored delivery boxes. It was a move
to reduce costs, but to Lore it sym-
bolized an operating philosophy he
doesn’t share. “It was a superlogi-
cal decision, and I'm sure the num-
bers worked out fine,” he says. “But
you can't put a number on what it
means to create a personal connec-
tion to the consumer.”

Lore watched these moves from
afar, as he was trying and failing
at an early retirement. He has two
teenage daughters and, after he left
Amazon, spent a few months with
his family living in California wine
country. He also invested in Lot18, a
wine delivery company, though he
sold his stake back to the company
when he realized he had ideas

about the business but as a passive
investor couldn't actually see them
through.

It was there in Northern California,
amid the rolling vineyards, that
Lore had what he considers his
ecommerce epiphany. Big play-
ers like Amazon, walmartcom, and
Google are all scrambling to offer
the fastest possible service, cater-
ing to today’s typical wealthier-than-
average online shoppers who care
more about convenience than value.
Although shipping can appear to be
free, it's often baked in as higher
prices. “There's this huge middle
class of people that are going to be
spending more and more dollars
online, and for them it's going to be
all about price;” Lore says.

He took inspiration from Costco,
which invented a new category of
discount retail, the members-only
warehouse. It saved money by locat-
ing its cavernous, no-frills stores in
out-of-the-way places and stocking
them with a limited variety of super-
size products-and it passed those
savings on to shoppers in the form
of lower prices. Costco, Sam's Club,
and other chains now have more
than 100 million paying members in
the United States.

A few weeks after he left
Amazon, Lore had lunch in New
York with Sameer Gandhi at Accel
and said he wanted to bring the
membership-based shopping club
model online. It was just a germ ofan
idea, but Gandhi wrote him a check
for $1 million anyway because Lore
had a record of making and then
delivering on big promises. “When
you are ready to do it, here is your
seed money,” Gandhi told him.

Lore's first task was finding
new ways to squeeze costs out
of ecommerce transactions. He
started with packaging and shipping.
With Jet.com, customers will be able
to make multiple online purchases
from a range of sellers and combine
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the merchandise in one box, which
is then cheaper to ship. Jet turns
these savings over to the customer.
When Jetcom members add more
items to their shopping cart, they'l
see the price for each product fall.

The trick will be to persuade
shoppers to load up their carts
instead of buying individual items
impulsively. “We need to open
people’s eyes a little bit” says Mike
Hanrahan, a former executive at
Quidsi and now Jet's chief technol-
ogy officer. “If we can educate them
that, ‘Look, instead of buying one
thing every week, come back every
two weeks and buy two things and
you will save a few percent, it's
actually a lot of money.”

Buyers will also save by being
offered items from sellers located
near them. In a perfectly efficient
online transaction, customers would
buy only after filing their digital
carts from nearby stores. Jetis more
likely to emphasize merchandise
that is physically close to the buyer
and, again, pass the savings along.

The Jet model wouldnt have
worked a few years ago, but now
that nearly every merchant is online
and looking for new ways to com-
pete with the likes of Amazon, it
might. So far, Jet has signed up
Sony Store, electronics  retailer
TigerDirect.com, Sears Hometown
& Outlet Stores, and hundreds of
smaller retailers. BabyAge, a Jetcom
seller based in Jenkins Township,
Pa., spends $5 to ship to the East
Coast, on average, and $15 to Cali-
fornia. Usually the site sets prices
that cover the highest possible
shipping costs. But using a set of
online pricing tools that Jet is mak-
ing available to its sellers, it can
reward the most efficient transac-
tions. For example, a Graco stroller
that might cost $119 on Amazon will
cost $108 for anyone on Jet buy-
ing from BabyAge in the Northeast.
“This is going to produce regional

specialty in ecommerce, because
now I'll be able to sell for less than
Amazon,” says Jack Kiefer, the com-
pany’s CEO.

Jet customers will get to choose
whether to use a debit card instead
of a credit card, and if they do, once
again they'll watch the prices for
individual products fall by roughly
15 percent. Similarly they'll have
the choice to opt for delivery times
of a week or more and to tap the
savings that come from shipping via
ground instead of air. Jet itself will
sell some high-volume items such
as diapers, dog food, and paper
towels from fulfillment centers in
Reno, Nev., and Swedesboro, N.J.

Because software can be used
to track every possible decision
they make on the site, customers
will be able to watch their savings
add up and judge whether it's worth
the annual fee. “It's going to be
a no-brainer” Lore claims. “Every
household in America should have
a Jet membership. Why not spend
$50 bucks to save $200?”

Lore, 43, is that rarest of tech
entrepreneurs, a very Jersey guy
who's as much a student of Bruce
Springsteen as Steve Jobs. He
spent his early years on Staten
Island, before his family moved
to Lincroft, N.J, while he was in
middle school. His father owned a
computer consulting firm, and his
mother raised the kids-Lore has two
younger siblings. His parents fought
frequently, to which he attributes his
visceral distaste for conflict.

“If someone is unhappy here
and doesn't see an opportunity
for growth, OK, good luck, go to
Wal-Mart”

Lore was showing an entrepre-
neurial bent by age 6, when he
charged family members 5¢ each
to watch Casper the Friendly Ghost
on a slide projector; he came up
with a story for each frame. By 14 he

was trading stocks using his par-
ents’ money and buying and selling
baseball cards at trade shows.

Bharara, his childhood friend,
calls Lore “a human calculator”
who's almost eerily talented with
numbers. Lore didn't apply himself
in high school, however, frequently
opting to sneak down to the casi-
nos in Atlantic City and count cards
in blackjack. His track coach, fear-
ing that Lore might flunk out of
high school during his junior year,
refused to let him train until he
improved his grades. Something
clicked, and Lore raised his grade
point average to 3.9 and got a near-
perfect score on his math SAT. He
got into Bucknell University and
became the first member of his fam-
ily to attend college.

After graduation, Lore spent a
few years working in risk manage-
ment for Bankers Trust and Credit
Suisse First Boston in New York
and then for Japan's Sanwa Bank
in London, raising red flags on
chancy trades and generally get-
ting ignored by the hotshot trad-
ers who were making a killing with
credit-default swaps and other new-
fangled derivatives. One morning
when he was 27 years old, Lore fell
to the floor in his office, feeling an
electric jolt in his chest. It was stress
and the result of overwork, not a
heart attack, but Lore got the mes-
sage, left finance, and started fol-
lowing his entrepreneurial passions.

His first company, The Pit, let
sports fans value and trade sports
collectibles like shares of stock.
He sold the business to the Topps
trading card company in 2001 for
a modest $57 million, less than
12 months after starting it. Lore
moved to seattle to run a division
of Topps, which is why, a few years
later, he found himself at a picnic
for his daughter's private school,
hobnobbing with another school
parent: Jeff Bezos.
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