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recent studies of manufacturer and retailer the food have raisedTwoTwoTwo recentrecent studiesstudies ofofmanufacturermanufacturer andand retailerretailer profitabilityprofitabilityprofitability ininin thethe foodfood industryindustryindustry havehave raisedraised questionsquestionsquestions 
about whether the cited, but empin’cally untested, shift of power from manufacturers to retailersaboutabout whetherwhether thethe widelywidelywidely cited,cited, butbut empiricallyempirically untested,untested, shiftshift ofofpowerpower fromfrom manufacturersmanufacturers toto retailersretailers 
has occurred. Has the been under a or are thesehashas reallyreallyreally occurred.occurred. HasHas thethe marketingmarketingmarketing communitycommunitycommunity beenbeen operatingoperatingoperating underunder aa misconceptionmisconceptionmisconception oror areare thesethese 
studies flawed? This paper uses more measures of exercised and market power andstudiesstudies flawed?flawed? ThisThis paperpaper usesuses moremore completecompletecomplete measuresmeasures ofofexercisedexercised andand potentialpotentialpotential marketmarket powerpower andand 
a broader sample of industries and retail classes to address this critical Not only do our meaaa broaderbroader samplesample ofofindustriesindustries andand retailretail classesclasses toto addressaddress thisthis criticalcritical question.question.question. NotNot onlyonly dodo ourour meamea
sures have strong theoretical grounding in the industrial organization, finance and accountingsuressures havehave strongstrong theoreticaltheoretical groundinggrounding inin thethe industrialindustrial organization,organization, financefinance andand accountingaccounting 
literature, they incorporate in them the impact of actions that have been commonly cited as illustrationsliterature,literature, theythey incorporateincorporate inin themthem thethe impactimpact ofofactionsactions thatthat havehave beenbeen commonlycommonly citedcited asas illustrationsillustrations 
of a power shift. Our analysis of 14 consumer good industries shows that only a few of them exhibit aofofaa powerpower shift.shift. OurOur analysisanalysis ofof1414 consumerconsumer goodgood industriesindustries showsshows thatthat onlyonly aa fewfew ofof themthem exhibitexhibit aa 
shifr in market power towards retailers. Further this apparent shifr is highly influenced by a small numshiftshift inin marketmarket powerpower towardstowards retailers.retailers. FurtherFurther thisthis apparentapparent shiftshift isis highlyhighly influencedinfluenced byby aa smallsmall numnum
ber of retailers within a single retail class.berber ofofretailersretailers withinwithin aa singlesingle retailretail class.class. 

The ideal of a system in which market values alone control, is impossible of realizationTheThe idealideal ofof aa systemsystem inin whichwhich marketmarket valuesvalues alonealone control,control, isis impossibleimpossible ofof realizationrealization 
because goods always move through a power structure and not through the neutral type ofbecausebecause goodsgoods alwaysalways movemove throughthrough aa powerpower structurestructure andand notnot throughthrough thethe neutralneutral typetype ofof 
facility which may be suggested by the term “marketing channel. ” facilityfacility whichwhich maymay bebe suggestedsuggested byby thethe termterm "marketing"marketing channel.channel. "" 

-Wroe Alderson ( 1955)-Wroe-Wroe AldersonAlderson (1955)(1955) 

At no time has the balance of power between manufacturers and retailers received more atten-AtAt nono timetime hashas thethe balancebalanceofofpowerpower betweenbetween manufacturersmanufacturers andand retailersretailers receivedreceived moremore attenatten
tion than in recent years. Beginning with articles in the business press, statements about ationtion thanthan inin recentrecent years.years. BeginningBeginning withwith articlesarticles inin thethe businessbusiness press,press, statementsstatements aboutabout aa 
shift in power from manufacturers to the trade have slowly but surely made their way intoshiftshift inin powerpower fromfrom manufacturersmanufacturers toto thethe tradetrade havehave slowlyslowly butbut surelysurely mademade theirtheir wayway intointo 
the academic literature as well (see Alpert, Kamins and Graham, 1992; Chu, 1992; Buzzell,thethe academicacademic literatureliterature asas wellwell (see(see Alpert,Alpert, KaminsKamins andand Graham,Graham, 1992;1992; Chu,Chu, 1992;1992; Buzzell,Buzzell, 
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QuelchQuelchQuelch andandand Salmon,Salmon,Salmon, 1990;1990;1990; OlverOlverOlver andandand Farris,Farris,Farris, 198919891989 forforfor somesomesome examples).examples).examples). IncreasingIncreasingIncreasing retailerretailerretailer 
concentration,concentration,concentration, accessaccessaccess tototo scannerscannerscanner technology,technology,technology, erodingerodingeroding brandbrandbrand loyaltyloyaltyloyalty dueduedue tototo increasesincreasesincreases ininin pricepriceprice 
promotionspromotionspromotions andandand privateprivateprivate labelslabelslabels areareare thethethe commonlycommonlycommonly mentionedmentionedmentioned causescausescauses ofofof thethethe riseriserise ininin retailerretailerretailer 
powerpowerpower relativerelativerelative tototo manufacturers.manufacturers.manufacturers. However,However,However, concreteconcreteconcrete empiricalempiricalempirical evidenceevidenceevidence ininin supportsupportsupport ofofof thisthisthis 
purportedpurportedpurported powerpowerpower shiftshiftshift hashashas notnotnot beenbeenbeen provided.provided.provided. InInIn fact,fact,fact, twotwotwo recentrecentrecent empiricalempiricalempirical studiesstudiesstudies ofofof thethethe foodfoodfood 
industryindustryindustry (Farris(Farris(Farris andandand Ailawadi,Ailawadi,Ailawadi, 1992;1992;1992; MessingerMessingerMessinger andandand Narasimhan,Narasimhan,Narasimhan, 1995)1995)1995) andandand oneoneone analyticalanalyticalanalytical 
paperpaperpaper (Kim(Kim(Kim andandand Staelin,Staelin,Staelin, 1994)1994)1994) havehavehave raisedraisedraised questionsquestionsquestions aboutaboutabout whetherwhetherwhether thisthisthis powerpowerpower shiftshiftshift hashashas reallyreallyreally 
occurred.occurred.occurred. NeitherNeitherNeither empiricalempiricalempirical studystudystudy waswaswas ableableable tototo verifyverifyverify thethethe shiftshiftshift ofofof marketmarketmarket powerpowerpower throughthroughthrough analanal
ysesysesyses ofofof changeschangeschanges ininin profitability.profitability.profitability. HasHasHas thethethe entireentireentire marketingmarketingmarketing communitycommunitycommunity beenbeenbeen operatingoperatingoperating underunderunder 
aaa seriousseriousserious misconception,misconception,misconception, ororor areareare thethethe studiesstudiesstudies thatthatthat havehavehave questionedquestionedquestioned thethethe powerpowerpower shiftshiftshift flawed?flawed?flawed? ItItIt 
wouldwouldwould seemseemseem thatthatthat thethethe answeransweranswer tototo thisthisthis questionquestionquestion isisis criticalcriticalcritical forforfor bothbothboth academicsacademicsacademics andandand practitioners.practitioners.practitioners. 

anal-

ThreeThreeThree majormajormajor objectionsobjectionsobjections cancancan bebebe raisedraisedraised aboutaboutabout thesethesethese studiesstudiesstudies thatthatthat deservedeservedeserve furtherfurtherfurther investigainvestigainvestiga
tiontion.tion. TheTheThe firstfirstfirst isisis thatthatthat theytheythey usedusedused thethethe wrongwrongwrong measuremeasuremeasure ofofof profitability.profitability.profitability. AccountingAccountingAccounting ratesratesrates ofofof 
return,return,return, suchsuchsuch asasas thosethosethose analyzedanalyzedanalyzed bybyby thesethesethese authors,authors,authors, havehavehave historicallyhistoricallyhistorically beenbeenbeen criticizedcriticizedcriticized asasas weakweakweak 

“true”indicatorsindicatorsindicators ofofof "true""true" economiceconomiceconomic profit.profit.profit. TheTheThe secondsecondsecond isisis thatthatthat profitprofitprofit alone,alone,alone, howeverhoweverhowever measured,measured,measured, isisis 
ananan incompleteincompleteincomplete measuremeasuremeasure ofofof power.power.power. AlthoughAlthoughAlthough profitprofitprofit isisis aaa commonlycommonlycommonly usedusedused indicatorindicatorindicator ofofof marketmarketmarket 
powerpowerpower ininin thethethe economiceconomiceconomic andandand industrialindustrialindustrial organizationorganizationorganization literature,literature,literature, marketmarketmarket powerpowerpower maymaymay notnotnot bebebe 
immediatelyimmediatelyimmediately reflectedreflectedreflected ininin profitability.profitability.profitability. Further,Further,Further, whilewhilewhile profitabilityprofitabilityprofitability isisis aaa well-acceptedwell-acceptedwell-accepted indicaindica
tortortor ofofof marketmarketmarket powerpowerpower ininin thethethe economiceconomiceconomic andandand industrialindustrialindustrial organizationorganizationorganization literature,literature,literature, thethethe behavioralbehavioralbehavioral 

indica-

occur-viewviewview ofofof powerpowerpower hashashas traditionallytraditionallytraditionally beenbeenbeen different.different.different. Third,Third,Third, manymanymany majormajormajor shiftsshiftsshifts havehavehave beenbeenbeen occuroccur
ringringring outsideoutsideoutside traditionaltraditionaltraditional supermarketsupermarketsupermarket channelschannelschannels thatthatthat maymaymay makemakemake supermarketssupermarketssupermarkets aaa poorpoorpoor 

super-barometerbarometerbarometer forforfor broaderbroaderbroader trendstrendstrends ininin retailing.retailing.retailing. ForForFor example,example,example, Wal-MartWal-MartWal-Mart isisis notnotnot aaa partpartpart ofofof thethethe supersuper
marketmarketmarket sample,sample,sample, butbutbut ititit isisis clearlyclearlyclearly oneoneone ofofof thethethe firmsfirmsfirms thatthatthat isisis mostmostmost oftenoftenoften citedcitedcited asasas ananan exampleexampleexample ofofof 
thethethe powerpowerpower shift.shift.shift. InInIn fact,fact,fact, measuresmeasuresmeasures ofofof powerpowerpower whichwhichwhich dododo notnotnot showshowshow increasesincreasesincreases forforfor thisthisthis companycompanycompany 
wouldwouldwould lacklacklack facefaceface validityvalidityvalidity ininin thethethe viewviewview ofofof mostmostmost marketers.marketers.marketers. 

AAA broaderbroaderbroader samplesamplesample andandand betterbetterbetter measuresmeasuresmeasures areareare neededneededneeded tototo addressaddressaddress thesethesethese issues.issues.issues. InInIn thisthisthis paperpaperpaper we:we:we: 

discussdiscussdiscuss somesomesome oftheofthe shortcomingsshortcomingsshortcomings ofofof usingusingusing accountingaccountingaccounting ratesratesrates ofofof returnreturnreturn suchsuchsuch ROSROSROS andandand 
ROAROAROA asasas indicatorsindicatorsindicators ofofof marketmarketmarket power;power;power; 

1.1.1. of the 

2.2.	2.	 distinguishdistinguishdistinguish betweenbetweenbetween exercisedexercisedexercised andandand potentialpotentialpotential power,power,power, integratingintegratingintegrating thethethe behavioralbehavioralbehavioral andandand 
economiceconomiceconomic viewsviewsviews ofofof powerpowerpower intointointo ourourour conceptualconceptualconceptual framework;framework;framework; 

3.3.	3.	 useuseuse measuresmeasuresmeasures withwithwith aaa strongstrongstrong theoreticaltheoreticaltheoretical basebasebase ininin thethethe industrialindustrialindustrial organization,organization,organization, financefinancefinance 
andandand accountingaccountingaccounting literature,literature,literature, thatthatthat havehavehave recentlyrecentlyrecently gainedgainedgained prominenceprominenceprominence ininin thethethe businessbusinessbusiness 
press,press,press, tototo assessassessassess bothbothboth exercisedexercisedexercised andandand potentialpotentialpotential power;power;power; andandand 

4.4.	4.	 examineexamineexamine trendstrendstrends ininin thesethesethese measuresmeasuresmeasures andandand otherotherother relevantrelevantrelevant variablesvariablesvariables forforfor aaa widewidewide varietyvarietyvariety ofofof 
consumerconsumerconsumer goodsgoodsgoods industriesindustriesindustries andandand differentdifferentdifferent retailretailretail classes.classes.classes. 

MARKETMARKETMARKET POWERPOWERPOWER ANDANDAND PERFORMANCE:PERFORMANCE:
PERFORMANCE:
 
THETHETHE THEORETICALTHEORETICALTHEORETICAL FOUNDATIONFOUNDATION
FOUNDATION
 

TransactionsTransactionsTransactions betweenbetweenbetween twotwotwo operatingoperatingoperating systemssystemssystems alwaysalwaysalways involveinvolveinvolve thethethe twotwotwo factorsfactorsfactors ofofof economiceconomiceconomic valvalval
uesuesues andandand thethethe balancebalancebalance ofofofpower.power.powel: 

-Alderson-Alderson-Alderson (1955)(1955)(1955) 



InInIn thisthisthis section,section,section, wewewe brieflybrieflybriefly reviewreviewreview somesomesome keykeykey conceptsconceptsconcepts fromfromfrom thethethe behavioralbehavioralbehavioral channelschannelschannels literalitera
turetureture andandand economiceconomiceconomic theorytheorytheory thatthatthat areareare relevantrelevantrelevant tototo ourourour workworkwork ononon thethethe marketmarketmarket powerpowerpower ofofof 

litera-

manufacturersmanufacturersmanufacturers versusversusversus retailers.retailers.retailers. OurOurOur objectiveobjectiveobjective isisis tototo integrateintegrateintegrate thethethe twotwotwo viewsviewsviews tototo thethethe extentextentextent pospos
siblesiblesible andandand utilizeutilizeutilize themthemthem ininin thethethe developmentdevelopmentdevelopment ofofof ourourour measures,measures,measures, whilewhilewhile alsoalsoalso pointingpointingpointing outoutout thethethe mainmainmain 
differences.differences.differences. 

pos-

PowerPowerPower andandand EconomicEconomicEconomic TheoryTheoryTheory 

TheTheThe relativerelativerelative powerpowerpower ofofof thethethe retailingretailingretailing andandand manufacturingmanufacturingmanufacturing stagesstagesstages determinesdeterminesdetermines thethethe distributiondistributiondistribution ofofof 
rentsrentsrents betweenbetweenbetween stages.stages.stages. 

-Porter-Porter-Porter (1974)(1974)(1974) 

InInIn industrialindustrialindustrial organizationorganizationorganization theory,theory,theory, thethethe useuseuse ofofof profitprofitprofit tototo assessassessassess marketmarketmarket powerpowerpower datesdatesdates backbackback tototo 
Lerner'sLerner's originaloriginaloriginal measuremeasuremeasure ofofof monopolymonopolymonopoly powerpowerpower (1934)-the(1934)-the(1934)-the long-termlong-termlong-term differencedifferencedifference betweenbetweenbetween 
pricepriceprice andandand marginalmarginalmarginal cost,cost,cost, asasas aaa ratioratioratio ofofof price,price,price, calledcalledcalled thethethe Price-CostPrice-CostPrice-Cost Margin.Margin.Margin. ThisThisThis relationshiprelationshiprelationship 
Lemer’s 

betweenbetweenbetween marketmarketmarket powerpowerpower andandand profitprofitprofit hashashas beenbeenbeen formalizedformalizedformalized ininin thethethe well-knownwell-knownwell-known Structure-ConStructure-ConStructure-Con
duct-Performanceduct-Performance paradigm,paradigm,paradigm, pioneeredpioneeredpioneered bybyby BainBainBain (1968).(1968).(1968). AccordingAccordingAccording tototo thisthisthis paradigm,paradigm,paradigm, 
increasedincreasedincreased industryindustryindustry concentrationconcentrationconcentration (structure)(structure)(structure) permitspermitspermits firmsfirmsfirms withinwithinwithin ananan industryindustryindustry tototo colludecolludecollude andandand 
duct-performance 

decreasedecreasedecrease competition.competition.competition. ThisThisThis confersconfersconfers monopolymonopolymonopoly powerpowerpower ononon thethethe firmsfirmsfirms thatthatthat isisis evidencedevidencedevidenced ororor meamea
suredsuredsured bybyby theirtheirtheir highhighhigh economiceconomiceconomic profitprofitprofit rates.rates.rates. AlthoughAlthoughAlthough industrialindustrialindustrial organizationorganizationorganization researchresearchresearch hashashas 

mea-

evolvedevolvedevolved fromfromfrom aaa searchsearchsearch forforfor empiricalempiricalempirical regularitiesregularitiesregularities ininin cross-industrycross-industrycross-industry studiesstudiesstudies tototo industry-speindustry-spe
cificcificcific modelsmodelsmodels wherewherewhere thethethe regularitiesregularitiesregularities cancancan bebebe tested,tested,tested, overoverover thethethe pastpastpast decadedecadedecade (Sutton,(Sutton,(Sutton, 1991),1991),1991), thethethe 
basicbasicbasic relationshiprelationshiprelationship betweenbetweenbetween marketmarketmarket powerpowerpower andandand economiceconomiceconomic profitprofitprofit hashashas notnotnot beenbeenbeen questioned.questioned.questioned. 

industry-spe-

ThisThisThis economiceconomiceconomic conceptconceptconcept ofofof powerpowerpower hashashas alsoalsoalso beenbeenbeen appliedappliedapplied tototo channelschannelschannels ofofof distributiondistributiondistribution bybyby sevsev
eraleraleral researchersresearchersresearchers (e.g.,(e.g.,(e.g., Porter,Porter,Porter, 1974;1974;1974; Reekie,Reekie,Reekie, 1975;1975;1975; Steiner,Steiner,Steiner, 1978;1978;1978; AlbionAlbionAlbion andandand Farris,Farris,Farris, 1981;1981;1981; 
Grant,Grant,Grant, 1987).1987).1987). ForForFor instance,instance,instance, PorterPorterPorter (1974,(1974,(1974, 1976)1976)1976) arguesarguesargues thatthatthat thethethe ratesratesrates ofofof returnreturnreturn obtainedobtainedobtained bybyby 
manufacturersmanufacturersmanufacturers decreasedecreasedecrease asasas thethethe bargainingbargainingbargaining powerpowerpower ofofof retailersretailersretailers increases.increases.increases. Dickson,Dickson,Dickson, Schneier,Schneier,Schneier, 

sev-

SteidtmannSteidtmannSteidtmann andandand FarrisFarrisFarris (1994)(1994)(1994) studystudystudy thethethe balancebalancebalance ofofof marketmarketmarket powerpowerpower andandand profitprofitprofit betweenbetweenbetween supsup
pliersplierspliers andandand buyersbuyersbuyers ininin ananan experimentalexperimentalexperimental economicseconomicseconomics framework.framework.framework. EconomicEconomicEconomic modelsmodelsmodels ofofof channelchannelchannel 
relationshipsrelationshipsrelationships andandand coordination,coordination,coordination, wherewherewhere thethethe balancebalancebalance ofofof powerpowerpower isisis aaa determinantdeterminantdeterminant ofofof howhowhow totaltotaltotal 
channelchannelchannel profitsprofitsprofits areareare divideddivideddivided betweenbetweenbetween channelchannelchannel members,members,members, areareare alsoalsoalso relevantrelevantrelevant ininin thisthisthis contextcontextcontext 
(e.g.,(e.g.,(e.g., KimKimKim andandand Staelin,Staelin,Staelin, 1994;1994;1994; IngeneIngeneIngene andandand Parry,Parry,Parry, 1995;1995;1995; Chu,Chu,Chu, 1992;1992;1992; McGuireMcGuireMcGuire andandand Staelin,Staelin,Staelin, 

sup

1986;1986;1986; JeulandJeulandJeuland andandand Shugan,Shugan,Shugan, 1983).1983).1983). ToToTo summarizesummarizesummarize thethethe Structure-Conduct-PerformanceStructure-Conduct-PerformanceStructure-Conduct-Performance parpar
adigmadigmadigm ininin thethethe contextcontextcontext ofofof manufacturersmanufacturersmanufacturers andandand retailers,retailers,retailers, increasedincreasedincreased retailerretailerretailer powerpowerpower overoverover 
manufacturersmanufacturersmanufacturers shouldshouldshould bebebe accompaniedaccompaniedaccompanied bybyby reducedreducedreduced inter-retailerinter-retailerinter-retailer competitioncompetitioncompetition andandand andandand 
increaseincreaseincrease ininin retailerretailerretailer margin,margin,margin, whilewhilewhile atatat thethethe samesamesame timetimetime leadingleadingleading tototo higherhigherhigher inter-manufacturerinter-manufacturerinter-manufacturer 
competitioncompetitioncompetition andandand lowerlowerlower manufacturermanufacturermanufacturer margin.margin.margin. 

InInIn discussingdiscussingdiscussing availableavailableavailable measuresmeasuresmeasures ofofof thethethe price-costprice-costprice-cost margin,margin,margin, BainBainBain (1968)(1968)(1968) notednotednoted thatthatthat thethethe 

par-

mainmainmain differencedifferencedifference betweenbetweenbetween accountingaccountingaccounting costscostscosts andandand "economic""economic" costscostscosts lieslieslies ininin thethethe factfactfact thatthatthat thethethe latlat
terterter includesincludesincludes thethethe valuevaluevalue ofofof thethethe servicesservicesservices ofofof fundsfundsfunds investedinvestedinvested bybyby thethethe owners,owners,owners, andandand isisis measuredmeasuredmeasured asasas 

“economic” lat

ananan interestinterestinterest returnreturnreturn ononon owners'owners' investment,investment,investment, calculatedcalculatedcalculated atatat thethethe bestbestbest netnetnet interestinterestinterest rateraterate theytheythey couldcouldcould 
earnearnearn elsewhere.elsewhere.elsewhere. Thus,Thus,Thus, excessexcessexcess ororor residualresidualresidual profitsprofitsprofits areareare earnedearnedearned onlyonlyonly tototo thethethe extentextentextent thatthatthat thethethe 

owners’ 

accountingaccountingaccounting profitprofitprofit exceedsexceedsexceeds thisthisthis interestinterestinterest rateraterate timestimestimes thethethe valuevaluevalue ofofof owners'owners' investment.investment.investment.owners’ 



ThereThereThere hashashas beenbeenbeen somesomesome debatedebatedebate overoverover cross-sectionalcross-sectionalcross-sectional comparisonscomparisonscomparisons ofofof accountingaccountingaccounting ratesratesrates ofofof 
return.return.return. SomeSomeSome researchersresearchersresearchers havehavehave notednotednoted thatthatthat thesethesethese returnsreturnsreturns maymaymay suffersuffersuffer fromfromfrom differencesdifferencesdifferences ininin 
accountingaccountingaccounting practicepracticepractice andandand otherotherother firmfirmfirm specificspecificspecific biasesbiasesbiases thatthatthat wewewe areareare unableunableunable tototo observeobserveobserve ororor eveneveneven 
predictpredictpredict thethethe directiondirectiondirection ofofof (Fisher(Fisher(Fisher andandand McGowan,McGowan,McGowan, 1983;1983;1983; Benston,Benston,Benston, 1985).1985).1985). Unfortunately,Unfortunately,Unfortunately, thesethesethese 
authorsauthorsauthors dododo notnotnot provideprovideprovide aaa solutionsolutionsolution tototo thethethe problem,problem,problem, andandand thethethe debatedebatedebate overoverover thethethe extentextentextent tototo whichwhichwhich 
accountingaccountingaccounting profitsprofitsprofits cancancan bebebe usedusedused asasas indicatorsindicatorsindicators ofofof economiceconomiceconomic profitprofitprofit continuescontinuescontinues (see(see(see Martin,Martin,Martin, 
1984;1984;1984; LongLongLong andandand Ravenscraft,Ravenscraft,Ravenscraft, 198419841984 forforfor opposingopposingopposing arguments).arguments).arguments). WeWeWe notenotenote twotwotwo importantimportantimportant pointspointspoints 
ininin thisthisthis connection.connection.connection. First,First,First, thethethe factfactfact thatthatthat somesomesome measuremeasuremeasure ofofof profitprofitprofit isisis aaa validvalidvalid indicatorindicatorindicator ofofof marketmarketmarket 

cross-powerpowerpower isisis notnotnot atatat issue.issue.issue. Second,Second,Second, firmfirmfirm specificspecificspecific biasesbiasesbiases ininin accountingaccountingaccounting returnsreturnsreturns thatthatthat affectaffectaffect crosscross
sectionalsectionalsectional studiesstudiesstudies areareare notnotnot aaa concernconcernconcern ininin timetimetime seriesseriesseries trendstrendstrends atatat thethethe aggregateaggregateaggregate industryindustryindustry level.level.level. InInIn 

con-fact,fact,fact, examiningexaminingexamining changeschangeschanges overoverover timetimetime isisis aaa commonlycommonlycommonly usedusedused approachapproachapproach tototo econometricallyeconometricallyeconometrically concon
troltroltrol forforfor firm-specificfirm-specificfirm-specific biasesbiasesbiases (see,(see,(see, forforfor example,example,example, BouldingBouldingBoulding andandand Staelin,Staelin,Staelin, 1990).1990).1990). EvenEvenEven ininin thethethe 
unlikelyunlikelyunlikely eventeventevent thatthatthat theretherethere areareare systematicsystematicsystematic differencesdifferencesdifferences betweenbetweenbetween thethethe accountingaccountingaccounting practicespracticespractices ofofof 
manufacturersmanufacturersmanufacturers andandand retailersretailersretailers ininin eacheacheach ofofof thethethe industriesindustriesindustries wewewe examine,examine,examine, thethethe timetimetime trendstrendstrends ofofof theirtheirtheir 
relativerelativerelative profitabilityprofitabilityprofitability cannotcannotcannot bebebe affected,affected,affected, andandand certainlycertainlycertainly notnotnot reversed.reversed.reversed. 

ForForFor thethethe purposespurposespurposes ofofof ourourour work,work,work, thethethe majormajormajor conclusionsconclusionsconclusions thatthatthat wewewe drawdrawdraw fromfromfrom thisthisthis literatureliteratureliterature are:are:are: 

1.1.	1.	 AsAsAs thethethe marketmarketmarket powerpowerpower enjoyedenjoyedenjoyed bybyby aaa channelchannelchannel member,member,member, relativerelativerelative tototo another,another,another, increases,increases,increases, 
oneoneone wouldwouldwould expectexpectexpect itsitsits relativerelativerelative economiceconomiceconomic profitprofitprofit tototo alsoalsoalso increase.increase.increase. 
AccountingAccountingAccounting ratesratesrates ofofof returnreturnreturn ignoreignoreignore ananan importantimportantimportant componentcomponentcomponent ofofof aaa company'scompany's costcostcost 
structure,structure,structure, thethethe costcostcost ofofof itsitsits investedinvestedinvested capital.capital.capital. TheTheThe effectivenesseffectivenesseffectiveness withwithwith whichwhichwhich aaa companycompanycompany 
employsemploysemploys itsitsits capitalcapitalcapital mustmustmust enterenterenter intointointo ananan evaluationevaluationevaluation ofofof itsitsits profitability.profitability.profitability. 

2.2.	2.	 company’s 

PowerPowerPower andandand BehavioralBehavioralBehavioral TheoryTheoryTheory 

PowerPowerPower refersrefersrefers tototo thethethe abilityabilityability ofofof oneoneone channelchannelchannel membermembermember tototo induceinduceinduce anotheranotheranother channelchannelchannel membermembermember tototo 
changechangechange itsitsits behaviorbehaviorbehavior ininin favorfavorfavor ofofof thethethe objectivesobjectivesobjectives ofofof thethethe channelchannelchannel membermembermember exertingexertingexerting influence.influence.influence. 

-Wilemon-Wilemon-Wilemon (1972)(1972)(1972) 

measure-ThereThereThere isisis aaa largelargelarge literatureliteratureliterature ininin marketingmarketingmarketing ononon thethethe definition,definition,definition, dimensions,dimensions,dimensions, basesbasesbases andandand measuremeasure
mentmentment ofofof powerpowerpower ininin channelschannelschannels ofofof distribution.distribution.distribution. AlthoughAlthoughAlthough ititit isisis notnotnot ourourour intentintentintent tototo provideprovideprovide aaa 
comprehensivecomprehensivecomprehensive reviewreviewreview ofofof thisthisthis literature,literature,literature, wewewe presentpresentpresent aaa briefbriefbrief discussiondiscussiondiscussion ofofof somesomesome keykeykey issuesissuesissues 
whichwhichwhich areareare relevantrelevantrelevant tototo thethethe developmentdevelopmentdevelopment ofofof ourourour measuresmeasuresmeasures ofofof retailerretailerretailer versusversusversus manufacturermanufacturermanufacturer marmar
ketketket power.power.power. 

TheTheThe theoreticaltheoreticaltheoretical foundationsfoundationsfoundations forforfor muchmuchmuch ofofof thethethe workworkwork ononon channelchannelchannel powerpowerpower lielielie ininin thethethe originaloriginaloriginal 
workworkwork ononon powerpowerpower bybyby researchersresearchersresearchers likelikelike FrenchFrenchFrench andandand RavenRavenRaven (1959)(1959)(1959) andandand EmersonEmersonEmerson (1962).(1962).(1962). FrenchFrenchFrench 

mar-

andandand RavenRavenRaven providedprovidedprovided aaa typologytypologytypology ofofof fivefivefive basesbasesbases ofofof powerpowerpower whilewhilewhile Emerson'sEmerson's dependencedependencedependence frameframe
workworkwork suggestssuggestssuggests thatthatthat thethethe dependencedependencedependence ofofof oneoneone partypartyparty ininin aaa dyaddyaddyad providesprovidesprovides thethethe basisbasisbasis forforfor thethethe powerpowerpower 
ofofof another,another,another, andandand incorporatesincorporatesincorporates allallall thethethe basesbasesbases ofofof powerpowerpower withinwithinwithin it.it.it. 

Emerson’s frame-

StemEl-AnsaryEl-AnsaryEl-Ansary andandand SternStern (1972)(1972)(1972) providedprovidedprovided aaa definitiondefinitiondefinition ofofof powerpowerpower whichwhichwhich continuescontinuescontinues tototo bebebe widelywidelywidely 
“The u deciacceptedacceptedaccepted ininin thethethe channelschannelschannels literature:literature:literature: "The"The abilityabilityability ofofof aa channelchannelchannel membermembermember tototo controlcontrolcontrol thethethe decideci

sionsionsion variablesvariablesvariables ininin thethethe marketingmarketingmarketing strategystrategystrategy ofofof anotheranotheranother membermembermember ininin aaa givengivengiven channelchannelchannel atatat aaa 
differentdifferent levellevellevel ofofofdistributiondistribution "(p."(p. 47).47).47). AsAsAs isisis clearclearclear fromfromfrom thisthisthis definition,definition,definition, thethethe channelschannelschannels litera-literadiRerent distribution”(p. litera
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StoreStoreStore ConcentrationConcentrationConcentration Reward,Reward,Reward, CoercionCoercionCoercion 
AllowancesAllowancesAllowances 
OrderingOrderingOrdering ScheduleScheduleSchedule 
DeliveryDeliveryDelivery 

InventoryInventoryInventory 

ScannerScannerScanner DataDataData Expert,Expert,Expert, ReferenceReferenceReference ProductProductProduct AssortmentAssortmentAssortment 
ShelfShelfShelf SpaceSpaceSpace AllocationAllocationAllocation 

CreditCreditCredit 
LoyaltyStoreStoreStore loyaltyloyalty Legitimacylegitimacylegitimacy LabelsPrivatePrivatePrivate labelslabels 

TrainingTraining 

turetureture examinesexaminesexamines channelchannelchannel powerpowerpower atatat thethethe firm-levelfirm-levelfirm-level dyaddyaddyad (individual(individual(individual suppliersuppliersupplier versusversusversus channelchannelchannel 
member),member),member), andandand isisis bestbestbest suitedsuitedsuited tototo empiricalempiricalempirical teststeststests ofofof firm-levelfirm-levelfirm-level hypotheses,hypotheses,hypotheses, althoughalthoughalthough itsitsits impliimpli
cationscationscations maymaymay bebebe extendedextendedextended tototo industry-levelindustry-levelindustry-level analysesanalysesanalyses asasas well.well.well. 

impli

El-AnsaryEl-AnsaryEl-Ansary andandand StemStem alsoalsoalso developeddevelopeddeveloped aaa comprehensivecomprehensivecomprehensive measuremeasuremeasure ofofof channelchannelchannel powerpowerpower forforfor suchsuchsuch 
firm-levelfirm-levelfirm-level empiricalempiricalempirical analyses.analyses.analyses. TheTheThe measuresmeasuresmeasures assessassessassess controlcontrolcontrol overoverover 131313 marketingmarketingmarketing strategystrategystrategy 
variables:variables:variables: inventoryinventoryinventory policy,policy,policy, orderorderorder size,size,size, pricing,pricing,pricing, salessalessales promotion,promotion,promotion, cooperativecooperativecooperative advertising,advertising,advertising, 

Stern 

distributiondistributiondistribution policiespoliciespolicies (e.g.,(e.g.,(e.g., selectiveselectiveselective versusversusversus extensive),extensive),extensive), delivery,delivery,delivery, credit,credit,credit, qualityqualityquality ofofof installainstallainstalla

tiontiontion work,work,work, salesmen'ssalesmen's training,training,training, salessalessales meetings,meetings,meetings, serviceserviceservice schools,schools,schools, andandand participationparticipationparticipation ininin thethethe 
activitiesactivitiesactivities ofofof professionalprofessionalprofessional associations.associations.associations. AlthoughAlthoughAlthough thethethe specificspecificspecific measuresmeasuresmeasures werewerewere weak,weak,weak, asasas isisis tototo 
bebebe expectedexpectedexpected ofofof earlyearlyearly attemptsattemptsattempts atatat operationalization,operationalization,operationalization, theytheythey linklinklink thethethe basesbasesbases andandand definitiondefinitiondefinition ofofof 
powerpowerpower tototo itsitsits applicationapplicationapplication andandand formformform thethethe foundationfoundationfoundation forforfor subsequentsubsequentsubsequent workworkwork ononon channelchannelchannel powerpowerpower 

salesmen’s 

measurement.measurement.measurement. AsAsAs wewewe wiJIwiJI seeseesee ininin thethethe nextnextnext section,section,section, thesethesethese measuresmeasuresmeasures enableenableenable ususus tototo relaterelaterelate thethethewill 

exerciseexerciseexercise ofofof powerpowerpower tototo economiceconomiceconomic goals.goals.goals. Similarly,Similarly,Similarly, Gaski'sGaski's (1988)(1988)(1988) operationalizationoperationalizationoperationalization ofofof powerpowerpowerGaski’s 

encompassedencompassedencompassed fivefivefive activitiesactivitiesactivities performedperformedperformed bybyby thethethe channelchannelchannel members-pricing,members-pricing,members-pricing, orderingorderingordering schedsched
ule,ule,ule, inventory,inventory,inventory, productproductproduct assortment,assortment,assortment, andandand customercustomercustomer service.service.service. HeHeHe tootootoo measuresmeasuresmeasures powerpowerpower asasas thethethe 

sched

extentextentextent tototo whichwhichwhich oneoneone channelchannelchannel membermembermember cancancan influenceinfluenceinfluence another'sanother's actionsactionsactions ininin thethethe realmrealmrealm ofofof thesethesethese 
activities.activities.activities. MessingerMessingerMessinger andandand NarasimhanNarasimhanNarasimhan (1995)(1995)(1995) havehavehave framedframedframed thethethe environmentalenvironmentalenvironmental changeschangeschanges thatthatthat 
areareare oftenoftenoften citedcitedcited tototo supportsupportsupport thethethe contentioncontentioncontention thatthatthat retailerretailerretailer powerpowerpower isisis increasingincreasingincreasing ininin thethethe contextcontextcontext ofofof 

another’s 

FrenchFrenchFrench andandand Raven'sRaven's basesbasesbases ofofof power.power.power. TableTableTable 111 combinescombinescombines thesethesethese withwithwith El-AnsaryEl-AnsaryEl-Ansary andandand Stem'sStem's 
measuresmeasuresmeasures ofofof exercisedexercisedexercised power.power.power. 

Raven’s Stern’s 

InInIn recentrecentrecent years,years,years, Emerson'sEmerson's (1962)(1962) dependencedependencedependence approachapproachapproach hashashas receivedreceivedreceived aaa lotlotlot ofofof emphasis.emphasis.emphasis. 
HisHisHis frameworkframeworkframework viewsviewsviews powerpowerpower asasas aaa potentialpotentialpotential influence,influence,influence, andandand isisis thethethe basisbasisbasis forforfor muchmuchmuch ofofof thethethe workworkwork 
ononon potentialpotentialpotential ororor unexercisedunexercisedunexercised powerpowerpower ininin thethethe channelschannelschannels literatureliteratureliterature (Frazier,(Frazier,(Frazier, 1983;1983;1983; GaskiGaskiGaski andandand 
Nevin,Nevin,Nevin, 1985).1985).1985). 

TheTheThe rolerolerole ofofof relativerelativerelative performanceperformanceperformance ofofof thethethe dyaddyaddyad membersmembersmembers ininin thisthisthis literatureliteratureliterature hashashas beenbeenbeen ratherratherrather 
limited.limited.limited. InInIn examiningexaminingexamining performance,performance,performance, channelschannelschannels researchersresearchersresearchers havehavehave concernedconcernedconcerned itselfitselfitself moremoremore withwithwith 
channelchannelchannel performanceperformanceperformance fromfromfrom thethethe perspectiveperspectiveperspective ofofof thethethe manufacturermanufacturermanufacturer thanthanthan thethethe retailer.retailer.retailer. InInIn otherotherother 

Emerson’s ( 1962) 

words,words,words, ititit examinesexaminesexamines howhowhow weJIweJI thethethe channelchannelchannel contributescontributescontributes tototo thethethe performance/profitabilityperformance/profitabilityperformance/profitability ofofof thethethewell 

suppliersuppliersupplier (Gaski,(Gaski,(Gaski, 1984;1984;1984; GaskiGaskiGaski andandand Nevin,Nevin,Nevin, 1985;1985;1985; EI-AnsaryEI-Ansary andandand Stem,Stem, 1992;1992;1992; Kumar,Kumar,Kumar, StemStemStemEl-Ansary Stern, 

andandand Achrol,Achrol,Achrol, 1992).1992).1992). Further,Further,Further, profitabilityprofitabilityprofitability isisis viewedviewedviewed asasas ananan "outcome""outcome" ofofof thethethe cultivationcultivationcultivation andandand“outcome” 



useuseuse ofofof powerpowerpower (Frazier(Frazier(Frazier andandand Summers,Summers,Summers, 1984;1984;1984; Boyle,Boyle,Boyle, Dwyer,Dwyer,Dwyer, RobicheauxRobicheauxRobicheaux andandand Simpson,Simpson,Simpson, 
1992),1992),1992), butbutbut notnotnot asasas ananan indicatorindicatorindicator ofofof power.power.power. 

BehavioralBehavioralBehavioral VersusVersusVersus EconomicEconomicEconomic Theory:Theory:Theory: BridgingBridgingBridging thethethe GapGapGap 

behav-TheTheThe aboveaboveabove discussiondiscussiondiscussion highlightshighlightshighlights somesomesome keykeykey differencesdifferencesdifferences betweenbetweenbetween thethethe economiceconomiceconomic andandand behavbehav
firmioralioralioral views:views:views: (1)(1)(1) thethethe aggregate,aggregate,aggregate, industryindustryindustry levellevellevel focusfocusfocus ofofof thethethe formerformerformer versusversusversus thethethe dyadic,dyadic,dyadic, firmfirm

levellevellevel focusfocusfocus ofofof thethethe latter;latter;latter; (2)(2)(2) thethethe differencedifferencedifference betweenbetweenbetween exercisedexercisedexercised andandand potentialpotentialpotential power;power;power; (3)(3)(3) thethethe 
appropriatenessappropriatenessappropriateness ofofof profitprofitprofit asasas ananan indicatorindicatorindicator ofofof marketmarketmarket power.power.power. WeWeWe discussdiscussdiscuss eacheacheach issueissueissue below.below.below. 

FirmFirmFirm VersusVersusVersus IndustryIndustryIndustry LevelLevelLevel AnalysesAnalysesAnalyses 

BothBothBoth firm-levelfirm-levelfirm-level dyadicdyadicdyadic analysesanalysesanalyses andandand moremoremore aggregateaggregateaggregate industry-levelindustry-levelindustry-level analysesanalysesanalyses makemakemake 
importantimportantimportant contributionscontributionscontributions tototo thethethe literature.literature.literature. TheTheThe issueissueissue isisis notnotnot whichwhichwhich isisis better,better,better, butbutbut whichwhichwhich isisis moremoremore 
appropriateappropriateappropriate forforfor testingtestingtesting thethethe specificspecificspecific hypotheseshypotheseshypotheses ininin aaa givengivengiven study.study.study. Thus,Thus,Thus, wewewe viewviewview thisthisthis notnotnot asasas 
aaa disagreementdisagreementdisagreement betweenbetweenbetween thethethe twotwotwo streamsstreamsstreams ofofof literatureliteratureliterature butbutbut asasas aaa differencedifferencedifference ininin emphases.emphases.emphases. OurOurOur 

genconcernconcernconcern ininin thisthisthis studystudystudy isisis withwithwith thethethe allegedallegedalleged shiftshiftshift ininin marketmarketmarket powerpowerpower fromfromfrom manufacturers,manufacturers,manufacturers, ininin gengen
eral,eral,eral, tototo retailers,retailers,retailers, ininin general,general,general, notnotnot withwithwith specificspecificspecific pairspairspairs ofofof firms.firms.firms. Consequently,Consequently,Consequently, wewewe conductconductconduct ananan 
industryindustryindustry levellevellevel analysis.analysis.analysis. DyadicDyadicDyadic aspectsaspectsaspects ofofof thethethe powerpowerpower balancebalancebalance betweenbetweenbetween individualindividualindividual pairspairspairs ofofof 
firmsfirmsfirms willwillwill certainlycertainlycertainly provideprovideprovide valuablevaluablevaluable insightsinsightsinsights aboutaboutabout specificspecificspecific firms,firms,firms, butbutbut suchsuchsuch ananan examinationexaminationexamination 
isisis outsideoutsideoutside thethethe scopescopescope ofofof ourourour study.study.study. 

ExercisedExercisedExercised VersusVersusVersus UnexercisedUnexercisedUnexercised PowerPowerPower 

AsAsAs notednotednoted above,above,above, thethethe channelschannelschannels literatureliteratureliterature makesmakesmakes ananan importantimportantimportant distinctiondistinctiondistinction betweenbetweenbetween potentialpotentialpotential 
powerpowerpower andandand exercisedexercisedexercised power.power.power. InInIn contrast,contrast,contrast, economiceconomiceconomic theorytheorytheory implicitlyimplicitlyimplicitly concernsconcernsconcerns itselfitselfitself onlyonlyonly 
withwithwith exercisedexercisedexercised powerpowerpower andandand itsitsits consequences.consequences.consequences. InInIn fact,fact,fact, thethethe onlyonlyonly referencereferencereference tototo thisthisthis issueissueissue thatthatthat wewewe 

Lemer: “Thewerewerewere ableableable tototo findfindfind appearsappearsappears ininin thethethe originaloriginaloriginal workworkwork ofofof Lerner:Lerner: "The"The unusedunusedunused monopolymonopolymonopoly powerpowerpower willwillwill 
bebebe there.there. butbutbut beingbeingbeing unknownunknownunknown andandand unusedunusedunused ititit is.is. economically,economically,economically, asasas ififif ititit werewerewere notnotnot there.there.there. ForForFor 
practicalpracticalpractical purposes,purposes,purposes, wewewe mustmustmust readreadread monopolymonopolymonopoly powerpowerpower notnotnot asasas potentialpotentialpotential monopoly,monopoly,monopoly, butbutbut asasas 

there, is, 

monopolymonopolymonopoly inin jorce"(p.jorce"(p. 170).170).170). WeWeWe believebelievebelieve ititit isisis importantimportantimportant tototo distinguishdistinguishdistinguish betweenbetweenbetween potentialpotentialpotential andandand 
unexercisedunexercisedunexercised powerpowerpower andandand returnreturnreturn tototo thisthisthis issueissueissue ininin thethethe nextnextnext section.section.section. 

inforce”(p. 

ProfitProfitProfit andandand MarketMarketMarket PowerPowerPower 

ThisThisThis leadsleadsleads ususus tototo thethethe thirdthirdthird pointpointpoint ofofof departuredeparturedeparture betweenbetweenbetween thethethe twotwotwo views-theviews-theviews-the adequacyadequacyadequacy ofofof 
profitabilityprofitabilityprofitability asasas ananan indicatorindicatorindicator ofofof marketmarketmarket power.power.power. Clearly,Clearly,Clearly, economiceconomiceconomic theorytheorytheory viewsviewsviews profitability,profitability,profitability, 
appropriatelyappropriatelyappropriately measured,measured,measured, asasas ananan indicatorindicatorindicator ofofof marketmarketmarket power.power.power. However,However,However, asasas notednotednoted above,above,above, wewewe 
needneedneed measuresmeasuresmeasures ofofof bothbothboth exercisedexercisedexercised andandand potentialpotentialpotential marketmarketmarket power.power.power. CurrentCurrentCurrent profitabilityprofitabilityprofitability isisis 
clearlyclearlyclearly notnotnot aaa suitablesuitablesuitable measuremeasuremeasure ofofof potentialpotentialpotential power-anotherpower-anotherpower-another measuremeasuremeasure isisis needed.needed.needed. WhetherWhetherWhether 

cap-currentcurrentcurrent profitabilityprofitabilityprofitability isisis aaa goodgoodgood measuremeasuremeasure ofofof exercisedexercisedexercised powerpowerpower dependsdependsdepends uponuponupon howhowhow wellwellwell ititit capcap
turesturestures thethethe meansmeansmeans throughthroughthrough whichwhichwhich powerpowerpower isisis applied.applied.applied. TheseTheseThese issuesissuesissues playaplaya centralcentralcentral rolerolerole ininin thethethe nextnextnextplay a 



section,section,section, wherewherewhere wewewe developdevelopdevelop measuresmeasuresmeasures ofofof bothbothboth exercisedexercisedexercised andandand potentialpotentialpotential powerpowerpower forforfor ourourour indusindus
try-leveltry-leveltry-level analysis.analysis.analysis. 

indus-

AssessingAssessingAssessing ExercisedExercisedExercised MarketMarketMarket PowerPowerPower 

SinceSinceSince thethethe initialinitialinitial workworkwork bybyby BainBainBain nearlynearlynearly thirtythirtythirty yearsyearsyears ago,ago,ago, thethethe costcostcost ofofof capitalcapitalcapital hashashas beenbeenbeen widelywidelywidely 
exam-incorporatedincorporatedincorporated intointointo thethethe literature,literature,literature, especiallyespeciallyespecially ininin financefinancefinance andandand accounting.accounting.accounting. SomeSomeSome recentrecentrecent examexam

plesplesples ofofof researchresearchresearch addressingaddressingaddressing thisthisthis issueissueissue includeincludeinclude FelthamFelthamFeltham andandand OhlsonOhlsonOhlson (1994),(1994),(1994), MegnaMegnaMegna andandand 
MuellerMuellerMueller (1991),(1991),(1991), GrabowskiGrabowskiGrabowski andandand VernonVernonVernon (1990),(1990),(1990), OhlsonOhlsonOhlson (1994),(1994),(1994), GitmanGitmanGitman andandand MercurioMercurioMercurio 
(1982),(1982),(1982), GrabowskiGrabowskiGrabowski andandand MuellerMuellerMueller (1978).(1978).(1978). MuchMuchMuch moremoremore recently,recently,recently, thethethe importanceimportanceimportance ofofof estimatingestimatingestimating 
thethethe costcostcost ofofof capitalcapitalcapital investedinvestedinvested tototo generategenerategenerate accountingaccountingaccounting profitsprofitsprofits hashashas alsoalsoalso beenbeenbeen recognizedrecognizedrecognized bybyby pracprac
titionerstitionerstitioners andandand thethethe businessbusinessbusiness presspresspress (Stewart,(Stewart,(Stewart, 1991;1991;1991; Tully,Tully,Tully, 1993;1993;1993; CocaCocaCoca ColaColaCola Co.Co.Co. AnnualAnnualAnnual Report,Report,Report, 
1993).1993).1993). 

prac-

AsAsAs aaa result,result,result, theretherethere isisis nownownow widespreadwidespreadwidespread agreementagreementagreement ininin bothbothboth thethethe academicacademicacademic literatureliteratureliterature andandand indusindus
trytrytry thatthatthat subtractingsubtractingsubtracting thethethe costcostcost ofofof capitalcapitalcapital employedemployedemployed fromfromfrom accountingaccountingaccounting profitprofitprofit providesprovidesprovides aaa betterbetterbetter 

indus

“true profitability”.measuremeasuremeasure ofofof "true"true profitability".profitability". ThisThisThis isisis termedtermedtermed economic,economic,economic, residual,residual,residual, ororor abnormalabnormalabnormal profitprofitprofit ininin thethethe 
academicacademicacademic literatureliteratureliterature andandand EconomicEconomicEconomic ValueValueValue AddedAddedAdded (EVA)(EVA)(EVA) ininin thethethe businessbusinessbusiness press.press.press. StudiesStudiesStudies ofofof 
performanceperformanceperformance ininin thethethe marketingmarketingmarketing literatureliteratureliterature havehavehave notnotnot caughtcaughtcaught upupup withwithwith thethethe importanceimportanceimportance ofofof thethethe costcostcost 
ofofof capital,capital,capital, however,however,however, andandand thethethe twotwotwo studiesstudiesstudies bybyby FarrisFarrisFarris andandand AilawadiAilawadiAilawadi (1992)(1992)(1992) andandand MessingerMessingerMessinger andandand 
NarasimhanNarasimhanNarasimhan (1995)(1995)(1995) thatthatthat havehavehave examinedexaminedexamined thethethe retailretailretail powerpowerpower shiftshiftshift ininin thethethe foodfoodfood industryindustryindustry areareare nonono 
exception.exception.exception. 

WeWeWe believebelievebelieve thatthatthat ititit isisis particularlyparticularlyparticularly importantimportantimportant andandand usefulusefuluseful tototo includeincludeinclude thethethe costcostcost ofofof capitalcapitalcapital ininin ananan 
evaluationevaluationevaluation ofofof marketmarketmarket powerpowerpower ofofof manufacturersmanufacturersmanufacturers versusversusversus retailers.retailers.retailers. CapitalCapitalCapital includesincludesincludes equipment,equipment,equipment, 
realrealreal estateestateestate etc.,etc.,etc., whichwhichwhich isisis expectedexpectedexpected tototo bebebe productiveproductiveproductive longlonglong afterafterafter ititit isisis purchased,purchased,purchased, asasas wellwellwell asasas 
workingworkingworking capitalcapitalcapital ininin cash,cash,cash, inventories,inventories,inventories, receivablesreceivablesreceivables etc.etc.etc. SeveralSeveralSeveral ofofof thethethe phenomenaphenomenaphenomena thatthatthat havehavehave 
beenbeenbeen citedcitedcited asasas evidenceevidenceevidence ofofof retailers'retailers' growinggrowinggrowing powerpowerpower affectaffectaffect componentscomponentscomponents ofofof capital.capital.capital. ForForFor 
instance,instance,instance, thethethe conceptconceptconcept ofofof residualresidualresidual profitprofitprofit ororor EVAEVAEVA isisis especiallyespeciallyespecially consistentconsistentconsistent withwithwith manymanymany ofofof thethethe 
innovationsinnovationsinnovations ininin supplysupplysupply chainchainchain managementmanagementmanagement thatthatthat focusfocusfocus ononon thethethe reductionreductionreduction andandand inter-channelinter-channelinter-channel shiftshiftshift 

retailers’ 

con-ininin inventory-carryinginventory-carryinginventory-carrying costscostscosts andandand otherotherother formsformsforms ofofof workingworkingworking capital.capital.capital. RetailersRetailersRetailers areareare veryveryvery concon
cernedcernedcerned aboutaboutabout thethethe amountamountamount ofofof capitalcapitalcapital tiedtiedtied upupup ininin thethethe productsproductsproducts theytheythey sell.sell.sell. TwoTwoTwo measuresmeasuresmeasures ofofof retailretailretail 
productivityproductivityproductivity thatthatthat areareare increasingincreasingincreasing ininin popularitypopularitypopularity reflectreflectreflect thisthisthis concern.concern.concern. TheTheThe firstfirstfirst isisis GrossGrossGross MarginMarginMargin 

self-ReturnReturnReturn ononon InventoryInventoryInventory InvestmentInvestmentInvestment (GMROI),(GMROI),(GMROI), thethethe importanceimportanceimportance ofofof inventoryinventoryinventory ininin whichwhichwhich isisis selfself
explanatory.explanatory.explanatory. TheTheThe secondsecondsecond isisis DirectDirectDirect ProductProductProduct ProfitabilityProfitabilityProfitability (DPP),(DPP),(DPP), whichwhichwhich deductsdeductsdeducts fromfromfrom grossgrossgross 
marginmarginmargin severalseveralseveral costscostscosts incurredincurredincurred ininin thethethe distributiondistributiondistribution process,process,process, includingincludingincluding aaa chargechargecharge forforfor inventoryinventoryinventory 
holding.holding.holding. Further,Further,Further, ToysToysToys RRR UsUsUs andandand Wal-MartWal-MartWal-Mart havehavehave askedaskedasked forforfor supplierssupplierssuppliers tototo provideprovideprovide moremoremore goodsgoodsgoods 
ononon aaa consignmentconsignmentconsignment basis,basis,basis, aaa phenomenonphenomenonphenomenon thatthatthat hashashas beenbeenbeen citedcitedcited asasas oneoneone ofofof thethethe indicatorsindicatorsindicators ofofof ananan 

drivdrivincreaseincreaseincrease ininin retailerretailerretailer power.power.power. InInIn fact,fact,fact, aaa focusfocusfocus ononon loweringloweringlowering thethethe costcostcost ofofof capitalcapitalcapital isisis saidsaidsaid tototo bebebe driv
inginging manymanymany newnewnew initiativesinitiativesinitiatives ininin thethethe foodfoodfood industry,industry,industry, suchsuchsuch asasas EfficientEfficientEfficient ConsumerConsumerConsumer ResponseResponseResponse 
(ECR),(ECR),(ECR), whichwhichwhich areareare designeddesigneddesigned tototo reducereducereduce inventoryinventoryinventory andandand lowerlowerlower transactionstransactionstransactions costscostscosts (Sansolo,(Sansolo,(Sansolo, 
1993).1993).1993). AccordingAccordingAccording tototo aaa recentrecentrecent articlearticlearticle (Tully,(Tully,(Tully, 1993)1993)1993) ononon thethethe importanceimportanceimportance ofofof EVAEVAEVA tototo business,business,business, 
“[Tradeloading]
"[Tradeloading]"[Tradeloading] damagesdamagesdamages long-termlong-termlong-term returns.returns.returns. AnAnAn importantimportantimportant reasonreasonreason isisis thatthatthat ititit demandsdemandsdemands soso
so
 

tempo-tempomuchmuchmuch capital.capital.capital. PumpingPumpingPumping upupup salessalessales requiresrequiresrequires manymanymany warehouseswarehouseswarehouses (capital)(capital)(capital) tototo holdholdhold vastvastvast tempo
capital)..... problem”raryraryrary inventoriesinventoriesinventories (more(more(more capital)capital).......... ItItIt tooktooktook EVAEVAEVA tototo spotlightspotlightspotlight thethethe problem"problem" (p.(p.(p. 48).48).48). 



TABLETABLETABLE 222 

ComponentsComponentsComponents ofofof EconomicEconomicEconomic ValueValueValue AddedAddedAdded 

ElementsElementsElements CalculationCalculationCahJ/ation MeasureMeasureMeasure 

SalesSalesSales (5)(5) 55 --- COGSCOGSCOGS(S) s GrossGrossGross MarginMarginMargin
._------._------

S (GM/5)(GM/5)55 (GM/S) 

s -0c 

CostCostCost ofofof GoodsGoodsGoods SoldSoldSold (COGS)(COGS)(COGS) 
55 --- COGSCOGSCOGS -OC-OC ReturnReturnReturn ononon SalesSalesSales

OperatingOperatingOperating CostsCostsCosts (OC)(OC)(OC) 
SSS (R05)(R05) 

s -0c ReturnReturnReturn ononon InvestmentInvestmentInvestment 
(ROS) 

SS --- COGSCOGSCOGS -OC-OC 
InvestedInvestedInvested CapitalCapitalCapital (lC)(lC)(IC) 

(ROil(ROil 
s-COGS-oc ReturnReturnReturn ononon AssetsAssetsAssets 

ICICIC (ROI) 
S-COGS-OCS-COGS-OC 

TotalTotalTotal AssetsAssetsAssets (TA)(TA)(TA) 
TATATA (ROA)(ROA)(ROA) 

EconomicEconomicEconomic ValueValueValue AddedAddedAdded
s-COGS-oc-ccSS -- COGSCOGS -- OCOC -- CCCC 

(EVA)(EVA)WA)CostCostCost ofofof CapitalCapitalCapital (CC)(CC)(CC) 
S-COGS-OC-CCS-COGS-OC-CCs-COGS-oc-cc EVA/SalesEVN5alesEVN5ales 

55S (EVNS)(EVNS)(EVA/S) 

Thus,Thus,Thus, thethethe explicitexplicitexplicit incorporationincorporationincorporation ofofof thethethe costcostcost ofofof capitalcapitalcapital ininin EVAEVAEVA hashashas twotwotwo advantages.advantages.advantages. First,First,First, 
ititit counterscounterscounters aaa majormajormajor drawbackdrawbackdrawback ininin accountingaccountingaccounting ratesratesrates ofofof returnreturnreturn asasas indicatorsindicatorsindicators ofofof economiceconomiceconomic profit,profit,profit, 
notednotednoted bybyby researchers.researchers.researchers. Second,Second,Second, ititit integratesintegratesintegrates thethethe economiceconomiceconomic andandand behavioralbehavioralbehavioral literatureliteratureliterature sincesincesince ititit 
isisis directlydirectlydirectly influencedinfluencedinfluenced bybyby somesomesome ofofof thethethe meansmeansmeans throughthroughthrough whichwhichwhich retailersretailersretailers cancancan exerciseexerciseexercise theirtheirtheir 
allegedallegedalleged power.power.power. Thus,Thus,Thus, ititit isisis aaa moremoremore completecompletecomplete indicatorindicatorindicator ofofof whetherwhetherwhether ororor notnotnot marketmarketmarket powerpowerpower hashashas 
shiftedshiftedshifted towardstowardstowards retailers.retailers.retailers. TableTableTable 222 depictsdepictsdepicts thethethe costscostscosts componentscomponentscomponents thatthatthat areareare capturedcapturedcaptured bybyby eacheacheach ofofof 
thethethe traditionaltraditionaltraditional accountingaccountingaccounting measuresmeasuresmeasures andandand EVA.EVA.EVA. 

AssessingAssessingAssessing PotentialPotentialPotential MarketMarketMarket PowerPowerPower 

EVAEVAEVA capturescapturescaptures thethethe historicalhistoricalhistorical applicationapplicationapplication ofofof powerpowerpower betterbetterbetter thanthanthan traditionaltraditionaltraditional ratesratesrates ofofof return.return.return. 
However,However,However, theretherethere isisis alsoalsoalso thethethe questionquestionquestion ofofof whetherwhetherwhether powerpowerpower isisis beingbeingbeing accumulatedaccumulatedaccumulated butbutbut notnotnot immeimme
diatelydiatelydiately exercised,exercised,exercised, ininin orderorderorder tototo preservepreservepreserve ititit forforfor thethethe future.future.future. WhyWhyWhy mightmightmight retailersretailersretailers notnotnot wantwantwant tototo useuseuse 

imme

Alderson’s “power principle”,theirtheirtheir powerpowerpower tototo increaseincreaseincrease profitability?profitability?profitability? OneOneOne answeransweranswer maymaymay lielielie ininin Alderson'sAlderson's "power"power principle",principle", 
whichwhichwhich suggestssuggestssuggests thatthatthat thethethe actionactionaction chosenchosenchosen ininin thethethe currentcurrentcurrent situationsituationsituation shouldshouldshould bebebe suchsuchsuch asasas tototo broadenbroadenbroaden 
freedomfreedomfreedom ofofof choicechoicechoice ininin thethethe futurefuturefuture andandand avoidavoidavoid thethethe riskriskrisk ofofof losinglosinglosing powerpowerpower bybyby pushingpushingpushing ititit tootootoo far.far.far. 

ProfessorProfessorProfessor RaymondRaymondRaymond Corey,Corey,Corey, ininin aaa conversationconversationconversation withwithwith oneoneone ofofof thethethe authors,authors,authors, capturedcapturedcaptured thisthisthis ininin hishishis 
“if up.”statementstatementstatement thatthatthat "if"if youyouyou useuseuse power,power,power, youyouyou useuseuse ititit up."up." ItItIt mightmightmight bebebe thatthatthat retailersretailersretailers areareare notnotnot exercisingexercisingexercising 

“use up”.powerpowerpower ininin thethethe shortshortshort termtermterm sososo asasas notnotnot tototo "use"use ititit up".up". OneOneOne exampleexampleexample ofofof suchsuchsuch aaa strategystrategystrategy isisis thatthatthat 
retailersretailersretailers sometimessometimessometimes nurturenurturenurture smallsmallsmall brands.brands.brands. TheTheThe leadingleadingleading brandsbrandsbrands havehavehave moremoremore distribution,distribution,distribution, and,and,and, 
consequently,consequently,consequently, theirtheirtheir advertisingadvertisingadvertising isisis moremoremore efficient.efficient.efficient. IncreasedIncreasedIncreased distributiondistributiondistribution cancancan alsoalsoalso causecausecause 
inter-retailerinter-retailerinter-retailer pricepriceprice competition,competition,competition, makingmakingmaking thethethe brandbrandbrand moremoremore attractiveattractiveattractive tototo consumers.consumers.consumers. OverOverOver time,time,time, 
somesomesome retailersretailersretailers maymaymay trytrytry tototo escapeescapeescape thethethe intenseintenseintense pricepriceprice pressurepressurepressure typicaltypicaltypical ofofof widelywidelywidely distributeddistributeddistributed 
brandsbrandsbrands bybyby tryingtryingtrying tototo nurturenurturenurture privateprivateprivate labelslabelslabels ororor smallersmallersmaller competitivecompetitivecompetitive brands.brands.brands. ForForFor instance,instance,instance, somesomesome 
buildingbuildingbuilding supplysupplysupply companiescompaniescompanies favoredfavoredfavored MakitaMakitaMakita powerpowerpower toolstoolstools overoverover BlackBlackBlack &&& DeckerDeckerDecker productsproductsproducts 
whenwhenwhen thethethe latterlatterlatter werewerewere availableavailableavailable ininin tootootoo manymanymany outlets.outlets.outlets. ByByBy nurturingnurturingnurturing smallsmallsmall brands,brands,brands, overoverover whomwhomwhom 



theytheythey presumablypresumablypresumably havehavehave thethethe greatestgreatestgreatest power,power,power, retailersretailersretailers maymaymay bebebe ableableable tototo preservepreservepreserve futurefuturefuture alternaalterna
tivestivestives versusversusversus large,large,large, moremoremore powerfulpowerfulpowerful brands.brands.brands. 

ItItIt maymaymay alsoalsoalso bebebe thatthatthat retailersretailersretailers suchsuchsuch asasas Wal-Mart,Wal-Mart,Wal-Mart, whowhowho almostalmostalmost everybodyeverybodyeverybody agreesagreesagrees areareare indeedindeedindeed 
gaininggaininggaining power,power,power, areareare strongstrongstrong marketingmarketingmarketing strategistsstrategistsstrategists whowhowho investinvestinvest ininin growthgrowthgrowth forforfor long-termlong-termlong-term success,success,success, 

alterna

andandand thethethe resultsresultsresults ofofof theirtheirtheir choicechoicechoice maymaymay becomebecomebecome fullyfullyfully apparentapparentapparent ininin futurefuturefuture ratherratherrather thanthanthan contempocontempo
raneousraneousraneous monetarymonetarymonetary returns.returns.returns. InInIn otherotherother words,words,words, whilewhilewhile exercisedexercisedexercised marketmarketmarket powerpowerpower isisis reflectedreflectedreflected ininin 

contempo

achievedachievedachieved EVA,EVA,EVA, unexercisedunexercisedunexercised marketmarketmarket powerpowerpower increasesincreasesincreases thethethe potentialpotentialpotential forforfor futurefuturefuture EVA.EVA.EVA. FortuFortu
nately,nately,nately, aaa measuremeasuremeasure ofofof thethethe potentialpotentialpotential forforfor futurefuturefuture EVAEVAEVA isisis alsoalsoalso availableavailableavailable ininin thethethe financefinancefinance andandand 

Fortu

accountingaccountingaccounting literature.literature. WeWe discussdiscussdiscuss ititit below.below.below.1iterature:We 

ThereThereThere isisis aaa growinggrowinggrowing streamstreamstream ofofof financialfinancialfinancial accountingaccountingaccounting literatureliteratureliterature whichwhichwhich revealsrevealsreveals thethethe relationrelation
shipshipship betweenbetweenbetween expectedexpectedexpected futurefuturefuture EVAEVAEVA andandand marketmarketmarket value.value.value. TheTheThe classicalclassicalclassical dividenddividenddividend capitalizationcapitalizationcapitalization 
modelmodelmodel equatesequatesequates marketmarketmarket valuevaluevalue tototo thethethe discounteddiscounteddiscounted presentpresentpresent valuevaluevalue ofofof thethethe expectedexpectedexpected dividenddividenddividend 
streamstreamstream (Williams,(Williams,(Williams, 1938).1938).1938). InInIn recentrecentrecent years,years,years, researchersresearchersresearchers havehavehave drawndrawndrawn ononon thisthisthis modelmodelmodel tototo developdevelopdevelop 
thethethe relationshiprelationshiprelationship betweenbetweenbetween marketmarketmarket valuevaluevalue andandand expectedexpectedexpected profitprofitprofit ininin thethethe future,future,future, asasas wellwellwell asasas betweenbetweenbetween 
marketmarketmarket valuevaluevalue andandand expectedexpectedexpected residualresidualresidual earningsearningsearnings ororor EVAEVAEVA ininin thethethe futurefuturefuture (see(see(see Stickney,Stickney,Stickney, 199519951995 forforfor 
aaa goodgoodgood overview).overview).overview). PeasnellPeasnellPeasnell (1981,1982)(1981,1982)(1981,1982) showsshowsshows that,that,that, asasas longlonglong asasas thethethe CleanCleanClean SurplusSurplusSurplus RelationRelationRelation 
(CSR)(CSR)(CSR) ininin accountingaccountingaccounting holds,holds,holds, thethethe differencedifferencedifference betweenbetweenbetween thethethe marketmarketmarket valuevaluevalue ofofof aaa firmfirmfirm andandand itsitsits bookbookbook 

relation-

valuevaluevalue isisis equalequalequal tototo thethethe presentpresentpresent valuevaluevalue ofofof futurefuturefuture expectedexpectedexpected EVAEVAEVA ofofof thethethe firm.firm. ll RecentRecentRecent theoreticaltheoreticaltheoretical 
modelsmodelsmodels ofofof marketmarketmarket valuationvaluationvaluation basedbasedbased uponuponupon accountingaccountingaccounting information,information,information, bybyby researchersresearchersresearchers likelikelike OhlsonOhlsonOhlson 
(1994),(1994),(1994), FelthamFelthamFeltham andandand OhlsonOhlsonOhlson (1994),(1994),(1994), andandand FairfieldFairfieldFairfield (1994),(1994),(1994), furtherfurtherfurther buildbuildbuild uponuponupon thisthisthis work.work.work. TheTheThe 

firm.’ 

differencedifferencedifference betweenbetweenbetween marketmarketmarket andandand bookbookbook valuevaluevalue isisis termedtermedtermed "goodwill""goodwill" ininin thethethe literatureliteratureliterature (Peasnell,(Peasnell,(Peasnell, 
1981,1981,1981, Ohlson,Ohlson,Ohlson, 1994),1994),1994), andandand hashashas recentlyrecentlyrecently begunbegunbegun tototo receivereceivereceive attentionattentionattention ininin thethethe businessbusinessbusiness presspresspress 

“goodwill” 

underunderunder thethethe namenamename MarketMarketMarket ValueValueValue AddedAddedAdded ororor MVAMVAMVA (Stewart,(Stewart,(Stewart, 1991;1991;1991; Walbert,Walbert,Walbert, 1993).1993).1993). Thus:Thus:22
Thus:2 

MarketMarketMarket ValuerValuer -- BookBookBook ValuerValuerMarketMarketMarket ValueValueValue AddedAddedAdded,rr === Value, - Value, 

r=r= TT EVAEVAf=T EVA, rrI--I--rr (1)(1) 
r=I(1+r)r=I(1+r)= 2(l+ 

wherewherewhere rrr = == DiscountDiscountDiscount RateRateRate 

MVAMVAMVA servesservesserves asasas ananan indicatorindicatorindicator ofofof marketmarketmarket powerpowerpower whichwhichwhich isisis beingbeingbeing accumulatedaccumulatedaccumulated forforfor futurefuturefuture earnearn
ings.ings.ings. IfIfIf retailersretailersretailers havehavehave indeedindeedindeed beenbeenbeen increasingincreasingincreasing theirtheirtheir marketmarketmarket powerpowerpower andandand thereforethereforetherefore theirtheirtheir abilityabilityability 
tototo increaseincreaseincrease EVAEVAEVA ininin thethethe future,future,future, thenthenthen efficientefficientefficient capitalcapitalcapital marketsmarketsmarkets shouldshouldshould recognizerecognizerecognize thisthisthis potentialpotentialpotential 

eam

forforfor futurefuturefuture earningsearningsearnings andandand marketmarketmarket participantsparticipantsparticipants shouldshouldshould incorporateincorporateincorporate thisthisthis knowledgeknowledgeknowledge ininin theirtheirtheir valval
uationuationuation ofofof retailers.retailers.retailers. Thus,Thus,Thus, wewewe expectexpectexpect ananan increaseincreaseincrease ininin marketmarketmarket powerpowerpower whichwhichwhich maymaymay notnotnot havehavehave beenbeenbeen 
exercisedexercisedexercised yet,yet,yet, butbutbut holdsholdsholds thethethe potentialpotentialpotential forforfor futurefuturefuture increasesincreasesincreases ininin EVA,EVA,EVA, tototo bebebe reflectedreflectedreflected ininin higherhigherhigher 
MVA.MVA.MVA. 

TwoTwoTwo pointspointspoints deservedeservedeserve mentionmentionmention aboutaboutabout MVA.MVA.MVA. TheTheThe firstfirstfirst isisis itsitsits advantageadvantageadvantage overoverover ratioratioratio measuresmeasuresmeasures 

val

suchsuchsuch asasas MarketIBookMarketIBook ratiosratiosratios ininin thatthatthat ititit representsrepresentsrepresents thethethe amountamountamount ofofof wealthwealthwealth thatthatthat aaa firmfirmfirm isisis expectedexpectedexpectedMarket/Book 
tototo create.create.create. Thus,Thus,Thus, firmsfirmsfirms thatthatthat growgrowgrow theirtheirtheir investmentsinvestmentsinvestments effectivelyeffectivelyeffectively forforfor futurefuturefuture EVAEVAEVA (e.g.,(e.g.,(e.g., WalWalWal-
Mart)Mart)Mart) willwillwill havehavehave higherhigherhigher MVAsMVAsMVAs whilewhilewhile theirtheirtheir MarketIBookMarketIBook ratiosratiosratios staystaystay steadysteadysteady ororor eveneveneven decline.decline.decline. 
OfOfOf course,course,course, growthgrowthgrowth perperper sesese shouldshouldshould notnotnot andandand doesdoesdoes notnotnot increaseincreaseincrease MVA.MVA.MVA. IfIfIf additionaladditionaladditional capitalcapitalcapital 
investedinvestedinvested bybyby thethethe firmfirmfirm doesdoesdoes notnotnot bringbringbring futurefuturefuture earningsearningsearnings ininin excessexcessexcess ofofof thethethe costcostcost ofofof thethethe capitalcapitalcapital (i.e.,(i.e.,(i.e., 
positivepositivepositive futurefuturefuture EVA),EVA),EVA), thenthenthen thethethe marketmarketmarket valuevaluevalue ofofof thatthatthat capitalcapitalcapital willwillwill bebebe equalequalequal tototo itsitsits bookbookbook valuevaluevalue 
(Stewart,(Stewart,(Stewart, 1991;1991;1991; Stickney,Stickney,Stickney, 1995).1995).1995). Consequently,Consequently,Consequently, MVAMVAMVA willwillwill remainremainremain unchanged.unchanged.unchanged. InInIn otherotherother 

Market/Book 



words,words,words, growthgrowthgrowth ininin investmentsinvestmentsinvestments willwillwill increaseincreaseincrease MVAMVAMVA onlyonlyonly ififif thethethe investmentsinvestmentsinvestments areareare effectivelyeffectivelyeffectively 
mademademade ininin thatthatthat theytheythey areareare expectedexpectedexpected tototo bringbringbring positivepositivepositive futurefuturefuture EVA.EVA.EVA. 

TheTheThe secondsecondsecond pointpointpoint isisis aaa caveatcaveatcaveat whichwhichwhich recognizesrecognizesrecognizes thatthatthat thethethe marketmarketmarket efficiencyefficiencyefficiency hypothesishypothesishypothesis isisis 
controversial.controversial.controversial. OfOfOf thethethe threethreethree formsformsforms ofofof thethethe marketmarketmarket efficiencyefficiencyefficiency hypothesis,hypothesis,hypothesis, thethethe weak-formweak-formweak-form 
(which(which(which statesstatesstates thatthatthat capitalcapitalcapital marketsmarketsmarkets fullyfullyfully incorporateincorporateincorporate thethethe informationinformationinformation ininin pastpastpast stockstockstock prices)prices)prices) andandand 
semi-strongsemi-strongsemi-strong formformform (which(which(which sayssayssays thatthatthat capitalcapitalcapital marketsmarketsmarkets fullyfullyfully incorporateincorporateincorporate allallall publiclypubliclypublicly availableavailableavailable 
information)information)information) havehavehave plentyplentyplenty ofofof empiricalempiricalempirical support.support.support. TheTheThe strongstrongstrong formformform (which(which(which statesstatesstates thatthatthat allallall inforinfor
mationmationmation isisis incorporated,incorporated,incorporated, publicpublicpublic ororor private)private)private) doesdoesdoes notnotnot seemseemseem tototo bebebe widelywidelywidely substantiatedsubstantiatedsubstantiated bybyby 
empiricalempiricalempirical evidenceevidenceevidence (Ross,(Ross,(Ross, WesterfieldWesterfieldWesterfield andandand Jaffe,Jaffe,Jaffe, 1993).1993).1993). InformationInformationInformation aboutaboutabout marketmarketmarket powerpowerpower 

infor

ofofof retailersretailersretailers versusversusversus manufacturersmanufacturersmanufacturers cancancan bebebe consideredconsideredconsidered publicpublicpublic thusthusthus makingmakingmaking thethethe lesslessless questionquestionquestion

ableableable semisemistrongstrong formformform applicable.applicable.applicable. However,However,However, asasas notednotednoted bybyby aaa reviewer,reviewer,reviewer, ititit isisis possiblepossiblepossible forforfor marketmarketmarketsemistrong 

participantsparticipantsparticipants tototo bebebe influencedinfluencedinfluenced bybyby "street"street talk"talk" aboutaboutabout thethethe powerpowerpower shift.shift.shift. ItItIt isisis importantimportantimportant tototo bearbearbear 
thisthisthis caveatcaveatcaveat ininin mind.mind.mind. 

“street talk” 

Summary:Summary:Summary: MarketMarketMarket PowerPowerPower andandand PerformancePerformancePerformance 

InInIn thisthisthis section,section,section, wewewe havehavehave providedprovidedprovided ananan overviewoverviewoverview ofofof thethethe channelschannelschannels andandand economiceconomiceconomic literatureliteratureliterature ononon 
thethethe subjectsubjectsubject ofofof powerpowerpower andandand attemptedattemptedattempted tototo integrateintegrateintegrate themthemthem ininin ourourour conceptualconceptualconceptual frameworkframeworkframework andandand thethethe 
developmentdevelopmentdevelopment ofofof ourourour measures.measures.measures. EconomicEconomicEconomic ValueValueValue AddedAddedAdded isisis aaa measuremeasuremeasure ofofof historicalhistoricalhistorical perforperfor
mancemancemance whichwhichwhich reflectsreflectsreflects exercisedexercisedexercised powerpowerpower moremoremore completelycompletelycompletely thanthanthan dododo accountingaccountingaccounting ratesratesrates ofofof return.return.return. 
MarketMarketMarket ValueValueValue AddedAddedAdded isisis aaa forward-lookingforward-lookingforward-looking measuremeasuremeasure thatthatthat assessesassessesassesses EVAEVAEVA expectedexpectedexpected ininin thethethe 
futurefuturefuture asasas aaa resultresultresult ofofof potentialpotentialpotential powerpowerpower thatthatthat maymaymay notnotnot yetyetyet havehavehave beenbeenbeen exercised.exercised.exercised. 

TableTableTable 333 summarizessummarizessummarizes thisthisthis discussiondiscussiondiscussion bybyby integratingintegratingintegrating thethethe marketingmarketingmarketing strategystrategystrategy variablesvariablesvariables 

perfor

throughthroughthrough whichwhichwhich retailersretailersretailers cancancan accumulateaccumulateaccumulate andandand exerciseexerciseexercise powerpowerpower (see(see(see StemStem andandand EI-Ansary,EI-Ansary, 
1972;1972;1972; Gaski,Gaski,Gaski, 1988)1988)1988) withwithwith thethethe correspondingcorrespondingcorresponding componentscomponentscomponents ofofof EVAEVAEVA andandand MVAMVAMVA ononon whichwhichwhich theytheythey 

Stern El-Ansary, 

wouldwouldwould havehavehave thethethe biggestbiggestbiggest impact.impact.impact. ForForFor instance,instance,instance, retailersretailersretailers cancancan wieldwieldwield theirtheirtheir powerpowerpower overoverover manufacmanufac
turersturersturers bybyby negotiatingnegotiatingnegotiating lowerlowerlower pricespricesprices andandand tradetradetrade allowancesallowancesallowances fromfromfrom them,them,them, thethethe impactimpactimpact ofofof whichwhichwhich 
shouldshouldshould bebebe seenseenseen ininin relativerelativerelative GrossGrossGross MarginsMarginsMargins andandand AdvertisingAdvertisingAdvertising &&& PromotionPromotionPromotion expenses.expenses.expenses. TheyTheyThey 
shouldshouldshould bebebe ableableable tototo reducereducereduce theirtheirtheir inventoryinventoryinventory andandand administrativeadministrativeadministrative costscostscosts eithereithereither bybyby transferringtransferringtransferring 
themthemthem tototo manufacturersmanufacturersmanufacturers ororor bybyby reducingreducingreducing totaltotaltotal systemsystemsystem costscostscosts throughthroughthrough betterbetterbetter informationinformationinformation useuseuse andandand 

manufac

categorycategorycategory managementmanagementmanagement andandand techniquestechniquestechniques suchsuchsuch asasas JITJITJIT etc.etc.33 
TheTheThe extentextentextent tototo whichwhichwhich theytheythey areareare ableableable tototoetc.3 

differentiatedifferentiatedifferentiate themselvesthemselvesthemselves throughthroughthrough betterbetterbetter informedinformedinformed andandand skilledskilledskilled managersmanagersmanagers andandand successfulsuccessfulsuccessful pripri
vatevatevate labelinglabelinglabeling shouldshouldshould improveimproveimprove theirtheirtheir futurefuturefuture profitprofitprofit makingmakingmaking potential,potential,potential, andandand thereforethereforetherefore theirtheirtheir 
marketmarketmarket value.value.value. 

pri-

MEASUREMENTMEASUREMENTMEASUREMENT OFOFOF VARIABLESVARIABLESVARIABLES FORFORFOR EMPIRICALEMPIRICALEMPIRICAL ANALYSISANALYSISANALYSIS 

WeWeWe useuseuse financialfinancialfinancial datadatadata forforfor thethethe periodperiodperiod 1982-19921982-1992 fromfromfrom thethethe COMPUSTATCOMPUSTATCOMPUSTAT andandand UniversityUniversityUniversity ofofof 
ChicagoChicagoChicago CRSPCRSPCRSP databasesdatabasesdatabases forforfor ourourour empiricalempiricalempirical analyses.analyses.analyses. TheTheThe StandardStandardStandard IndustryIndustryIndustry ClassificationClassificationClassification 
codingcodingcoding manualmanualmanual waswaswas usedusedused tototo categorizecategorizecategorize companiescompaniescompanies withwithwith specificspecificspecific SICSICSIC codescodescodes intointointo variousvariousvarious 

1982- 1992 



TABLETABLETABLE 333 

TheTheThe PerformancePerformancePerformance ImpactImpactImpact ofofof MarketingMarketingMarketing ActivitiesActivitiesActivities 

MarketingMarketingMarketing ActivitiesActivitiesActivities AffectedAffectedAffected ComponentsComponentsComponents 

PricingPricingPricing 
PrivatePrivatePrivate labelslabelslabels 

AllowancesAllowancesAllowances 

OrderingOrderingOrdering ScheduleScheduleSchedule 
DeliveryDeliveryDelivery 
ShelfShelfShelf SpaceSpaceSpace 

InventoryInventoryInventory 
ProductProductProduct AssortmentAssortmentAssortment 
(Category(Category(Category Mgmt)Mgmt)Mgmt) 

CreditCreditCredit 

TrainingTrainingTraining 
ScannerScannerScanner InformationInformationInformation 
PrivatePrivatePrivate LabelsLabelsLabels 

GrossGrossGross Margin/SalesMargin/SalesMargin/Sales 

AdvertisingAdvertisingAdvertising &&& Promotion/Promotion/Promotion/ 
SalesSalesSales 

SG&#SalesSG&NSalesSG&NSales 

ROSROSROS 

Inventory/SalesInventory/SalesInventory/Sales 

ROAROAROA 

EVAEVAEVA 

ManagementManagementManagement SkillsSkillsSkills 
StockStockStock PricePricePrice 
MVAMVAMVA 

ExpectedExpectedExpected ImpactImpact ofofof RelativeRelativeRelative MarketMarketMarket PowerPowerPowerimpact 

manufac-RetailersRetailersRetailers shouldshouldshould negotiatenegotiatenegotiate lowerlowerlower pricespricesprices fromfromfrom manufacmanufac
turers,turers,turers, thusthusthus increasingincreasingincreasing theirtheirtheir GM/S,GM/S,GM/S, butbutbut onlyonlyonly ififif theytheythey dododo 
notnotnot correspondinglycorrespondinglycorrespondingly lowerlowerlower theirtheirtheir sellingsellingselling pricespricesprices (which(which(which 
somesomesome retailersretailersretailers dododo asasas aaa deliberatedeliberatedeliberate competitivecompetitivecompetitive strategy).strategy).strategy). 

mar-PrivatePrivatePrivate labelslabelslabels shouldshouldshould alsoalsoalso increaseincreaseincrease retailerretailerretailer grossgrossgross marmar
gins.gins.gins. 

RetailersRetailersRetailers shouldshouldshould negotiatenegotiatenegotiate increasedincreasedincreased tradetradetrade allowancesallowancesallowances 
fromfromfrom manufacturers,manufacturers,manufacturers, thusthusthus increasingincreasingincreasing manufacturermanufacturermanufacturer 
A&P/S.A&P/S.A&P/S. 

RetailersRetailersRetailers shouldshouldshould negotiatenegotiatenegotiate moremoremore favorablefavorablefavorable termstermsterms thatthatthat 
transfertransfertransfer suchsuchsuch administrativeadministrativeadministrative overheadsoverheadsoverheads tototo manufacturmanufacturmanufactur

%X&A/Sers,ers,ers, thusthusthus decreasingdecreasingdecreasing theirtheirtheir SG&NSSG&NS andandand increasingincreasingincreasing theirtheirtheir 
ROS.ROS.ROS. 

RetailersRetailersRetailers shouldshouldshould eithereithereither transfertransfertransfer inventoryinventoryinventory carryingcarryingcarrying costscostscosts 
I/S,tototo manufacturers,manufacturers,manufacturers, thusthusthus decreasingdecreasingdecreasing theirtheirtheir 1/5,1/5, ororor systemssystemssystems 

JITlikelikelike EDI,EDI,EDI, )IT)IT etc.etc.etc. shouldshouldshould reducereducereduce totaltotaltotal systemsystemsystem costs,costs,costs, 
I/Sdecreasingdecreasingdecreasing 1/51/5 forforfor bothbothboth manufacturersmanufacturersmanufacturers andandand retailers.retailers.retailers. 

RetailersRetailersRetailers shouldshouldshould negotiatenegotiatenegotiate moremoremore favorablefavorablefavorable creditcreditcredit termstermsterms 
whichwhichwhich reducereducereduce theirtheirtheir administrativeadministrativeadministrative costscostscosts andandand reducereducereduce 
theirtheirtheir costcostcost ofofof workingworkingworking capital,capital,capital, thusthusthus increasingincreasingincreasing EVA.EVA.EVA. 

BetterBetterBetter trainingtrainingtraining andandand improvedimprovedimproved informationinformationinformation systemssystemssystems 
shouldshouldshould improveimproveimprove managementmanagementmanagement skill,skill,skill, thusthusthus increasingincreasingincreasing thethethe 
potentialpotentialpotential ofofof retailersretailersretailers forforfor longlonglong termtermterm profitability,profitability,profitability, andandand 
thereforethereforetherefore higherhigherhigher MVA.MVA.MVA. SuccessfulSuccessfulSuccessful privateprivateprivate labelslabelslabels 
shouldshouldshould reducereducereduce dependencedependencedependence ononon manufacturersmanufacturersmanufacturers andandand 
increaseincreaseincrease potentialpotentialpotential forforfor futurefuturefuture profit.profit.profit. 

A-lindustries.industries.industries. OurOurOur samplesamplesample containscontainscontains 909909909 manufacturersmanufacturersmanufacturers andandand 274274274 retailers.retailers.retailers. TableTableTable A-IA-I ininin thethethe 
appendixappendixappendix listslistslists thethethe SICsSICsSICs includedincludedincluded ininin eacheacheach industry.industry.industry. 

AlongAlongAlong withwithwith EVAEVAEVA andandand MVA,MVA,MVA, wewewe alsoalsoalso analyzeanalyzeanalyze GrossGrossGross Margin/SalesMargin/SalesMargin/Sales (GM/S),(GM/S),(GM/S), AdvertisingAdvertisingAdvertising 
&&& Promotion/SalesPromotion/SalesPromotion/Sales (A&P/S),(A&P/S),(A&P/S), Selling,Selling,Selling, GeneralGeneralGeneral &&& AdministrativeAdministrativeAdministrative Expenses/SalesExpenses/SalesExpenses/Sales (SG&A/(SG&A/(SG&A/ 

Inven-S),S),S), ReturnReturnReturn ononon SalesSalesSales (ROS),(ROS),(ROS), ReturnReturnReturn ononon AssetsAssetsAssets (ROA),(ROA),(ROA), ReturnReturnReturn ononon InvestmentInvestmentInvestment (ROI)(ROI)(ROI) andandand InvenInven
tory/Salestory/Salestory/Sales (I/S).(I/S).(I/S). AsAsAs shownshownshown ininin TableTableTable 1,1,1, somesomesome ofofof thesethesethese variablesvariablesvariables areareare logicallylogicallylogically priorpriorprior componentscomponentscomponents 
ofofof thethethe others.others.others. ForForFor example,example,example, aaa measuremeasuremeasure likelikelike EVA/SalesEVA/SalesEVA/Sales isisis calculatedcalculatedcalculated asasas GM/SGM/SGM/S minusminusminus variousvariousvarious 
operatingoperatingoperating costscostscosts likelikelike SG&A/SSG&A/SSG&A/S andandand A&P/S,A&P/S,A&P/S, andandand aaa chargechargecharge forforfor capital,capital,capital, oneoneone componentcomponentcomponent ofofof whichwhichwhich 
isisis Inventory.Inventory.Inventory. Therefore,Therefore,Therefore, examiningexaminingexamining thethethe componentscomponentscomponents andandand thethethe compositecompositecomposite measuresmeasuresmeasures isisis moremoremore 
informativeinformativeinformative thanthanthan onlyonlyonly consideringconsideringconsidering trendstrendstrends in,in,in, say,say,say, EVAEVAEVA andandand MVA.MVA.MVA. EVA/SEVA/SEVA/S mightmightmight exhibitexhibitexhibit aaa 
decreasingdecreasingdecreasing trendtrendtrend becausebecausebecause GM/SGM/SGM/S decreaseddecreaseddecreased andandand thethethe otherotherother costcostcost componentscomponentscomponents diddiddid notnotnot decreasedecreasedecrease 
enoughenoughenough tototo offsetoffsetoffset thethethe losslossloss ofofof margin,margin,margin, ororor ititit mightmightmight increaseincreaseincrease dueduedue tototo higherhigherhigher operatingoperatingoperating costs,costs,costs, despitedespitedespite 
ananan increaseincreaseincrease ininin GM/S.GM/S.GM/S. TrendsTrendsTrends ininin componentscomponentscomponents helphelphelp ususus understandunderstandunderstand whichwhichwhich ofofof thesethesethese andandand otherotherother 
alternativealternativealternative explanationsexplanationsexplanations isisis valid.valid.valid. ThisThisThis isisis particularlyparticularlyparticularly importantimportantimportant ininin thethethe contextcontextcontext ofofof ourourour analysisanalysisanalysis 
sincesincesince giantgiantgiant retailersretailersretailers likelikelike Wal-MartWal-MartWal-Mart areareare saidsaidsaid tototo bebebe loweringloweringlowering theirtheirtheir sellingsellingselling pricespricesprices andandand thereforethereforetherefore 

Sirni-Simitheirtheirtheir grossgrossgross marginsmarginsmargins asasas aaa deliberatedeliberatedeliberate strategy,strategy,strategy, whilewhilewhile keepingkeepingkeeping theirtheirtheir operatingoperatingoperating costscostscosts low.low.low. Simi



larly,larly,larly, thethethe componentscomponentscomponents cancancan showshowshow thethethe fullfullfull impactimpactimpact ofofof increasedincreasedincreased salessalessales promotionpromotionpromotion bothbothboth ininin thethethe 
potentialpotentialpotential loweringloweringlowering ofofofmanufacturermanufacturermanufacturer grossgrossgross marginsmarginsmargins visvisvis aaa visvisvis retailersretailersretailers andandand thethethe potentialpotentialpotential increaseincreaseincrease 

retailer’sininin thethethe retailer'sretailer's costcostcost ofofof inventoryinventoryinventory dueduedue tototo forwardforwardforward buying.buying.buying. Thus,Thus,Thus, wewewe examineexamineexamine trendstrendstrends ininin thethethe meanmeanmean 
valuesvaluesvalues ofofof allallall thesethesethese variablesvariablesvariables forforfor retailersretailersretailers andandand manufacturersmanufacturersmanufacturers ininin eacheacheach industry.industry.industry. MeansMeansMeans ofofof allallall 
thethethe ratioratioratio variablesvariablesvariables areareare weightedweightedweighted bybyby theirtheirtheir denominator.denominator.denominator. Thus,Thus,Thus, variablesvariablesvariables likelikelike GM/S,GM/S,GM/S, A&P/S,A&P/S,A&P/S, 
andandand ROSROSROS areareare weightedweightedweighted bybyby Sales,Sales,Sales, ROAROAROA isisis weightedweightedweighted bybyby AssetsAssetsAssets andandand ROIROIROI isisis weightedweightedweighted bybyby 
Investment.Investment.Investment. 

MeasurementMeasurementMeasurement ofofof EconomicEconomicEconomic andandand MarketMarketMarket ValueValueValue AddedAddedAdded 

WhileWhileWhile allallall otherotherother variablesvariablesvariables areareare self-explanatory,self-explanatory,self-explanatory, ourourour measuresmeasuresmeasures ofofof EVAEVAEVA andandand MVAMVAMVA requirerequirerequire 
explanation.explanation.explanation. 

EconomicEconomicEconomic ValuedValuedValued AddedAddedAdded 

CapitalCapitalCapital consistsconsistsconsists ofofof twotwotwo parts,parts,parts, debtdebtdebt andandand equity.equity.equity. TheTheThe costcostcost ofofof debtdebtdebt (both(both(both longlonglong termtermterm andandand shortshortshort 
term)term)term) isisis approximatedapproximatedapproximated bybyby interestinterestinterest expenseexpenseexpense adjustedadjustedadjusted forforfor itsitsits taxtaxtax deductibility.4deductibility.4deductibility.4 WeWeWe useuseuse thethethe 
CapitalCapitalCapital AssetAssetAsset PricingPricingPricing ModelModelModel tototo obtainobtainobtain thethethe riskriskrisk adjustedadjustedadjusted rateraterate atatat whichwhichwhich costcostcost ofofof equityequityequity mustmustmust bebebe 
calculated:calculated:55calculated:5 

rrr === RiskRiskRisk FreeFreeFree RateRateRate +++ PPp ( Average(Average(Average StockStockStock ReturnReturnReturn --- RiskRiskRisk FreeFreeFree (2)(2)Rate)Rate)Rate) (2) 

“beginning year”AnAnAn annualannualannual "beginning"beginning ofofof year"year" PPb isisis calculatedcalculatedcalculated forforfor eacheacheach COMPUSTATCOMPUSTATCOMPUSTAT firmfirmfirm ininin ourourour samplesamplesample 
previforforfor whichwhichwhich monthlymonthlymonthly stockstockstock returnsreturnsreturns areareare availableavailableavailable ononon thethethe CRSPCRSPCRSP databasedatabasedatabase forforfor atatat leastleastleast thethethe previprevi

i’th r’thousousous threethreethree years.years.years. FiveFiveFive yearsyearsyears ofofof datadatadata areareare usedusedused wherewherewhere available.available.available. BBB forforfor thethethe i'thi'th firmfirmfirm ininin thethethe t'tht'th 
yearyearyear isisis estimatedestimatedestimated as:as:as: 

covariancecovariancecovariance (R(R ii ,, RR ))(R, R,)mm 
= (3)(3)(3)PitPitPit == variancevariancevariance )(R(R )(R,)mm 

Rj i’th R,wherewherewhere R;R; representsrepresentsrepresents thethethe monthlymonthlymonthly returnsreturnsreturns forforfor thethethe i'thi'th firmfirmfirm overoverover thethethe previouspreviousprevious 3-53-53-5 yearsyearsyears andandand RRmm 
representsrepresentsrepresents thethethe monthlymonthlymonthly returnreturnreturn forforfor thethethe marketmarketmarket asasas aaa wholewholewhole overoverover thethethe samesamesame timetimetime period.period.period. ForForFor 
firmsfirmsfirms whosewhosewhose PPp isisis notnotnot available,available,available, wewewe useuseuse thethethe averageaverageaverage ofofof thethethe industryindustryindustry andandand channelchannelchannel tototo whichwhichwhich thatthatthat 
firmfirmfirm belongs.belongs.belongs. 

WeWeWe useuseuse thethethe averageaverageaverage returnreturnreturn ononon thethethe I-yearI-year TreasuryTreasuryTreasury BillBillBill asasas thethethe risk-freerisk-freerisk-free rateraterate forforfor ourourour analyanalyl-year analy
sississis ofofof yearlyyearlyyearly data.data.data. SinceSinceSince thethethe intermediateintermediateintermediate termtermterm equityequityequity riskriskrisk premiumpremiumpremium isisis approximatelyapproximatelyapproximately 7.57.5 %%7.5% 

1(SBBI(SBBI(SBBI 199419941994 Yearbook,Yearbook,Yearbook, IbbotsonIbbotsonIbbotson Associates),Associates),Associates), EquationEquationEquation II simplifiessimplifiessimplifies to:to:to: 

1 p(7.5%) (4)(4)(4)rrr === II YearYearYear T.BillT.BillT.Bill RateRateRate +++ P(7.5%)P(7.5%) 

TheTheThe costcostcost ofofof equityequityequity isisis simplysimplysimply thethethe bookbookbook valuevaluevalue ofofof commoncommoncommon equityequityequity timestimestimes thisthisthis rateraterate "r"."r". EVAEVAEVA isisis 
calculatedcalculatedcalculated asasas NetNetNet IncomeIncomeIncome AfterAfterAfter InterestInterestInterest ExpenseExpenseExpense andandand TaxesTaxesTaxes butbutbut beforebeforebefore ExtraordinaryExtraordinaryExtraordinary ItemsItemsItems 
minusminusminus thethethe aboveaboveabove CostCostCost ofofof Equity.Equity.Equity. 

“r”. 



MarketMarketMarket ValueValueValue AddedAddedAdded 

TheTheThe calculationcalculationcalculation ofofof MVAMVAMVA isisis relativelyrelativelyrelatively straightforward:straightforward:straightforward: 

MVAMVAMVA === MarketMarketMarket ValueValueValue ofofof EquityEquityEquity --- BookBookBook ValueValueValue ofofof EquityEquityEquity (5)(5)(5) 

TheTheThe marketmarketmarket valuevaluevalue ofofof equityequityequity isisis calculatedcalculatedcalculated asasas thethethe productproductproduct ofofof shareshareshare pricepriceprice atatat thethethe closecloseclose ofofof eacheacheach 
fiscalfiscalfiscal yearyearyear andandand thethethe numbernumbernumber ofofof commoncommoncommon sharessharesshares outstandingoutstandingoutstanding atatat thatthatthat time.time.time. 

DollarDollarDollar andandand RatioRatioRatio MeasuresMeasuresMeasures 

NoteNoteNote thatthatthat wewewe useuseuse twotwotwo EVAEVAEVA basedbasedbased measuresmeasuresmeasures ininin ourourour analysis-Dollaranalysis-Dollaranalysis-Dollar EVAEVAEVA andandand EVAEVAEVA asasas aaa 
percentagepercentagepercentage ofofof Sales.Sales.Sales. TheTheThe latterlatterlatter correctscorrectscorrects ROSROSROS forforfor thethethe costcostcost ofofof capital,capital,capital, whilewhilewhile preservingpreservingpreserving itsitsits 
ratioratioratio view.view.view. However,However,However, DollarDollarDollar EVAEVAEVA providesprovidesprovides ususus withwithwith informationinformationinformation aboutaboutabout thethethe "value""value" beingbeingbeing 
createdcreatedcreated bybyby aaa firm,firm,firm, thatthatthat thethethe ratiosratiosratios maymaymay obscure.obscure.obscure. ForForFor example,example,example, considerconsiderconsider thatthatthat ititit isisis quitequitequite possiblepossiblepossible 
forforfor aaa companycompanycompany whosewhosewhose salessalessales areareare fallingfallingfalling everyeveryevery yearyearyear andandand thatthatthat hashashas almostalmostalmost beenbeenbeen forcedforcedforced outoutout ofofof thethethe 
market,market,market, tototo havehavehave aaa rateraterate ofofof returnreturnreturn that:that:that: (1)(1)(1) staysstaysstays steadysteadysteady overoverover time;time;time; andandand (2)(2)(2) isisis comparablecomparablecomparable tototo thatthatthat 
ofofof aaa high-growthhigh-growthhigh-growth competitorcompetitorcompetitor withwithwith aaa majormajormajor shareshareshare ofofof thethethe market.market.market. OnOnOn thethethe otherotherother hand,hand,hand, DollarDollarDollar 

“value” 

EVAEVAEVA forforfor thethethe twotwotwo companiescompaniescompanies wouldwouldwould bebebe quitequitequite differentdifferentdifferent asasas wouldwouldwould itsitsits valuevaluevalue forforfor thethethe dyingdyingdying comcom
panypanypany overoverover time.time.time. WeWeWe believebelievebelieve thatthatthat importantimportantimportant asasas ratiosratiosratios are,are,are, ititit isisis alsoalsoalso importantimportantimportant tototo bebebe ableableable tototo 
distinguishdistinguishdistinguish betweenbetweenbetween scenariosscenariosscenarios suchsuchsuch asasas thethethe twotwotwo describeddescribeddescribed above.above.above. Similarly,Similarly,Similarly, ratiosratiosratios maymaymay notnotnot 
fairlyfairlyfairly representrepresentrepresent thethethe effectivenesseffectivenesseffectiveness ofofof companiescompaniescompanies thatthatthat areareare investinginvestinginvesting stronglystronglystrongly ininin growthgrowthgrowth andandand 
thereforethereforetherefore havehavehave stablestablestable ororor eveneveneven decliningdecliningdeclining profitprofitprofit ratios.ratios.ratios. TrendsTrendsTrends ininin thethethe DollarDollarDollar EVAEVAEVA ofofof suchsuchsuch 
companiescompaniescompanies willwillwill showshowshow whetherwhetherwhether theirtheirtheir investmentsinvestmentsinvestments havehavehave beenbeenbeen wiselywiselywisely mademademade ininin thatthatthat theytheythey earnearnearn 
moremoremore thanthanthan thethethe costcostcost ofofof thethethe capitalcapitalcapital invested.invested.invested. 

com-

RESULTSRESULTSRESULTS 

InInIn thisthisthis section,section,section, wewewe presentpresentpresent thethethe resultsresultsresults ofofof ourourour empiricalempiricalempirical analysisanalysisanalysis startingstartingstarting withwithwith ananan aggregateaggregateaggregate 
viewviewview ofofof allallall manufacturersmanufacturersmanufacturers visvisvis aaa visvisvis allallall retailers,retailers,retailers, acrossacrossacross thesethesethese industries.industries.industries. TableTableTable 444 presentspresentspresents 
trendtrendtrend regressionregressionregression coefficientscoefficientscoefficients forforfor severalseveralseveral ofofof ourourour performanceperformanceperformance measures,measures,measures, whilewhilewhile FiguresFiguresFigures 111 andandand 
222 depictdepictdepict relativerelativerelative trendstrendstrends ininin EVAEVAEVA andandand MVAMVAMVA forforfor manufacturersmanufacturersmanufacturers andandand retailers.retailers.retailers. RecallRecallRecall thatthatthat allallall 
ratioratioratio measuresmeasuresmeasures areareare weightedweightedweighted bybyby theirtheirtheir denominator.denominator.denominator. 

TheTheThe datadatadata suggestsuggestsuggest thatthatthat retailersretailersretailers areareare notnotnot significantlysignificantlysignificantly betterbetterbetter offoffoff comparedcomparedcompared tototo manufacturersmanufacturersmanufacturers 
signifiononon anyanyany ofofof thethethe performanceperformanceperformance measures.measures.measures. RetailerRetailerRetailer EVAEVAEVA andandand MVAMVAMVA havehavehave increasedincreasedincreased atatat aaa signifisignifi

cantlycantlycantly slowerslowerslower rateraterate thanthanthan manufacturers.manufacturers.manufacturers. TheseTheseThese resultsresultsresults certainlycertainlycertainly dododo notnotnot supportsupportsupport thethethe contentioncontentioncontention 
thatthatthat retailers,retailers,retailers, ininin general,general,general, havehavehave increasedincreasedincreased theirtheirtheir powerpowerpower relativerelativerelative tototo manufacturers.manufacturers.manufacturers. 

OfOfOf course,course,course, suchsuchsuch ananan aggregateaggregateaggregate viewviewview maymaymay hidehidehide differencesdifferencesdifferences acrossacrossacross industriesindustriesindustries andandand retailretailretail 
classes.classes.classes. WeWeWe nownownow examineexamineexamine individualindividualindividual industriesindustriesindustries andandand retailretailretail classes.classes.classes. OurOurOur findings,findings,findings, discusseddiscusseddiscussed 
below,below,below, provideprovideprovide interestinginterestinginteresting insightsinsightsinsights thatthatthat areareare notnotnot availableavailableavailable fromfromfrom ananan analysisanalysisanalysis ofofof onlyonlyonly aaa singlesinglesingle 
industryindustryindustry (Farris(Farris(Farris andandand Ailawadi,Ailawadi,Ailawadi, 1992;1992;1992; MessingerMessingerMessinger andandand Narasimhan,Narasimhan,Narasimhan, 1995).1995).66199Q6 
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TABLETABLETABLE 444 

TTrendrend RegressionRegressionRegression CoefficientsCoefficientsCoefficients forforfor EntireEntireEntire SampleSampleSample (1982-1992)(1982-1992)Trend (1982-l 992) 

MeasureMeasureMeasure AllAll ManufacturersManufacturersManufacturers AllAll RetailersRetailersRetailersA// A// 

0.60'0.60' -0.06"-0.06"GrossGrossGross Margin/SalesMargin/SalesMargin/Sales (GM/S(GM/S(GM/S %)%)%) 0.60’ -0.06** 

(0.09)(0.09)(0.09) (0.04)(0.04)(0.04) 
ReturnReturnReturn ononon SalesSalesSales (ROS(ROS(ROS %)%)%) -0.08'-0.08' -0.13'-0.13'-0.08* -0.13* 

(0.04)(0.04)(0.04) (0.02)(0.02)(0.02) 
ReturnReturnReturn ononon AssetsAssetsAssets (ROA(ROA(ROA %)%)%) -0.30'-0.30' -0.28'-0.28'-0.30’ -0.28* 

(0.04)(0.04)(0.04) (0.04)(0.04)(0.04) 
ReturnReturnReturn ononon InvestmentInvestmentInvestment (ROI(ROI(ROI %)%)%) -0.34'-0.34' -0047'-0047'-0.34’ -0.47* 

(0.07)(0.07)(0.07) (0.08)(0.08)(0.08) 
EconomicEconomicEconomic ValueValueValue AddedAddedAdded (EVA(EVA(EVA $mill)$mill)$mill) 2.14'2.14' -0.06-0.06-0.062.14* 

(0.61)(0.61)(0.61) (0042)(0042) 

E\A/SalesE\NSalesE\NSales (EVA/S 0.13'0.13' 
(0.42) 

(EVNS(EVNS %)%)%) 0.13* 0.000.000.00 
(0.04)(0.04)(0.04) (0.03)(0.03)(0.03) 

MarketMarketMarket ValueValueValue AddedAddedAdded (MVA(MVA(MVA $milll$milllBmill) 94.34'94.34'94.34* 38.14'38.14'38.14* 
(8044)(8044)(8.44) (5.89)(5.89)(5.89) 

Inventory/SalesInventory/SalesInventory/Sales (1/5(1/5 %)%)%) -0.32'-0.32'(l/S -0.32’ 0.030.030.03 

(0.06)(0.06)(0.06) (0.06)(0.06)(0.06) 
SG&NSalesSG&NSales (SGNS(SGNSSG&A/Sales (SGAIS %)%)%) 0046'0046'0.46* -0.02-0.02-0.02 

(0.08)(0.08)(0.08) (0.03)(0.03)
(0.03)
 
AdvtgAdvtgAdvtg &&& Promotion/SalesPromotion/SalesPromotion/Sales (A&P/S(A&P/S(A&P/S %)%)%) -0.1 o** -0.04*
-0.10"-0.10" -0.04'-0.04' 

(0.05)(0.05)(0.05) (0.01)(0.01)(0.01) 

Notes:Notes:Notes: StandardStandard errorserrorserrors areareare ininin parenthesesparentheses+dard parefitheses 
•• SignificantatpSignificantatpSignificantat p = == ..0.05;0.05;0.05; .. SignificantatpSignificantatpSignificantat p == = 0.100.100.10 

TABLETABLETABLE 555 

TrendTrendTrend RegressionRegressionRegression CoefficientsCoefficientsCoefficients forforfor FoodFoodFood IndustryIndustryIndustry (1982-1992)(1982-1992)(1982-l 992) 

MeasureMeasureMeasure ManufacturersManufacturersManufacturers RetailersRetailersRetailers 

1.03'1.03' 0.24'0.24'GrossGrossGross Margin/SalesMargin/SalesMargin/Sales (GM/S(GM/S(GM/S %)%)%) 1.03* 0.24* 

(0.22)(0.22)(0.22) (0.03)(0.03)(0.03) 

ReturnReturnReturn ononon SalesSalesSales (ROS(ROS(ROS %)%)%) 0.15% -0.12*0.15'0.15' -0.12'-0.12' 

(0.02)(0.02)(0.02) (0.03)(0.03)(0.03) 
ReturnReturnReturn ononon AssetsAssetsAssets (ROA(ROA(ROA %)%)%) -0.01-0.01-0.01 -0.57'-0.57'-0.57* 

(0.04)(0.04)(0.04) (0.12)(0.12)(0.12) 

ReturnReturnReturn ononon InvestmentInvestmentInvestment (ROI(ROI(ROI %)%)%) 0.050.050.05 -0.92'-0.92'-0.92* 

(0.07)(0.07)(0.07) (0.19)(0.19)(0.19) 
EconomicEconomicEconomic ValueValueValue AddedAddedAdded (EVA(EVA(EVA $milll$milll$mill) 9.11'9.11' -0.12-0.12-0.129.11* 

(1047)(1047)(I .47) (0.83)(0.83)(0.83) 
EVA/Sales (EVA/SEVNSalesEVNSales (EVNS(EVNS %)%)%) 0.27'0.27' -0.00-0.000.27* -0.00 

(0.06)(0.06)(0.06) (0.02)(0.02)(0.02) 

252.73* 60.04'60.04'60.04*MarketMarketMarket ValueValueValue AddedAddedAdded (MVA(MVA(MVA $mill)$mill)$mill) 252.73'252.73' 

(20.69)(20.69)(20.69) (12.34)(12.34)(12.34) 
Inventory/SalesInventory/Sales (1/5(1/5 %)%)%) -0040'-0040' 0.010.010.01inventory/Sales (I/S -0.40* 

(0.04)(0.04)(0.04) (0.03)(0.03)(0.03) 
SG&NSalesSG&NSales (SGNS(SGNS(SGNSSC&A/Sales %)%)%) 0.71'0.71' 0.10'0.10'0.71* 0.10* 

(0.21)(0.21)(0.21) (0.35)(0.35)(0.35) 
AdvtgAdvtgAdvtg &&& Promotion/SalesPromotion/SalesPromotion/Sales (A&P/S(A&P/S(A&P/S %)%)%) -0.03-0.03-0.03 -0.02'-0.02'-0.02* 

(0.02)(0.02)(0.02) (0.01)(0.01)(0.01) 

Notes:Notes:Notes: ermrsStandardStandardStandard errorserrors areareare ininin parenthesesparenthesesparentheses 
•• SignificantatpSignificantatp === 0.05;0.05; .... SignificantatpSignificantatp === 0.100.100.10*Significantatp 0.05; ** Significantat p 



AnalysisAnalysisAnalysis ofofof thethethe FoodFoodFood IndustryIndustryIndustry 

First,First,First, wewewe presentpresentpresent resultsresultsresults forforfor thethethe foodfoodfood industry,industry,industry, whichwhichwhich hashashas beenbeenbeen analyzedanalyzedanalyzed bybyby bothbothboth FarrisFarrisFarris 
andandand AilawadiAilawadiAilawadi (1992)(1992)(1992) andandand MessingerMessingerMessinger andandand NarasimhanNarasimhanNarasimhan (1995).(1995).(1995). TableTableTable 555 summarizessummarizessummarizes trendstrendstrends 
forforfor foodfoodfood manufacturersmanufacturersmanufacturers andandand grocerygrocerygrocery retailers.retailers.retailers. 

OurOurOur analysisanalysisanalysis validatesvalidatesvalidates thethethe resultsresultsresults reportedreportedreported bybyby thethethe earlierearlierearlier studiesstudiesstudies forforfor GrossGrossGross Margin,Margin,Margin, ROS,ROS,ROS, 
ROAROAROA andandand ROI.ROI.ROI. TheseTheseThese traditionaltraditionaltraditional ratesratesrates ofofof returnreturnreturn havehavehave eithereithereither increasedincreasedincreased significantlysignificantlysignificantly ororor 
remainedremainedremained stablestablestable forforfor manufacturers,manufacturers,manufacturers, whereaswhereaswhereas theytheythey havehavehave eithereithereither increasedincreasedincreased atatat aaa muchmuchmuch slowerslowerslower 
rateraterate (e.g.(e.g.(e.g. GrossGrossGross Margin/Sales),Margin/Sales),Margin/Sales), ororor declineddeclineddeclined significantlysignificantlysignificantly forforfor retailers.retailers.retailers. 

AsAsAs shownshownshown ininin FiguresFiguresFigures 333 andandand 4,4,4, accountingaccountingaccounting forforfor thethethe costcostcost ofofof capitalcapitalcapital doesdoesdoes notnotnot reversereversereverse thethethe 
trendstrendstrends reportedreportedreported bybyby thethethe previouspreviousprevious twotwotwo studies,studies,studies, andandand nornornor doesdoesdoes ananan examinationexaminationexamination ofofof theirtheirtheir potentialpotentialpotential 
forforfor futurefuturefuture earnings.earnings.earnings. FoodFoodFood manufacturersmanufacturersmanufacturers havehavehave beenbeenbeen ableableable tototo improveimproveimprove theirtheirtheir EVAEVAEVA atatat thethethe rateraterate ofofof 
approximatelyapproximatelyapproximately $9$9$9 millionmillionmillion perperper year,year,year, whilewhilewhile EVAEVAEVA forforfor grocerygrocerygrocery retailersretailersretailers hashashas shownshownshown nonono change.change.change. 
Similarly,Similarly,Similarly, foodfoodfood manufacturersmanufacturersmanufacturers havehavehave increasedincreasedincreased theirtheirtheir goodwillgoodwillgoodwill atatat thethethe rateraterate ofofof $253$253$253 millionmillionmillion perperper 
yearyearyear whilewhilewhile thethethe correspondingcorrespondingcorresponding rateraterate forforfor grocerygrocerygrocery retailersretailersretailers isisis onlyonlyonly $60$60$60 millionmillionmillion perperper year.year.year. WeWeWe findfindfind 
nonono evidenceevidenceevidence forforfor ananan increaseincreaseincrease ininin thethethe powerpowerpower exercisedexercisedexercised ororor accumulatedaccumulatedaccumulated forforfor thethethe future,future,future, bybyby grogro
cerycerycery retailers.retailers.retailers. 

TheTheThe datadatadata alsoalsoalso showshowshow thatthatthat althoughalthoughalthough foodfoodfood retailersretailersretailers havehavehave heldheldheld theirtheirtheir inventory/salesinventory/salesinventory/sales ratioratioratio fairlyfairlyfairly 
steadysteadysteady ororor increasedincreasedincreased ititit slightly,slightly,slightly, foodfoodfood manufacturersmanufacturersmanufacturers havehavehave donedonedone better-theirbetter-theirbetter-their inventory/salesinventory/salesinventory/sales 
ratiosratiosratios havehavehave significantlysignificantlysignificantly decreased.decreased.decreased. OneOneOne ofofof thethethe strategiesstrategiesstrategies employedemployedemployed bybyby manufacturersmanufacturersmanufacturers tototo 
increaseincreaseincrease theirtheirtheir EVAEVAEVA hashashas beenbeenbeen thethethe reductionreductionreduction ofofof workingworkingworking capitalcapitalcapital tiedtiedtied upupup ininin inventories,inventories,inventories, 
whereas,whereas,whereas, contrarycontrarycontrary tototo widespreadwidespreadwidespread beliefs,beliefs,beliefs, foodfoodfood retailersretailersretailers appearappearappear notnotnot tototo havehavehave accomplishedaccomplishedaccomplished 
thisthisthis reduction.reduction.reduction. Finally,Finally,Finally, manufacturermanufacturermanufacturer spendingspendingspending ononon SG&ASG&ASG&A asasas aaa percentagepercentagepercentage ofofof SalesSalesSales hashashas 

gro

increasedincreasedincreased muchmuchmuch fasterfasterfaster thanthanthan retailerretailerretailer spending,spending,spending, butbutbut thethethe former'sformer's grossgrossgross marginsmarginsmargins havehavehave clearlyclearlyclearly 
increasedincreasedincreased fasterfasterfaster thanthanthan SG&AlS,SG&AlS,SG&AlS, ininin thethethe foodfoodfood industry.industry.industry. 

IfIfIf performance,performance,performance, bothbothboth presentpresentpresent andandand potential,potential,potential, ofofof foodfoodfood retailersretailersretailers hashashas beenbeenbeen decliningdecliningdeclining relativerelativerelative 
tototo foodfoodfood manufacturersmanufacturersmanufacturers andandand thisthisthis declinedeclinedecline isisis notnotnot sensitivesensitivesensitive tototo thethethe measuremeasuremeasure ofofof performanceperformanceperformance used,used,used, 
whywhywhy isisis thethethe press,press,press, bothbothboth businessbusinessbusiness andandand academic,academic,academic, sososo adamantadamantadamant aboutaboutabout increasingincreasingincreasing retailretailretail power?power?power? 
HasHasHas thisthisthis shiftshiftshift occurredoccurredoccurred ininin non-foodnon-foodnon-food industries?industries?industries? 

former’s 

AnalysisAnalysisAnalysis ofofof RemainingRemainingRemaining IndustriesIndustriesIndustries 

WeWeWe analyzedanalyzedanalyzed trendstrendstrends ininin eacheacheach measuremeasuremeasure forforfor thirteenthirteenthirteen otherotherother consumerconsumerconsumer goodgoodgood industries.industries.industries. TableTableTable 
666 summarizessummarizessummarizes thethethe keykeykey findingsfindingsfindings fromfromfrom thisthisthis analysis.analysis.analysis. DetailsDetailsDetails ofofof thethethe trendtrendtrend regressionregressionregression coefficoeffi
cientscientscients forforfor manufacturersmanufacturersmanufacturers andandand retailersretailersretailers ininin eacheacheach industryindustryindustry areareare providedprovidedprovided ininin TableTableTable A-2A-2A-2 ofofof thethethe 
Appendix.Appendix.Appendix. 

coeffi-

AccountingAccountingAccounting RatesRatesRates ofofof ReturnReturnReturn andandand EconomicEconomicEconomic ValueValueValue AddedAddedAdded 

ManufacturerManufacturerManufacturer grossgrossgross marginsmarginsmargins havehavehave beenbeenbeen improvingimprovingimproving atatat aaa rateraterate thatthatthat isisis significantlysignificantlysignificantly fasterfasterfaster thanthanthan 
thatthatthat forforfor retailersretailersretailers ininin allallall 131313 industries.industries.industries. RetailerRetailerRetailer ROSROSROS hashashas improvedimprovedimproved relativerelativerelative tototo manufacturermanufacturermanufacturer 
ROSROSROS onlyonlyonly ininin thethethe computercomputercomputer industry,industry,industry, wherewherewhere aaa fewfewfew largelargelarge manufacturersmanufacturersmanufacturers likelikelike IBMIBMIBM andandand DECDECDEC 
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TABLETABLETABLE 666 

MANUFACTURERSMANUFACTURERSMANUFACTURERS VERSUSVERSUSVERSUS RETAILERS:RETAILERS:RETAILERS: SUMMARYSUMMARYSUMMARY OFOFOF RESULTS*RESULTS*RESULTS* 

industries 	 IndustriesIndustries withwithwith SpecialtySpecialtySpecialty RetailersRetailersRetailers BetterBetterBetter offoffoff RelativeRelativeRelative tototo ManufacturersManufacturersManufacturersIndustriesIndustries withwithwith RetailersRetailersRetailers BetterBetterBetter offoffoff RelativeRelativeRelative tototo ManufacturersManufacturersManufacturers industries
 

(Total(Total == 13)13)13)
rota/ = (Total(Total(Total === 8)8)8)
 

MeasureMeasureMeasure NumberNumberNumber industriesIndustriesIndustries	 NumberNumberNumber IndustriesIndustriesIndustries
 

CMIS
CM/SCM/S oo0 0oo
 

ROSROSROS 111 ComputersComputersComputers 0oo
 

ROAROAROA 0 222 Audion/ideo 
oo Appliances,Appliances,Appliances, AudioNideo
AudioNideo
 
ROIROIROI 0oo 0oo
 

EVAEVAEVA 111 ComputersComputersComputers 111 ComputersComputers
Computers
 
EVAiS 111
11EVNS
EVNS 1 ComputersComputersComputers ComputersComputers
Computers
 
MVAMVAMVA 9” 	 AllAllAll exceptexceptexcept Appliances;Appliances;Appliances; Drugs;Drugs;Drugs; Toiletries;Toiletries;Toiletries; andandand TobaccoTobaccoTobacco 333 Apparel,Apparel,Apparel, Computers,Computers,Computers, ToyToyToy
g@
g@ 

1/51/5 oo0 	 111 AppliancesAppliancesAppliances 
SC&AiS 88a 	 AllAllAll exceptexceptexcept Appliances;Appliances;Appliances; Furniture;Furniture;Furniture; Jewelry;Jewelry;Jewelry; OfficeOfficeOffice 555 AllAllAll exceptexceptexcept Appliances;Appliances;Appliances; Footwear;Footwear;Footwear; andandand FurnitureFurnitureFurniture 
I/S 
SC&NSSC&NS 

Machines;Machines;Machines; andandand WoodWood	Wood 
77	7 Audio/Video; AllAllAll exceptexceptexcept AudioNideo;AudioNideo; Computers;Computers;Computers; Furniture;Furniture;Furniture;Audio/Video; andandandA&P/SA&P/SA&P/S	 AllAllAll exceptexceptexcept Appliances;Appliances;Appliances; AudioNideo;AudioNideo; Drugs;Drugs;Drugs; OfficeOfficeOffice 444
 

Machines;Machines;Machines; Tobacco;Tobacco;Tobacco; andandand ToysToysToys ToysToysToys
 

•• GeneralGeneralGeneral MerchandisersMerchandisersMerchandisers areareare includedincludedincluded ininin thethethe retailerretailerretailer samplesamplesample forforfor 999 industries.industries.industries.Notes:Notes:Notes: * 	 

EliminatingEliminatingEliminating Wal-MartWal-Mart fromfromfrom thethethe samplesamplesample reducesreducesreduces thisthisthis numbernumbernumber tototo 3.3.	3.@@@ W&Mart 



havehavehave suffered.suffered.suffered. TheTheThe samesamesame isisis truetruetrue ofofof bothbothboth EVAEVAEVA andandand thethethe ratioratioratio ofofof EVA/Sales.EVA/Sales.EVA/Sales. TheTheThe evidenceevidenceevidence isisis 
clearlyclearlyclearly notnotnot consistentconsistentconsistent withwithwith aaa generalgeneralgeneral increaseincreaseincrease ininin powerpowerpower exercisedexercisedexercised bybyby retailers.retailers.retailers. 

MarketMarketMarket ValueValueValue AddedAddedAdded 

Interestingly,Interestingly,Interestingly, retailersretailersretailers performperformperform muchmuchmuch betterbetterbetter ononon thethethe marketmarketmarket basedbasedbased measuremeasuremeasure usedusedused ininin ourourour 
analysis.analysis.analysis. TheirTheirTheir MVAMVAMVA hashashas increasedincreasedincreased atatat aaa significantlysignificantlysignificantly fasterfasterfaster rateraterate thanthanthan manufacturersmanufacturersmanufacturers ininin 999 ofofof 
thethethe 131313 industries.industries.industries. ItItIt wouldwouldwould seemseemseem thatthatthat thethethe potentialpotentialpotential powerpowerpower ofofof retailers,retailers,retailers, asasas perceivedperceivedperceived bybyby thethethe 
market,market,market, hashashas increasedincreasedincreased ininin severalseveralseveral industries.industries.industries. 

AAA closerclosercloser looklooklook revealsrevealsreveals that,that,that, exceptexceptexcept forforfor Appliances,Appliances,Appliances, thethethe remainingremainingremaining threethreethree industriesindustriesindustries wherewherewhere 
retailerretailerretailer MVAMVAMVA hashashas notnotnot improvedimprovedimproved relativerelativerelative tototo manufacturersmanufacturersmanufacturers areareare servedservedserved mainlymainlymainly bybyby grocerygrocerygrocery 
retailers---drugs,retailers---drugs, toiletriestoiletriestoiletries andandand tobaccotobaccotobacco products.products.products. OnOnOn thethethe otherotherother hand,hand,hand, 888 ofofof thethethe 999 industriesindustriesindustries 
wherewherewhere retailerretailerretailer MVAMVAMVA hashashas improvedimprovedimproved fasterfasterfaster thanthanthan manufacturermanufacturermanufacturer MVA,MVA,MVA, areareare served,served,served, apartapartapart fromfromfrom 
retailersdrugs, 

specialtyspecialtyspecialty retailers,retailers,retailers, bybyby threethreethree groupsgroupsgroups ofofof retailretailretail stores,stores,stores, whowhowho wewewe referreferrefer tototo asasas GeneralGeneralGeneral MerchandisMerchandis
ersersers ininin thethethe remainderremainderremainder ofofof thisthisthis paper:paper:paper: VarietyVarietyVariety (5331),(5331),(5331), GeneralGeneralGeneral MerchandiseMerchandiseMerchandise (5399)(5399)(5399) andandand 

Merchandis-

DepartmentDepartmentDepartment (5311)(5311) Stores.Stores.Stores.(53 11) 

SeparatingSeparatingSeparating OutOutOut TheTheThe EffectEffectEffect ofofof GeneralGeneralGeneral MerchandisersMerchandisersMerchandisers 

“specialty”ThereThereThere areareare eighteighteight industriesindustriesindustries ininin ourourour samplesamplesample whosewhosewhose productsproductsproducts areareare soldsoldsold bothbothboth bybyby "specialty""specialty" 
retailersretailersretailers andandand thesethesethese generalgeneralgeneral merchandisers.merchandisers.merchandisers. InInIn orderorderorder tototo determinedeterminedetermine thethethe extentextentextent tototo whichwhichwhich thethethe perper
formanceformanceformance ofofof retailersretailersretailers isisis influencedinfluencedinfluenced bybyby thethethe latter,latter,latter, wewewe alsoalsoalso conductedconductedconducted thethethe analysesanalysesanalyses forforfor onlyonlyonly thethethe 

per-

specialtyspecialtyspecialty retailersretailersretailers (excluding(excluding(excluding SICsSICsSICs 5311,5311, 5331,5331, andandand 5399).5399).5399). TheTheThe lastlastlast twotwotwo columnscolumnscolumns ofofof TableTableTable 
666 summarizesummarizesummarize thisthisthis analysis,analysis,analysis, whilewhilewhile TableTableTable A-2A-2A-2 providesprovidesprovides thethethe detaileddetaileddetailed resultsresultsresults forforfor eacheacheach ofofof thethethe 
eighteighteight industries.industries.industries. Overall,Overall,Overall, ourourour earlierearlierearlier conclusionsconclusionsconclusions aboutaboutabout exercisedexercisedexercised powerpowerpower remainremainremain unchanged.unchanged.unchanged. 

53 11, 533 1, 

ThereThereThere areareare minorminorminor differencesdifferencesdifferences ininin somesomesome performanceperformanceperformance measuresmeasuresmeasures likelikelike SG&A/SSG&A/SSG&A/S andandand ROA.ROA.ROA. HowHow
ever,ever,ever, thethethe mostmostmost notablenotablenotable differencedifferencedifference isisis ininin MVAMVAMVA trends.trends.trends. AsAsAs wewewe suspected,suspected,suspected, conclusionsconclusionsconclusions aboutaboutabout 

How-

potentialpotentialpotential power,power,power, basedbasedbased ononon MVA,MVA,MVA, dododo dependdependdepend substantiallysubstantiallysubstantially ononon whetherwhetherwhether ororor notnotnot generalgeneralgeneral mermer
chandiserschandiserschandisers areareare included.included.included. WeWeWe findfindfind that,that,that, onceonceonce generalgeneralgeneral merchandisersmerchandisersmerchandisers areareare excluded,excluded,excluded, retailersretailersretailers 

mer

merchanareareare betterbetterbetter offoffoff relativerelativerelative tototo manufacturersmanufacturersmanufacturers ininin onlyonlyonly threethreethree industries.industries.industries. Clearly,Clearly,Clearly, generalgeneralgeneral merchanmerchan
disersdisersdisers dododo havehavehave aaa bigbigbig impactimpactimpact ononon MVAMVAMVA trendstrendstrends forforfor retailers.retailers.retailers. Clearly,Clearly,Clearly, thethethe marketmarketmarket perceivesperceivesperceives ananan 
increaseincreaseincrease ininin thethethe powerpowerpower ofofof certaincertaincertain classesclassesclasses ofofof retailersretailersretailers butbutbut notnotnot others.others.others. 

AAA ComparisonComparisonComparison ofofof VariousVariousVarious RetailerRetailerRetailer ClassesClassesClasses 

InInIn orderorderorder tototo getgetget aaa betterbetterbetter understandingunderstandingunderstanding ofofof suchsuchsuch differences,differences,differences, wewewe nownownow examineexamineexamine variousvariousvarious 
classesclassesclasses ofofof retailers.retailers.retailers. 

GroceryGroceryGrocery RetailersRetailersRetailers versusversusversus GeneralGeneralGeneral MerchandisersMerchandisersMerchandisers 

merchan-TheTheThe firstfirstfirst comparisoncomparisoncomparison thatthatthat isisis calledcalledcalled forforfor isisis betweenbetweenbetween grocerygrocerygrocery retailersretailersretailers andandand generalgeneralgeneral merchanmerchan
disers,disers,disers, sincesincesince ititit isisis clearclearclear thatthatthat grocerygrocerygrocery retailersretailersretailers havehavehave notnotnot improvedimprovedimproved theirtheirtheir positionpositionposition visvisvis aaa visvisvis 



manufacturersmanufacturersmanufacturers whilewhilewhile generalgeneralgeneral merchandisersmerchandisersmerchandisers have.have.have. TheTheThe firstfirstfirst twotwotwo rowsrowsrows ofofof TableTableTable 777 comparescomparescompares 
trendstrendstrends ininin allallall measuresmeasuresmeasures forforfor thesethesethese twotwotwo classesclassesclasses ofofof retailers.retailers.retailers. 

retail-SomeSomeSome interestinginterestinginteresting differencesdifferencesdifferences areareare apparentapparentapparent betweenbetweenbetween thethethe twotwotwo retailretailretail classes.classes.classes. GroceryGroceryGrocery retailretail
ersersers areareare betterbetterbetter offoffoff relativerelativerelative tototo generalgeneralgeneral merchandisersmerchandisersmerchandisers ononon GrossGrossGross MarginMarginMargin butbutbut bothbothboth classesclassesclasses havehavehave 
heldheldheld theirtheirtheir EVAEVAEVA fairlyfairlyfairly steady.steady.steady. ThisThisThis isisis becausebecausebecause generalgeneralgeneral merchandisersmerchandisersmerchandisers havehavehave alsoalsoalso reducedreducedreduced theirtheirtheir 

SG&A/SalesInventory/Sales,Inventory/Sales,Inventory/Sales, SG&NSalesSG&NSales andandand AdvertisingAdvertisingAdvertising &&& Promotion/SalesPromotion/SalesPromotion/Sales atatat aaa significantlysignificantlysignificantly higherhigherhigher 
rate.rate.rate. Further,Further,Further, generalgeneralgeneral merchandisersmerchandisersmerchandisers havehavehave increasedincreasedincreased theirtheirtheir MVAMVAMVA atatat ananan averageaverageaverage rateraterate ofofof $151$151$151 
millionmillionmillion perperper year,year,year, whilewhilewhile MVAMVAMVA forforfor grocerygrocerygrocery retailersretailersretailers hashashas increasedincreasedincreased onlyonlyonly atatat aaa thirdthirdthird ofofof thatthatthat rate,rate,rate, 

low-atatat $60$60$60 millionmillionmillion perperper year.year.year. TheseTheseThese findingsfindingsfindings suggestsuggestsuggest that:that:that: (1)(1)(1) generalgeneralgeneral merchandisersmerchandisersmerchandisers havehavehave lowlow
erederedered theirtheirtheir grossgrossgross marginsmarginsmargins butbutbut havehavehave beenbeenbeen ableableable tototo survivesurvivesurvive bybyby loweringloweringlowering theirtheirtheir operatingoperatingoperating costscostscosts andandand 

mer-costscostscosts ofofof capital;capital;capital; andandand (2)(2)(2) thethethe marketmarketmarket perceivesperceivesperceives aaa higherhigherhigher potentialpotentialpotential forforfor powerpowerpower ininin generalgeneralgeneral mermer
chandiserschandiserschandisers comparedcomparedcompared withwithwith thethethe traditionaltraditionaltraditional supermarketsupermarketsupermarket channel.channel.channel. TheseTheseThese findingsfindingsfindings areareare alsoalsoalso 
consistentconsistentconsistent withwithwith thethethe impactimpactimpact ofofof generalgeneralgeneral merchandisersmerchandisersmerchandisers ononon thethethe MVAMVAMVA trendstrendstrends wewewe observedobservedobserved forforfor 999 
industriesindustriesindustries ininin thethethe previouspreviousprevious section.section.section. 

SpecialtySpeCialtySpeCialty RetailersRetailersRetailers versusversusversus GeneralGeneralGeneral MerchandisersMerchandisersMerchandisers 

InInIn recentrecentrecent years,years,years, somesomesome ofofof thethethe discussiondiscussiondiscussion aboutaboutabout retailingretailingretailing phenomenaphenomenaphenomena hashashas centeredcenteredcentered aroundaroundaround 
thethethe re-emergencere-emergencere-emergence ofofof specialtyspecialtyspecialty retailersretailersretailers (Bates,(Bates,(Bates, 1989;1989;1989; Wilson,Wilson,Wilson, 1993).1993).1993). ForForFor instance,instance,instance, BatesBatesBates 
predictedpredictedpredicted thatthatthat thethethe "strategic"strategic pendulumpendulumpendulum willwillwill movemovemove backbackback intointointo thethethe specialtyspecialtyspecialty storestorestore arena",arena", andandand“strategic arena”, 

“the stores”"the"the nextnextnext twotwotwo decadesdecadesdecades couldcouldcould wellwellwell bebebe dominateddominateddominated bybyby newnewnew formsformsforms ofofof specialtyspecialtyspecialty stores"stores" (p.(p.(p. 383).383).383). 
rel-WeWeWe thereforethereforetherefore examineexamineexamine thethethe datadatadata tototo seeseesee howhowhow specialtyspecialtyspecialty retailers,retailers,retailers, ononon thethethe whole,whole,whole, havehavehave faredfaredfared relrel

ativeativeative tototo generalgeneralgeneral merchandisers.merchandisers.merchandisers. TheTheThe thirdthirdthird rowrowrow ofofof TableTableTable 777 showsshowsshows that,that,that, asasas ininin thethethe previouspreviousprevious 
comparison,comparison,comparison, GrossGrossGross MarginMarginMargin hashashas decreaseddecreaseddecreased fasterfasterfaster forforfor generalgeneralgeneral merchandisers,merchandisers,merchandisers, butbutbut theretherethere isisis nonono 
significantsignificantsignificant differencedifferencedifference ininin ROSROSROS ororor EVAEVAEVA trendstrendstrends betweenbetweenbetween thethethe twotwotwo groups.groups.groups. MVAMVAMVA forforfor thethethe generalgeneralgeneral 
class,class,class, ononon thethethe otherotherother hand,hand,hand, hashashas increasedincreasedincreased muchmuchmuch fasterfasterfaster thanthanthan forforfor thethethe specialtyspecialtyspecialty retailers.retailers.retailers. Finally,Finally,Finally, 

reducalthoughalthoughalthough theretherethere isisis nonono significantsignificantsignificant differencedifferencedifference ininin thethethe rateraterate atatat whichwhichwhich bothbothboth classesclassesclasses havehavehave beenbeenbeen reducreduc
inginging theirtheirtheir SG&NSalesSG&NSales andandand AdvertisingAdvertisingAdvertising &&& Promotion/Sales,Promotion/Sales,Promotion/Sales, specialtyspecialtyspecialty retailersretailersretailers have,have,have, unlikeunlikeunlike 
generalgeneralgeneral merchandisers,merchandisers,merchandisers, notnotnot beenbeenbeen ableableable tototo decreasedecreasedecrease theirtheirtheir Inventory/SalesInventory/SalesInventory/Sales ratios.ratios.ratios. NorNorNor havehavehave 

SG&A/Sales 

theirtheirtheir SG&NSalesSG&NSales ratiosratiosratios declineddeclineddeclined atatat asasas aaa highhighhigh aaa rate.rate.rate. ThisThisThis isisis notnotnot surprisingsurprisingsurprising consideringconsideringconsidering thatthatthat 
productproductproduct linelineline assortmentassortmentassortment andandand serviceserviceservice areareare somesomesome ofofof thethethe advantagesadvantagesadvantages thatthatthat specialtyspecialtyspecialty storesstoresstores areareare 
expectedexpectedexpected tototo provide.provide.provide. 

Thus,Thus,Thus, theretherethere areareare significantsignificantsignificant differencesdifferencesdifferences betweenbetweenbetween variousvariousvarious retailerretailerretailer classesclassesclasses ininin termstermsterms ofofof thethethe 

SG&A/Sales 

market'smarket's perceptionperceptionperception ofofof theirtheirtheir potentialpotentialpotential power,power,power, eveneveneven thoughthoughthough exercisedexercisedexercised power,power,power, asasas evidencedevidencedevidenced bybyby 
EVAEVAEVA isisis notnotnot veryveryvery different.different.different. BeforeBeforeBefore concludingconcludingconcluding thatthatthat generalgeneralgeneral merchandisersmerchandisersmerchandisers havehavehave increasedincreasedincreased 
theirtheirtheir powerpowerpower relativerelativerelative tototo specialtyspecialtyspecialty andandand grocerygrocerygrocery retailers,retailers,retailers, wewewe taketaketake aaa closerclosercloser looklooklook atatat thethethe groupgroupgroup ofofof 
generalgeneralgeneral merchandisers,merchandisers,merchandisers, specificallyspecificallyspecifically thethethe impactimpactimpact ofofof oneoneone firmfirmfirm whichwhichwhich isisis knownknownknown tototo havehavehave gainedgainedgained 
powerpowerpower ininin recentrecentrecent years-Wal-Mart.years-Wal-Mart.years-Wal-Mart. 

market’s 

GeneralGeneralGeneral MerchandisersMerchandisersMerchandisers ExcludingExcludingExcluding Wal-MartWal-MartWal-Mart 

TheTheThe fourthfourthfourth rowrowrow ofofof TableTableTable 777 depictsdepictsdepicts trendstrendstrends ininin thethethe generalgeneralgeneral merchandisermerchandisermerchandiser groupgroupgroup afterafterafter excludexclud
inginging Wal-MartWal-MartWal-Mart fromfromfrom thethethe sample.sample.sample. AlthoughAlthoughAlthough thethethe exclusionexclusionexclusion ofofof Wal-MartWal-MartWal-Mart doesdoesdoes notnotnot havehavehave aaa 

exclud



TABLETABLE 77 

AAA ComparisonComparisonComparison ofofof TrendsTrendsTrends forforfor DifferentDifferentDifferent RetailRetailRetail ClassesClassesClasses 

RetailerRetailerRetailer ClassClassClass CM/SGMISGMIS ROSROSROS ROAROAROA ROIROIROI EVAEVAEVA EVAISEVA!SEVA!S MVAMVAMVA l/S115115 So\/5SGA/SSGA/S A&P/SA&PISA&PIS 

FoodFoodFood 0.24*0.24'0.24' -0.12’-0.12'-0.12' -0.57*-0.57'-0.57' -0.92*-0.92'-0.92' -0.12-0.12-0.12 -0.00-0.00-0.00 60.05*60.05'60.05' 0.010.010.01 0.10’0.10'0.10' -0.03-0.03-0.03 
(0.03)(0.03)(0.03) (0.02)(0.02)(0.02) (0.12)(0.12)(0.12) (0.19)(0.19)(0.19) (0.83)(0.83)(0.83) (0.03)(0.03)(0.03) (12.34)(12.34)(12.34) (0.03)(0.03)(0.03) (0.03)(0.03)(0.03) (0.01)(0.01(0.01 )) 

GeneralGeneralGeneral MerchandisersMerchandisersMerchandisers -0.38*-0.38'-0.38' -0.15*-0.15'-0.15' -0.22*-0.22'-0.22' -0.36*-0.36'-0.36' -1.93-1.93-1.93 -0.01-0.01-0.01 151.50*151.50'151.50' -0.15-0.15-0.15 -0.19*-0.19'-0.19' -0.08’-0.08'-0.08' 
(0.06)(0.06)(0.06) (0.04)(0.04)(0.04) (0.04)(0.04)(0.04) (0.10)(0.10)(0.10) (1.68)(1.68)(1.68) (0.05)(0.05)(0.05) (19.96)(19.96)(19.96) (0.10)(0.10)(0.10) (0.06)(0.06)(0.06) (0.02)(0.02)(0.02) 

SpecialtySpecialtySpecialty -0.01-0.Q1-0.Q1 -0.18*-0.18'-0.18' -0.37*-0.37'-0.37' -0.49*-0.49'-0.49' 0.070.070.07 0.040.040.04 15.29*15.29'15.29' -0.01-0.01-0.01 0.110.110.11 -0.03*-0.03'-0.03' 
(0.09)(0.09)(0.09) (0.04)(0.04)(0.04) (0.07)(0.07)(0.07) (0.10)(0.10)(0.10) (0.15)(0.15)(0.15) (0.03)(0.03)(0.03) (4.26)(4.26)(4.26) (0.07)(0.07)(0.07) (0.07)(0.07)(0.07) (0.01)(0.01)(0.01) 

GeneralGeneralGeneral MerchandisersMerchandisersMerchandisers -0.38*-0.38'-0.38' -0.17*-0.17'-0.17' -0.24*-0.24'-0.24' -0.43’-0.43'-0.43' -3.38*-3.38'-3.38' -0.06*’-0.06"-0.06" 44.30*44.30'44.30' -0.22**-0.22"-0.22" -0.21*-0.21-0.21 '' -0.04’-0.04'-0.04' 
exceptexceptexcept Wal-MartWal-MartWal-Mart (0.07)(0.07)(0.07) (0.04)(0.04)(0.04) (0.04)(0.04)(0.04) (0.09)(0.09)(0.09) (1.28)(1.28)(1.28) (0.04)(0.04)(0.04) (11.34)(11.34)(11.34) (0.12)(0.12)(0.12) (0.06)(0.06)(0.06) (0.02)(0.02)(0.02) 
Wal-MartWal-MartWal-Mart -0.68*-0.68'-0.68' 

(0.04)(0.04)(0.04) 
-0.02-0.02-0.02 
(0.02)(0.02)(0.02) 

-0.05-0.05-0.05 
(0.12)(0.12)(0.12) 

0.010.010.01 
(0.20)(0.20)(0.20) 

83.69*83.69'83.69' 
(13.00)(13.00)(13.00) 

o.o5”*0.05"0.05" 
(0.03)(0.03)(0.03) 

5724.70’5724.70'5724.70' 
(959.36)(959.36)(959.36) 

0.070.070.07 
(0.05)(0.05)(0.05) 

-0.46*-0.46'-0.46' 
(0.05)(0.05)(0.05) 

NANANA 

ToysToysToys RRR UsUsUs -0.30’-0.30'-0.30' -0.06-0.06-0.06 -0.30*-0.30'-0.30' -0.47*-0.47'-0.47' 5.99*5.99'5.99' 0.050.050.05 706.14*706.14'706.14' 0.310.310.31 -0.16*-0.16'-0.16' -0.11”-0.11-0.11 '' 
(0.05)(0.05)(0.05) (0.04)(0.04)(0.04) (0.07)(0.07)(0.07) (0.13)(0.13)(0.13) (2.50)(2.50)(2.50) (0.06)(0.06)(0.06) (65.29)(65.29)(65.29) (0.19)(0.19)(0.19) (0.06)(0.06)(0.06) (0.02)(0.02)(0.02) 

HomeHomeHome DepotDepotDepot 0.120.120.12 0.150.150.15 -0.00-0.00-0.00 -0.41-0.41-0.41 5.025.025.02 0.180.180.18 1416.49*1416.49'1416.49' -0.77*-0.77'-0.77' -0.06-0.06-0.06 -0.27*-0.27'-0.27' 
(0.07)(0.07)(0.07) (0.10)(0.10)(0.10) (0.36)(0.36)(0.36) (0.63)(0.63)(0.63) (2.95)(2.95)(2.95) (0.11)(0.11)(0.11) (398.93)(398.93)(398.93) (0.25)(0.25)(0.25) (0.09)(0.09)(0.09) (0.04)(0.04)(0.04) 

Notes:Notes:Notes: pal;$nthesesStandardStandardStandard errorserrorserrors areareare ininin parenthesesparentheses 
p=O.OS; p=O.lO•• SignificantSignificantSignificant atatat p=O.05;p=O.05; .... SignificantSignificantSignificant atatat p=O.10p=O.10 
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5,FigureFigure 5. MVAMVA forfor DifferentDifferent RetailRetail ClassesClasses 



significantsignificantsignificant effecteffecteffect ononon anyanyany ofofof thethethe internal,internal,internal, historicalhistoricalhistorical measures,measures,measures, thethethe effecteffecteffect ononon MVAMVAMVA trendtrendtrend isisis dradra
matic.matic.matic. MVAMVAMVA forforfor thisthisthis groupgroupgroup hashashas onlyonlyonly increasedincreasedincreased bybyby ananan averageaverageaverage ofofof $44$44$44 million,million,million, which,which,which, ififif 
anything,anything,anything, isisis lesslessless thanthanthan eithereithereither thethethe specialtyspecialtyspecialty ororor thethethe grocerygrocerygrocery retailers.retailers.retailers. FigureFigureFigure 555 depictsdepictsdepicts thethethe trendtrendtrend 
ininin MVAMVAMVA forforfor eacheacheach ofofof thethethe fourfourfour groupsgroupsgroups ofofof retailersretailersretailers examinedexaminedexamined ininin thisthisthis section.section.section. WeWeWe mustmustmust concludeconcludeconclude 

dra

thatthatthat withwithwith thethethe exceptionexceptionexception ofofof Wal-Wal-Mart,Mart, generalgeneralgeneral merchandisersmerchandisersmerchandisers areareare nonono betterbetterbetter offoffoff thanthanthan thethethe otherotherother 
classesclassesclasses ofofof retailers.retailers.retailers. Wal-MartWal-MartWal-Mart maymaymay havehavehave becomebecomebecome moremoremore powerful,powerful,powerful, butbutbut thethethe powerpowerpower isisis farfarfar fromfromfrom 
widespreadwidespreadwidespread amongstamongstamongst otherotherother retailers.retailers.retailers. 

TheTheThe hugehugehuge impactimpactimpact thatthatthat Wal-MartWal-MartWal-Mart hashashas ononon trendstrendstrends forforfor generalgeneralgeneral merchandisersmerchandisersmerchandisers leadsleadsleads ususus tototo 
revisitrevisitrevisit thethethe industryindustryindustry levellevellevel analysis,analysis,analysis, wherewherewhere wewewe hadhadhad initiallyinitiallyinitially foundfoundfound thatthatthat retailersretailersretailers werewerewere betterbetterbetter offoffoff 
thanthanthan manufacturersmanufacturersmanufacturers ininin termstermsterms ofofof MVAMVAMVA forforfor asasas manymanymany asasas nineninenine industries.industries.industries. Wal-MartWal-MartWal-Mart waswaswas 
includedincludedincluded ininin thethethe retailerretailerretailer groupgroupgroup ininin eighteighteight ofofof thesethesethese nineninenine industries.industries.industries. WeWeWe redidredidredid thethethe analysisanalysisanalysis afterafterafter 
excludingexcludingexcluding Wal-MartWal-MartWal-Mart andandand foundfoundfound thatthatthat onlyonlyonly threethreethree industriesindustriesindustries remainedremainedremained wherewherewhere retailersretailersretailers werewerewere 
betterbetterbetter offoffoff ininin termstermsterms ofofof MVA-apparel,MVA-apparel,MVA-apparel, computerscomputerscomputers andandand jewelry.jewelry.jewelry. ThereThereThere werewerewere nonono significantsignificantsignificant 
changeschangeschanges ininin thethethe trendstrendstrends observedobservedobserved forforfor thethethe otherotherother variables.variables.variables. ItItIt wouldwouldwould seemseemseem thatthatthat thethethe evidenceevidenceevidence ininin 

Wal-Mart, 

supportsupportsupport ofofof ananan increaseincreaseincrease ininin thethethe potentialpotentialpotential powerpowerpower ofofof aaa singlesinglesingle classclassclass ofofof retailersretailersretailers isisis largelylargelylargely thethethe conconcon

sequencesequencesequence ofofof justjustjust oneoneone firm'sfirm's increasingincreasingincreasing power.power.power. LetLetLet ususus taketaketake aaa looklooklook atatat thisthisthis firm.firm.firm.firm’s 

HowHowHow isisis Waf-MartWaf-Mart doing?doing?doing?Wal-Mart 

FigureFigureFigure 666 showsshowsshows thatthatthat Wal-Mart'sWal-Mart's GrossGrossGross Margin/SalesMargin/SalesMargin/Sales andandand ROSROSROS overoverover thethethe pastpastpast tententen yearsyearsyears 
havehavehave beenbeenbeen declining,declining,declining, ororor atatat bestbestbest remainedremainedremained steady.steady.steady. But,But,But, asasas wewewe havehavehave arguedarguedargued earlierearlierearlier ininin thisthisthis 
paper,paper,paper, thesethesethese traditionaltraditionaltraditional profitprofitprofit measuresmeasuresmeasures dododo notnotnot provideprovideprovide aaa completecompletecomplete picture.picture.picture. Wal-MartWal-MartWal-Mart isisis aaa 
growthgrowthgrowth orientedorientedoriented firmfirmfirm thatthatthat isisis intentintentintent ononon establishingestablishingestablishing aaa superiorsuperiorsuperior long-termlong-termlong-term costcostcost positionpositionposition versusversusversus 
itsitsits competitorscompetitorscompetitors andandand hashashas investedinvestedinvested heavilyheavilyheavily towardstowardstowards thatthatthat objective.objective.objective. ThatThatThat thisthisthis investmentinvestmentinvestment hashashas 

Wal-Mart’s 

beenbeenbeen wiselywiselywisely mademademade isisis clearclearclear fromfromfrom thethethe steepsteepsteep inclineinclineincline ininin thethethe company'scompany's EVAEVAEVA andandand MVAMVAMVA overoverover thethethe 
samesamesame period,period,period, asasas depicteddepicteddepicted ininin FiguresFiguresFigures 777 andandand 8.8.8. InInIn contrast,contrast,contrast, closecloseclose competitorscompetitorscompetitors likelikelike KmartKmartKmart havehavehave 
barelybarelybarely managedmanagedmanaged tototo keepkeepkeep theirtheirtheir EVAEVAEVA stable,stable,stable, whilewhilewhile othersothersothers likelikelike SearsSearsSears havehavehave takentakentaken severeseveresevere hits.hits.hits. 

company’s 

OtherOtherOther CategoryCategoryCategory KillersKillersKillers 

atten-ToysToysToys RRR UsUsUs andandand HomeHomeHome DepotDepotDepot areareare twotwotwo otherotherother giantgiantgiant retailersretailersretailers thatthatthat havehavehave attractedattractedattracted aaa lotlotlot ofofof attenatten
tiontiontion overoverover thethethe pastpastpast fewfewfew years,years,years, althoughalthoughalthough notnotnot quitequitequite asasas muchmuchmuch asasas Wal-Mart.Wal-Mart.Wal-Mart. WeWeWe examinedexaminedexamined thesethesethese 
twotwotwo companiescompaniescompanies asasas well.well.well. TheTheThe lastlastlast twotwotwo columnscolumnscolumns ofofof TableTableTable 666 summarizesummarizesummarize thethethe results,results,results, nonenonenone ofofof 
whichwhichwhich areareare surprising.surprising.surprising. TheTheThe trendstrendstrends ininin eacheacheach measuremeasuremeasure forforfor thesethesethese twotwotwo companiescompaniescompanies followfollowfollow WalWalWal

Mart’sMart'sMart's pattern,pattern,pattern, althoughalthoughalthough theytheythey havehavehave notnotnot performedperformedperformed nearlynearlynearly asasas wellwellwell asasas thethethe latter.latter.latter. ToysToysToys RRR UsUsUs hashashas 
Wal-Mart’sbeenbeenbeen increasingincreasingincreasing itsitsits EVAEVAEVA atatat thethethe rateraterate ofofof $6$6$6 millionmillionmillion perperper year,year,year, ininin contrastcontrastcontrast withwithwith Wal-Mart'sWal-Mart's $84$84$84 

million,million,million, whilewhilewhile HomeHomeHome DepotDepotDepot hashashas beenbeenbeen holdingholdingholding ititit steady.steady.steady. AlthoughAlthoughAlthough bothbothboth companiescompaniescompanies areareare 
improvingimprovingimproving theirtheirtheir MVAMVAMVA atatat higherhigherhigher yearlyyearlyyearly ratesratesrates ($706($706($706 millionmillionmillion andandand $1416$1416$1416 millionmillionmillion respectively)respectively)respectively) 

Wal-Mart’sthanthanthan thethethe averageaverageaverage retailer,retailer,retailer, theytheythey areareare farfarfar behindbehindbehind Wal-Mart'sWal-Mart's annualannualannual increaseincreaseincrease ofofof $5725$5725$5725 million.million.million. 
Thus,Thus,Thus, thesethesethese categorycategorycategory killerskillerskillers areareare significantlysignificantlysignificantly betterbetterbetter thanthanthan average,average,average, butbutbut theytheythey dododo notnotnot matchmatchmatch thethethe 
stellarstellarstellar performance,performance,performance, bothbothboth presentpresentpresent andandand potential,potential,potential, ofofof Wal-Mart.Wal-Mart.Wal-Mart. 
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CONCLUSIONCONCLUSIONCONCLUSION 

ThisThisThis paperpaperpaper hashashas examinedexaminedexamined thethethe purportedpurportedpurported shiftshiftshift ininin powerpowerpower fromfromfrom manufacturersmanufacturersmanufacturers tototo retailersretailersretailers usingusingusing 
moremoremore completecompletecomplete measuresmeasuresmeasures ofofof marketmarketmarket powerpowerpower andandand aaa broaderbroaderbroader samplesamplesample ofofof industriesindustriesindustries andandand retailretailretail 
classesclassesclasses thanthanthan usedusedused ininin thethethe twotwotwo recentrecentrecent empiricalempiricalempirical investigationsinvestigationsinvestigations ofofof thethethe issue.issue.issue. ItItIt maymaymay alsoalsoalso bebebe useuseuse

fulfulful tototo investigateinvestigateinvestigate thethethe rolerolerole ofofof wholesalerswholesalerswholesalers ininin thethethe verticalverticalvertical channelchannelchannel system.system.system. ThereThereThere isisis littlelittlelittle refref
erenceerenceerence ininin thethethe businessbusinessbusiness ororor academicacademicacademic presspresspress tototo thethethe powerpowerpower ofofof wholesalers,wholesalers,wholesalers, perhapsperhapsperhaps becausebecausebecause theytheythey 

ref-

havehavehave neitherneitherneither thethethe "store"store equity"equity" nornornor thethethe "brand"brand equity"equity" tototo differentiatedifferentiatedifferentiate themselves.themselves.themselves. Still,Still,Still, ananan“store equity” “brand equity” 

empiricalempiricalempirical analysisanalysisanalysis ofofof theirtheirtheir performanceperformanceperformance visvisvis aaa visvisvis manufacturersmanufacturersmanufacturers andandand retailersretailersretailers shouldshouldshould bebebe useuse
ful.ful.ful. 

use-

PowerPowerPower Shift:Shift:Shift: DyadicDyadicDyadic VersusVersusVersus AggregateAggregateAggregate ViewViewView 

OurOurOur analysisanalysisanalysis suggestssuggestssuggests that,that,that, overoverover thethethe pastpastpast decade,decade,decade, retailersretailersretailers havehavehave beenbeenbeen faringfaringfaring worseworseworse thanthanthan 
manufacturers,manufacturers,manufacturers, withwithwith onlyonlyonly aaa fewfewfew exceptions.exceptions.exceptions. OurOurOur datadatadata dododo support,support,support, quitequitequite clearly,clearly,clearly, ananan increaseincreaseincrease 
ininin thethethe powerpowerpower ofofof thethethe growinggrowinggrowing Wal-Mart.Wal-Mart.Wal-Mart. JustJustJust asasas clearly,clearly,clearly, however,however,however, theytheythey showshowshow thatthatthat notnotnot allallall 
retailersretailersretailers havehavehave becomebecomebecome moremoremore powerful,powerful,powerful, andandand manymanymany havehavehave lostlostlost power.power.power. WeWeWe areareare witnessingwitnessingwitnessing ananan eraeraera 
ofofof inter-retailerinter-retailerinter-retailer competitioncompetitioncompetition ininin whichwhichwhich somesomesome retailersretailersretailers likelikelike Wal-MartWal-MartWal-Mart competecompetecompete withwithwith othersothersothers bybyby 

operatloweringloweringlowering theirtheirtheir GrossGrossGross Margins.Margins.Margins. ToToTo keepkeepkeep thisthisthis strategystrategystrategy viable,viable,viable, theytheythey focusfocusfocus ononon loweringloweringlowering operatoperat
inginging costscostscosts andandand thethethe costcostcost ofofof investedinvestedinvested capital.capital.capital. TheTheThe successsuccesssuccess ofofof thisthisthis handfulhandfulhandful ofofof retailersretailersretailers isisis simplysimplysimply 
evidenceevidenceevidence ofofof oneoneone (or(or(or some)some)some) retailersretailersretailers gaininggaininggaining powerpowerpower overoverover otherotherother retailers,retailers,retailers, notnotnot ofofof manufacturmanufactur
ers,ers,ers, ininin general,general,general, losinglosinglosing powerpowerpower withwithwith respectrespectrespect tototo retailers.retailers.retailers. Clearly,Clearly,Clearly, neitherneitherneither academicsacademicsacademics andandand 
practitionerspractitionerspractitioners havehavehave beenbeenbeen makingmakingmaking thisthisthis importantimportantimportant distinctiondistinctiondistinction (see(see(see DickinsonDickinsonDickinson andandand Hollander,Hollander,Hollander, 
199519951995 forforfor aaa discussiondiscussiondiscussion ofofof thisthisthis issue).issue).issue). InInIn specificspecificspecific givengivengiven dyadicdyadicdyadic relationships,relationships,relationships, Wal-MartWal-MartWal-Mart andandand 

manufactur

otherotherother low-costlow-costlow-cost discountersdiscountersdiscounters likelikelike Toys-R-UsToys-R-UsToys-R-Us maymaymay havehavehave becomebecomebecome moremoremore powerful,powerful,powerful, butbutbut thatthatthat cercer
tainlytainlytainly doesdoesdoes notnotnot justifyjustifyjustify thethethe sweepingsweepingsweeping statementsstatementsstatements thatthatthat areareare beingbeingbeing mademademade sososo frequently,frequently,frequently, aboutaboutabout aaa 
generalgeneralgeneral increaseincreaseincrease ininin thethethe marketmarketmarket powerpowerpower ofofof retailers.retailers.retailers. HavingHavingHaving laidlaidlaid thethethe issueissueissue ofofof aaa generalgeneralgeneral increaseincreaseincrease 

cer

ininin retailretailretail powerpowerpower tototo rest,rest,rest, aaa fruitfulfruitfulfruitful directiondirectiondirection forforfor futurefuturefuture researchresearchresearch wouldwouldwould bebebe tototo studystudystudy thethethe dynamdynam
icsicsics ofofof dyadicdyadicdyadic relationshipsrelationshipsrelationships ofofof specificspecificspecific manufacturersmanufacturersmanufacturers andandand thesethesethese fewfewfew powerfulpowerfulpowerful retailers,retailers,retailers, andandand 
comparecomparecompare themthemthem withwithwith correspondingcorrespondingcorresponding dyadsdyadsdyads thatthatthat theytheythey formformform withwithwith thethethe largelargelarge majoritymajoritymajority ofofof 

dynam

retailers.7retailers.retailers.77 

PowerPowerPower ShiftsShiftsShifts WithoutWithoutWithout ProfitProfitProfit ShiftsShiftsShifts 

IsIsIs ititit possiblepossiblepossible forforfor changeschangeschanges ininin relativerelativerelative powerpowerpower tototo notnotnot necessarilynecessarilynecessarily resultresultresult ininin changeschangeschanges ininin relativerelativerelative 
busiprofit?profit?profit? IncreasesIncreasesIncreases ininin powerpowerpower needneedneed notnotnot leadleadlead tototo immediateimmediateimmediate gainsgainsgains ininin profitprofitprofit eithereithereither becausebecausebecause busibusi

nessesnessesnesses maymaymay notnotnot knowknowknow howhowhow tototo useuseuse theirtheirtheir powerpowerpower (in(in(in whichwhichwhich casecasecase thethethe powerpowerpower shiftshiftshift isisis 
meaningless),meaningless),meaningless), ororor becausebecausebecause (as(as(as wewewe havehavehave discusseddiscusseddiscussed ininin thisthisthis paper)paper)paper) theytheythey maymaymay useuseuse ititit ininin wayswaysways thatthatthat 

exam-preservepreservepreserve futurefuturefuture independenceindependenceindependence ratherratherrather thanthanthan increaseincreaseincrease shortshortshort termtermterm profit.profit.profit. ThatThatThat isisis whywhywhy wewewe examexam
ineineine notnotnot onlyonlyonly currentcurrentcurrent profitprofitprofit butbutbut potentialpotentialpotential forforfor futurefuturefuture profitprofitprofit asasas well.well.well. 



ItItIt maymaymay bebebe arguedarguedargued thatthatthat manufacturersmanufacturersmanufacturers havehavehave drivendrivendriven downdowndown theirtheirtheir costscostscosts ofofofoperationoperationoperation tototo becomebecomebecome 
moremoremore efficientefficientefficient thanthanthan retailersretailersretailers and,and,and, consequently,consequently,consequently, theirtheirtheir profitprofitprofit hashashas increasedincreasedincreased despitedespitedespite aaa losslossloss ofofof 
marketmarketmarket power.power.power. WeWeWe believebelievebelieve suchsuchsuch ananan argumentargumentargument missesmissesmisses aaa majormajormajor point.point.point. OverOverOver thethethe longlonglong term,term,term, andandand 
tententen yearsyearsyears isisis certainlycertainlycertainly longlonglong enough,enough,enough, anyanyany efficienciesefficienciesefficiencies thatthatthat oneoneone channelchannelchannel membermembermember mightmightmight gaingaingain 
willwillwill bebebe bargainedbargainedbargained awayawayaway bybyby thethethe otherotherother partnerpartnerpartner ififif thethethe latterlatterlatter isisis moremoremore powerful.powerful.powerful. AsAsAs notednotednoted bybyby PorPorPor

terterter (1990),(1990),(1990), "powerful"powerful buyersbuyersbuyers ororor supplierssupplierssuppliers bargainbargainbargain awayawayaway thethethe profitsprofitsprofitsforforfor themselves"(p.themselves"(p. ).).). 
WhenWhenWhen GeneralGeneralGeneral MotorsMotorsMotors waswaswas sufferingsufferingsuffering largelargelarge losseslosseslosses andandand itsitsits supplierssupplierssuppliers werewerewere not,not,not, thethethe situationsituationsituation 
waswaswas notnotnot tolerated.tolerated.tolerated. LargeLargeLarge discountsdiscountsdiscounts werewerewere demandeddemandeddemanded bybyby GMGMGM andandand obtained.obtained.obtained. InInIn exactlyexactlyexactly thethethe 

“‘powerful themselves”(p. 

samesamesame waywayway asasas GM'sGM's powerpowerpower waswaswas wieldedwieldedwielded bybyby thethethe company'scompany's exexex vice-presidentvice-presidentvice-president ofofof worldwideworldwideworldwide 
purchasing,purchasing,purchasing, ininin bringingbringingbringing downdowndown pricespricesprices ofofof efficientefficientefficient automotiveautomotiveautomotive suppliers,suppliers,suppliers, retailersretailersretailers shouldshouldshould bebebe 
ableableable tototo extractextractextract awayawayaway profitsprofitsprofits fromfromfrom manufacturers,manufacturers,manufacturers, irrespectiveirrespectiveirrespective ofofof thethethe sourcesourcesource ofofof thosethosethose profits.profits.profits. 

GM’s company’s 

ItItIt isisis notnotnot reasonablereasonablereasonable tototo saysaysay thatthatthat thethethe tradetradetrade hashashas becomebecomebecome moremoremore powerfulpowerfulpowerful relativerelativerelative tototo manufacturmanufactur
ersersers if,if,if, overoverover thethethe longlonglong term,term,term, wewewe continuecontinuecontinue tototo observeobserveobserve thethethe oppositeoppositeopposite trendtrendtrend ininin theirtheirtheir relativerelativerelative profit,profit,profit, 
bothbothboth presentpresentpresent andandand potential.potential.potential. WithoutWithoutWithout eithereithereither profitprofitprofit ororor marketmarketmarket value,value,value, powerpowerpower isisis onlyonlyonly aaa chimera,chimera,chimera, 
comprisedcomprisedcomprised ofofof thethethe trappingstrappingstrappings butbutbut notnotnot thethethe substance.substance.substance. 

ItItIt maymaymay alsoalsoalso bebebe arguedarguedargued thatthatthat factorsfactorsfactors otherotherother thanthanthan relativerelativerelative powerpowerpower affectaffectaffect profitabilityprofitabilityprofitability and,and,and, werewerewere 
ititit notnotnot forforfor thethethe powerpowerpower shift,shift,shift, thosethosethose factorsfactorsfactors maymaymay wellwellwell havehavehave mademademade retailersretailersretailers eveneveneven worseworseworse offoffoff thanthanthan 
theytheythey areareare today.today.today. Unfortunately,Unfortunately,Unfortunately, thisthisthis argumentargumentargument tootootoo isisis indefensible.indefensible.indefensible. TheTheThe mostmostmost commoncommoncommon factorsfactorsfactors 

manufactur

tototo bebebe considered,considered,considered, accordingaccordingaccording tototo IndustrialIndustrialIndustrial OrganizationOrganizationOrganization theory,theory,theory, areareare ConcentrationConcentrationConcentration andandand ProdProd
uctuctuct DifferentiationDifferentiationDifferentiation (measured,(measured,(measured, ininin thisthisthis context,context,context, bybyby variablesvariablesvariables suchsuchsuch asasas AdvertisingAdvertisingAdvertising expenditureexpenditureexpenditure 
andandand PrivatePrivatePrivate labeling).labeling).labeling). WeWeWe havehavehave seen,seen,seen, ininin thisthisthis paper,paper,paper, thatthatthat theretherethere areareare fewfewfew significantsignificantsignificant differencesdifferencesdifferences 

Prod-

ininin AdvertisingAdvertisingAdvertising trendstrendstrends forforfor thethethe twotwotwo groups.groups.groups. MessingerMessingerMessinger andandand NarasimhanNarasimhanNarasimhan (1995)(1995)(1995) havehavehave docudocu
mentedmentedmented increasesincreasesincreases ininin privateprivateprivate labelslabelslabels ininin thethethe grocerygrocerygrocery industryindustryindustry duringduringduring thethethe seventiesseventiesseventies andandand eighties.eighties.eighties. 
TheseTheseThese authorsauthorsauthors alsoalsoalso documentdocumentdocument somesomesome increasesincreasesincreases ininin grocerygrocerygrocery retailerretailerretailer concentration,concentration,concentration, especiallyespeciallyespecially atatat 

docu

thethethe regionallevel.regionallevel.88 Yet,Yet,Yet, retailerretailerretailer profitabilityprofitabilityprofitability hashashas suffered.suffered.suffered. WeWeWe areareare skepticalskepticalskeptical thatthatthat thethethe publipubli
cizedcizedcized growthgrowthgrowth ininin privateprivateprivate labelslabelslabels isisis aaa signalsignalsignal ofofof growinggrowinggrowing retailretailretail power.power.power. WhileWhileWhile somesomesome firms,firms,firms, likelikelike 
Wal-Mart,Wal-Mart,Wal-Mart, havehavehave increasedincreasedincreased privateprivateprivate labeling,labeling,labeling, others,others,others, likelikelike Sears,Sears,Sears, havehavehave hadhadhad tototo reducereducereduce emphasisemphasisemphasis 
ononon theirtheirtheir ownownown labels,labels,labels, andandand thethethe netnetnet isisis notnotnot atatat allallall clear.clear.clear. And,And,And, retailerretailerretailer concentration,concentration,concentration, eveneveneven ififif doesdoesdoes 
increase,increase,increase, cancancan leadleadlead tototo increasedincreasedincreased marketmarketmarket powerpowerpower onlyonlyonly ififif theretherethere isisis aaa concomitantconcomitantconcomitant decreasedecreasedecrease ininin 
competition.competition.competition. 

regional level.’ publi-

TheTheThe RoleRoleRole ofofof Inter-RetailerInter-RetailerInter-Retailer CompetitionCompetitionCompetition 

Inter-retailerInter-retailerInter-retailer competitioncompetitioncompetition hashashas onlyonlyonly intensifiedintensifiedintensified overoverover thethethe pastpastpast decadedecadedecade andandand thisthisthis pressurepressurepressure 
forcesforcesforces themthemthem tototo competecompetecompete awayawayaway theirtheirtheir profits.profits.profits. ThereThereThere isisis nonono doubtdoubtdoubt aboutaboutabout that.that.that. WhatWhatWhat areareare thethethe impliimpli
cationscationscations aboutaboutabout thethethe marketmarketmarket powerpowerpower ofofof retailers,retailers,retailers, though?though?though? WeWeWe wouldwouldwould pointpointpoint tototo thethethe premisepremisepremise ofofof thethethe 
Structure-Conduct-PerformanceStructure-Conduct-PerformanceStructure-Conduct-Performance (SCP)(SCP)(SCP) paradigm-anparadigm-anparadigm-an industryindustryindustry cancancan enjoyenjoyenjoy marketmarketmarket powerpowerpower 

impli

andandand abnormalabnormalabnormal profitsprofitsprofits (the(the(the "performance""performance" ininin SCP)SCP)SCP) asasas ititit getsgetsgets moremoremore concentratedconcentratedconcentrated (the(the(the "struc"struc“performance” “struc
ture"ture" link)link)link) onlyonlyonly ififif firmsfirmsfirms ininin thethethe industryindustryindustry areareare ableableable tototo colludecolludecollude (the(the(the "conduct""conduct" link)link)link) andandand reducereducereduceture” “conduct” 
competitioncompetitioncompetition (hence(hence(hence thethethe well-knownwell-knownwell-known termtermterm "monopoly"monopoly power").power"). InInIn otherotherother words,words,words, reducedreducedreduced horhor
izontalizontalizontal competitioncompetitioncompetition isisis aaa necessarynecessarynecessary pre-conditionpre-conditionpre-condition forforfor increasedincreasedincreased marketmarketmarket powerpowerpower andandand 
profitability.profitability.profitability. ThatThatThat criticalcriticalcritical linklinklink ininin thethethe SCPSCPSCP paradigmparadigmparadigm hashashas notnotnot beenbeenbeen mademademade bybyby retailers.retailers.retailers. IfIfIf ititit had,had,had, 

“monopoly power”). hor

manufacthethethe resultresultresult wouldwouldwould bebebe intenseintenseintense inter-manufacturerinter-manufacturerinter-manufacturer competition,competition,competition, whichwhichwhich wouldwouldwould forceforceforce manufac-manufac



turersturersturers tototo competecompetecompete theirtheirtheir profitsprofitsprofits awayawayaway tototo retailers.retailers.retailers. ToToTo summarize,summarize,summarize, increasedincreasedincreased retailerretailerretailer powerpowerpower 
shouldshouldshould havehavehave ledledled to:to:to: (1)(1)(1) highhighhigh manufacturermanufacturermanufacturer competitioncompetitioncompetition andandand lowlowlow manufacturermanufacturermanufacturer profits;profits;profits; andandand 
(2)(2)(2) lowlowlow retailerretailerretailer competitioncompetitioncompetition andandand highhighhigh retailerretailerretailer profits.profits.profits. WhatWhatWhat wewewe observeobserveobserve ininin mostmostmost industriesindustriesindustries isisis 
quitequitequite thethethe opposite.opposite.opposite. 

WeWeWe concludeconcludeconclude withwithwith thethethe followingfollowingfollowing quotesquotesquotes fromfromfrom thethethe businessbusinessbusiness press:press:press: 

PrivatePrivatePrivate labelslabelslabels areareare likelikelike aaa creepingcreepingcreeping paralysis.paralysis.paralysis. UnlessUnlessUnless manufacturers,manufacturers,manufacturers, individuallyindividuallyindividually asasas wellwellwell 
asasas ininin concert,concert,concert, taketaketake aaa militantmilitantmilitant attitudeattitudeattitude andandand attemptattemptattempt tototo stemstemstem thisthisthis encroachment,encroachment,encroachment, thethethe paralparal
ysisysisysis willwillwill proceedproceedproceed fromfromfrom thethethe extremitiesextremitiesextremities andandand eventuallyeventuallyeventually strikestrikestrike atatat thethethe heart,heart,heart, renderingrenderingrendering thethethe 
brandbrandbrand manufacturermanufacturermanufacturer immobileimmobileimmobile (p.(p.(p. ))) 

paral-

ManufacturersManufacturersManufacturers areareare goinggoinggoing tototo havehavehave tototo acceptacceptaccept thethethe ratherratherrather unpleasantunpleasantunpleasant truthtruthtruth thatthatthat withwithwith thethethe tretre
mendousmendousmendous powerpowerpower thethethe chainchainchain wields,wields,wields, whetherwhetherwhether ititit bebebe national,national,national, regionalregionalregional ororor local,local,local, ititit isisis thethethe retailerretailerretailer 
whowhowho nownownow hashashas thethethe supremesupremesupreme powerpowerpower tototo makemakemake ororor breakbreakbreak aaa productproductproduct ininin hishishis ownownown storesstoresstores (p.(p.(p. ).).). 

tre-

AmazingAmazingAmazing asasas ititit maymaymay seem,seem,seem, thesethesethese proclamationsproclamationsproclamations werewerewere mademademade moremoremore thanthanthan threethreethree decadesdecadesdecades agoagoago 
bybyby ZimmermanZimmermanZimmerman (1959)!(1959)!(1959)! Clearly,Clearly,Clearly, thethethe currentcurrentcurrent furorfurorfuror isisis notnotnot thethethe firstfirstfirst timetimetime thatthatthat privateprivateprivate labelslabelslabels andandand 
retailersretailersretailers havehavehave beenbeenbeen seenseenseen asasas aaa threatthreatthreat tototo nationalnationalnational brandsbrandsbrands andandand thethethe powerpowerpower ofofof thethethe manufacturers.manufacturers.manufacturers. 

APPENDIXAPPENDIXAPPENDIX 

TABLETABLETABLE A-lA-lA-l 

SampledSampledSampled IndustriesIndustriesIndustries withwithwith SICSICSIC CodesCodesCodes 

ManufacturesManufacturesManufactures RetailersRetailersRetailers 

1.1.1. ApparelApparelApparel 
230023002300 ApparelApparelApparel andandand otherotherother finishedfinishedfinished productsproductsproducts 560056005600 ApparelApparelApparel andandand accessoryaccessoryaccessory storesstores
stores
 
232023202320 Men,Men,Men, boysboysboys fins,fins,fins, wrkwrkwrk c1thg.c1thg.clthg. Women’s
562156215621 Women'sWomen's clothingclothing
clothing
 
233023302330 Womens,Womens,Womens, misses,misses,misses, jrs.jrs.jrs. outerwearouterwearouterwear 565156515651 FamilyFamilyFamily clothingclothing
clothing
 
234023402340 Womens,Womens,Womens, miss,miss,miss, chid,chid,chid, inft.inft.inft. undgrmtundgrmtundgrmt 531153115311 DepartmentDepartmentDepartment StoresStores
Stores
 
239023902390 Mise.Mise. fabricatedfabricatedfabricated textiletextiletextile 53315331productsproductsproducts 5331 VarietyVarietyVariety storesstoresstoresMisc. 

Misc. General539953995399 Mise.Mise. CeneralCeneral Mdse.Mdse.Mdse. storesstoresstores 
2.2.2. AppliancesAppliancesAppliances 

elec. 573157315731 Radio,Radio,Radio, tv,tv,tv, cons.cons.cons. elect.elect.elect. storesstoresstores360036003600 Electric,Electric,Electric, otherotherother elee.elee. eq.eq.eq. exexex cmp.cmp.
cmp.
 
363036303630 HouseholdHouseholdHousehold appliancesappliancesappliances +++ 
 

363436343634 ElectricElectricElectric HousewaresHousewaresHousewares andandand fansfansfans 531153115311 533153315331 5399#5399#
5399#
 
3.3.3. AudioAudioAudio AndAndAnd VideoVideoVideo EquipmentEquipmentEquipment 

365136513651 HouseholdHouseholdHousehold audioaudioaudio andandand videovideovideo eq.eq.eq. 573157315731 Radio,Radio,Radio, tv.tv.tv. consumerconsumerconsumer elect.elect.
elect.
 
365236523652 Phonog.Phonog.Phonog. records,records,records, audioaudioaudio tape,tape,tape, diskdiskdisk 573557355735 RecordRecordRecord andandand tapetape
tape
 

+++ 

531153115311 533153315331 5399#5399#5399# 
4.4.4. ComputersComputersComputers 

357035703570 ComputerComputerComputer andandand officeofficeoffice equipmentequipmentequipment 573457345734 ComputerComputerComputer andandand ComputerComputerComputer SoftwareSoftware
Software
 
357135713571 ElectronicElectronicElectronic computerscomputerscomputers +++ 
 

357235723572 ComputerComputerComputer StorageStorageStorage devicesdevicesdevices 531153115311 533153315331 5399#5399#
5399#
 
357535753575 ComputerComputerComputer TerminalsTerminals
Terminals
 
357635763576 ComputerComputerComputer communicationcommunicationcommunication equip.equip.
equip.
 
357735773577 ComputerComputerComputer peripheralperipheralperipheral egoego necneceq. net 

(continued)(continued) 



TABLETABLETABLE A-lA-lA-l 

ContinuedContinuedContinued 
ManufacturesManufactures	Manufactures	 RetailersRetailersRetailers 

5.5.5. DrugsDrugsDrugs 
28342834 PharmaceuticalPharmaceuticalPharmaceutical 59125912preparationspreparations
preparations	 5912 DrugDrugDrug andandand ProprietaryProprietaryProprietary
 

540054005400 FoodFoodFood storesstores
stores
 
2834 

S411S411 GroceryGroceryGrocery StoresStoresStores 
541254125412 ConvenienceConvenienceConvenience storesstoresstores 
5411 

6.6. FoodFood andand BeveragesBeveragesBeveragesand6.	 Food 

200020002000 FoodFoodFood andandand KindredKindredKindred ProductsProductsProducts	 540054005400 FoodFoodFood StoresStores
Stores 

2011,2011,2011, 2013,20152013,20152013,2015 ---------- 20992099	 541154115411 GroceryGroceryGrocery StoresStores
Stores
 
541254125412 ConvenienceConvenienceConvenience StoresStores
Stores
 

----- 2099 

7.7. FootwearFootwear7. Footwear 
30213021 RubberRubberRubber andandand plasticsplasticsplastics footwearfootwearfootwear 566156615661 ShoeShoeShoe storesstoresstores
 
31403140 Footwear,Footwear,Footwear, exceptexceptexcept rubberrubberrubber + 
 
3021 

3140 	 ++ 
531153115311 533153315331 5399#5399#
5399# 

8.8. FurnitureFurniture8. Furniture 
25102510 HouseholdHousehold furniturefurniture	furniture	 570057005700 HomeHomeHome furniturefurniturefurniture andandand equip.equip.equip.2510 Household 
25112511 WoodWood hshldhshldhshld furn.,furn.,furn., except.except.except. upholsteredupholsteredupholstered 571257125712 FurnitureFurnitureFurniture
 
25202520 OfficeOfficeOffice furniturefurniture	furniture +
 
2511 Wood 

2520 	 ++
 
252225222522 OfficeOfficeOffice furniturefurniturefurniture ex.ex. woodwood	woodex. 531153115311 533153315331 5399#5399#5399#
 
25312531 PublicPublicPublic bldg.bldg.bldg. &&& reI.reI. furniturefurniturefurniture2531 rel. 
25402540 Partitions,Partitions,Partitions, shelvishelving,ng, lockerslockerslockers2540 shelving, 
25902590 Mise.Mise. furniturefurniturefurniture andandand fixturesfixturesfixtures2590 Misc. 

JewelryJewelry9.9. Jewelry andandand WatchesWatchesWatches9. 
38733873 Watches,Watches,Watches, clocksclocksclocks andandand 59445944partspartsparts 5944 JewelryJewelryJewelry
 
39103910 Jewelry,Jewelry,Jewelry, silverware,silverware,silverware, platedplatedplated wareware + 
 
3873 

3910 ware 	 ++ 
391139113911 JewelryJewelryJewelry andandand PreciousPreciousPrecious MetalsMetalsMetals	 531153115311 533153315331 5399#5399#
5399# 

10.10. OfficeOffice MachinesMachines10. Offke Machines 
35783578 Calculate,Calculate,Calculate, acct.acct.acct. machmach exe.exe. computercomputer	computer	 531153115311 533153315331 5399#5399#5399#3578 math ext. 
35793579 OfficeOfficeOffice machinesmachinesmachines3579 

11.	11.	 TobaccoTobacco ProductsProducts 
2100 591259125912 DrugDrugDrug andandand ProprietaryProprietaryProprietary StoresStoresStores 

11. Tobacco Products 
21002100 TobaccoTobaccoTobacco productsproductsproducts
 
21112111 CigarettesCigarettesCigarettes + 
2111 	 ++ 

540054005400 541154115411 5412@5412@
5412@ 

12. ToiletriesToiletriesToiletries andand CleaningCleaningCleaning AidsAidsAids12.12. and 
28402840 Soap,Soap,Soap, detergent,detergent,detergent, toilettoilettoilet prepsprepspreps 541154115411 GroceryGroceryGrocery storesstoresstores
 
28422842 SpecialSpecialSpecial clean,clean,clean, polishpolishpolish prepspreps	preps Convenience
 
2840 

541254125412 ConvenConven ienceience storesstores
stores2842 
28442844 Perfume,Perfume,Perfume, cosmetic,cosmetic,cosmetic, toilettoilettoilet 59125912prep.prep.prep.	 5912 DrugDrugDrug &&& proprietaryproprietaryproprietary storesstores
stores2844 

+++ 

531153115311 533153315331 5399#5399#5399# 

ToysToys13.	13.	 Toys andand GamesGames 
3942 594559455945 Hobby,Hobby,Hobby, toytoytoy andandand gamegamegame shopsshops
shops 

13. and Games 
39423942 Dolls,Dolls,Dolls, stuffedstuffedstuffed toystoystoys
 
39443944 Games,Games,Games, toys,toys,toys, childchildchild veh,veh,veh, exceptexceptexcept dollsdollsdolls +
3944 	 ++ 

531153115311 533153315331 5399#5399#5399# 
14.	14. WoodWood andand lumberlumber ProductsProductsProducts14. Wood and Lumber 

240024002400 LumberLumberLumber andandand woodwoodwood products,products,products, exceptexceptexcept 52005200furn.
furn. 5200 BuildingBuildingBuilding materialmaterialmaterial hardware,hardware,hardware, gardengardengarden 
242124212421 Sawmills,Sawmills,Sawmills, planingplaningplaning mills,mills,mills, 5211gen.gen.gen. 52115211 LumberLumberLumber andandand otherotherother build.build.build. materialmaterial
material 

243024302430 Millwork,Millwork,Millwork, veneer,veneer,veneer, plywoodplywood
plywood 

furn 

Notes:Notes:	Notes:	 ### TheseTheseThese threethreethree SICsSICsKS areare defineddefineddefined underunderunder ApparelApparelApparel RetailersRetailersRetailersare 
@ SIG@@ TheseTheseThese SICsSICs areareare defineddefineddefined underunderunder DrugDrugDrug RetailersRetailersRetailers 



TABLETABLETABLE A-2A-2A-2 

TrendTrendTrend RegressionRegressionRegression CoefficientsCoefficientsCoefficients forforfor allallall IndustriesIndustriesIndustries 

PerformancePerformancePerformance MeasureMeasureMeasure 

ChannelChannelChannel MemberMemberMember 

ApparelApparelApparel ManufacturersManufacturersManufacturers 

ApparelApparelApparel SpecialtySpecialtySpecialty RetailersRetailersRetailers 

CMIS 

‘FE? 

GMISGMIS 

0.45*0.45*0.45* 
(0.09)(0.09) 
0.140.14 

ROSROSROS 

0.24*0.24*0.24* 
(0.10)(0.10)(0.10) 
-0.05-0.05-0.05 

ROAROAROA 

0.34*0.34*0.34* 
(0.14)(0.14)(0.14) 
-0.27*-0.27*-0.27* 

ROIROJROJ 

0.58*0.58*0.58* 
(0.21)(0.21)(0.21) 
-0.38*-0.38*-0.38* 

1.51* 

EVAEVAEVA 

1.511.51 ** 
(0.34)(0.34)(0.34) 
-0.13-0.13-0.13 

EVA/SEVAISEVAIS 

0.44*0.44*0.44* 
(0.10)(0.10)(0.10) 
0.020.020.02 

MVAMVAMVA 

11.03*11.03*11.03* 
(2.80)(2.80)(2.80) 
43.34*43.34*43.34* 

II5115115 
-0.02-0.02-0.02 
(0.14)(0.14)(0.14) 
-0.18*-0.18*-0.18* 

SC&A/S 

YE’* 

SG&AISSG&AIS 

0.14*0.14*0.14* 
(0.04)(0.04) 
0.18*0.18* 

A&PtSA&PISA&PIS 

0.08*0.08*0.08* 
(0.03)(0.03)(0.03) 
-0.02-0.02-0.02 

ApparelApparelApparel RetailersRetailersRetailers 
(0.10)(0.10)(0.10) 
-0.29*-0.29*-0.29* 

(0.03)(0.03)(0.03) 
-0.14*-0.14*-0.14* 

(0.06)(0.06)(0.06) 
-0.20*-0.20*-0.20* 

(0.09)(0.09)(0.09) 
-0.34*-0.34*-0.34* 

(0.22)(0.22)(0.22) 
-0.97-0.97-0.97 

(0.04)(0.04)(0.04) 
0.000.000.00 

(11.27)(11.27)(11.27) 
103.10*103.10*103.10* 

(0.05)(0.05)(0.05) 
-0.15-0.15-0.15 

(0.07)(0.07)(0.07) 
-0.11*-0.11*-0.11* 

(0.02)(0.02)(0.02) 
-0.07*-0.07*-0.07* 

(0.05)(0.05)(0.05) (0.03)(0.03)(0.03) (0.04)(0.04)(0.04) (0.09)(0.09)(0.09) (1.03)(1.03)(1.03) (0.04)(0.04)(0.04) (14.73)(14.73)(14.73) (0.09)(0.09)(0.09) (0.05)(0.05)(0.05) (0.01)(0.01)(0.01) 

ApplianceApplianceAppliance ManufacturersManufacturersManufacturers 

ApplianceApplianceAppliance SpecialtySpecialtySpecialty RetailersRetailersRetailers 

ApplianceApplianceAppliance RetailersRetailersRetailers -0.41* 

0.120.120.12 

(0.15)(0.15)(0.15) 
-2.79*-2.79*-2.79* 
(0.37)(0.37)(0.37) 

-0.41-0.41 ** 

(0.05)(0.05)(0.05) 

-0.15*-0.15*-0.15* 
(0.06)(0.06)(0.06) 
-0.77*-0.77*-0.77* 
(0.10)(0.10)(0.10) 
-0.16*-0.16*-0.16* 
(0.04)(0.04)(0.04) 

-0.49*-0.49*-0.49* 
(0.06)(0.06)(0.06) 
-1.28*-1.28*-1.28* 
(0.19)(0.19)(0.19) 
-0.23*-0.23*-0.23* 
(0.04)(0.04)(0.04) 

-O&6*-0.66*-0.66* 
(0.12)(0.12)(0.12) 
-1.39*-1.39*-1.39* 
(0.23)(0.23)(0.23) 
-0.38*-0.38*-0.38* 
(0.10)(0.10)(0.10) (1.51) 

2.622.622.62 
(6.11)(6.11)(6.11) 
-2.56*-2.56*-2.56* 
(0.40)(0.40)(0.40) 
-1.60-1.60-1.60 
(1.51(1.51 )) 

0.040.040.04 
(0.06)(0.06)(0.06) 
-0.35*-0.35*-0.35* 
(0.05)(0.05)(0.05) 
-0.01-0.01-0.01 
(0.05)(0.05)(0.05) 

153.85**153.85**153.85** 
(68.77)(68.77)(68.77) 
-79.61*-79.61*-79.61* 
(24.51)(24.51)(24.51) 
113.11*113.11*113.11* 
(18.15)(18.15)(18.15) 

-0.16-0.16-0.16 
(0.09)(0.09)(0.09) 
-0.96*-0.96*-0.96* 
(0.17)(0.17)(0.17) 
-0.14-0.14-0.14 
(0.10)(0.10)(0.10) 

-0.23**-0.23**-0.23** 
(0.10)(0.10)(0.10) 
-1.46*-1.46*-1.46* 
(0.27)(0.27)(0.27) 
-0.19*-0.19*-0.19* 
(0.05)(0.05)(0.05) 

-0.06**-0.06**-0.06** 
(0.03)(0.03)(0.03) 
-0.42*-0.42*-0.42* 
(0.05)(0.05)(0.05) 
-0.08*-0.08*-0.08* 
(0.02)(0.02)(0.02) 

AudioNideoManufacturersAudioNideoAudioNideo ManufacturerManufacturer ss 0.360.360.36 -0.03-0.03-0.03 -0.11-0.11-0.11 -0.21-0.21-0.21 -0.05-0.05-0.05 0.25*0.25*0.25* 45.31**45.3145.31 **** -0.76*-0.76*-0.76* 0.22**0.22**0.22** -0.16-0.16-0.16 

Audio-VideoAudio-VideoAudio-Video SpecialtySpecialtySpecialty RetailersRetailersRetailers -2.51* 
(0.26)(0.26)(0.26) 

-2.51-2.51 ** 
(0.09)(0.09)(0.09) 
-0.75*-0.75*-0.75* 

(0.10)(0.10)(0.10) 
-1.29*-1.29*-1.29* 

(0.19)(0.19)(0.19) 
-1.46*-1.46*-1.46* 

(1.10)(1.10)(1.10) 
-1.54*-1.54*-1.54* 

(0.07)(0.07)(0.07) 
-0.33*-0.33*-0.33* 

(24.29)(24.29)(24.29) 
-60.32*-60.32*-60.32* 

(0.15)(0.15)(0.15) 
-0.89*-0.89*-0.89* 

(0.12)(0.12)(0.12) 
-1.30*-1.30*-1.30* 

(0.13)(0.13)(0.13) 
-0.43*-0.43*-0.43* 

AudioNideoAudioNideoAudioNideo RetailersRetailersRetailers 
(0.35)(0.35)(0.35) 
-0.39*-0.39*-0.39* 

(0.09)(0.09)(0.09) 
-0.16*-0.16*-0.16* 

(0.17)(0.17)(0.17) 
-0.23*-0.23*-0.23* -0.3a* 

(0.20)(0.20)(0.20) 
-0.38*-0.38* 

(0.27)(0.27)(0.27) 
-1.43-1.43-1.43 

(0.05)(0.05)(0.05) 
-0.01-0.01-0.01 

(17.96)(17.96)(17.96) 
105.41*105.41*105.41* 

(0.17)(0.17)(0.17) 
-0.13-0.13-0.13 

(0.25)(0.25)(0.25) 
-0.18*-0.18*-0.18* 

(0.05)(0.05)(0.05) 
-0.08*-0.08*-0.08* 

(0.05)(0.05)(0.05) (0.04)(0.04)(0.04) (0.04)(0.04)(0.04) (0.10)(0.10)(0.10) (1.40)(1.40)(1.40) (0.05)(0.05)(0.05) (17.59)(17.59)(17.59) (0.10)(0.10)(0.10) (0.05)(0.05)(0.05) (0.02)(0.02)(0.02) 

ComputerComputerComputer ManufacturersManufacturersManufacturers 

ComputerComputerComputer SpecialtySpecialtySpecialty RetailersRetailersRetailers 

ComputerComputerComputer RetailersRetailersRetailers 

-0.34-0.34-0.34 
(0.20)(0.20)(0.20) 
-5.83*-5.83*-5.83* 
(1.67)(1.67)(1.67) 
-0.39*-0.39*-0.39* 
(0.06)(0.06)(0.06) 

-0.15' 

-0.95*-0.95*-0.95* 
(0.18)(0.18)(0.18) 
-0.44-0.44-0.44 
(0.34)(0.34)(0.34) 

-0.15*-0.15* 
(0.04)(0.04)(0.04) 

-0.95*-0.95*-0.95* 
(0.17)(0.17)(0.17) 
-0.39-0.39-0.39 
(0.80)(0.80)(0.80) 
-0.22*-0.22*-0.22* 
(0.04)(0.04)(0.04) 

-1.61*-1.61-1.61 ** 
(0.32)(0.32)(0.32) 
0.230.230.23 
(1.23)(1.23)(1.23) 
-0.36*-0.36*-0.36* 
(0.10)(0.10)(0.10) 

-8.06*-8.06*-8.06* 
(1.45)(1.45)(1.45) 
0.460.460.46 
(0.35)(0.35)(0.35) 
-1.65-1.65-1.65 
(1.66)(1.66)(1.66) 

-0.57*-0.57*-0.57* 
(0.15)(0.15)(0.15) 
0.62**0.62**0.62** 
(0.28)(0.28)(0.28) 
-0.01-0.01-0.01 
(0.05)(0.05)(0.05) 

(12.21) 

-86.48*-86.48*-86.48* 
(12.21(12.21 )) 
33.68**33.68**33.68** 
(13.08)(13.08)(13.08) 
144.49*144.49*144.49* 
(19.25)(19.25)(19.25) 

-0.19-0.19-0.19 
(0.14)(0.14)(0.14) 
-1.24-1.24-1.24 
(0.74)(0.74)(0.74) 
-0.15-0.15-0.15 
(0.10)(0.10)(0.10) 

0.55*0.55*0.55* 
(0.09)(0.09)(0.09) 
-4.88*-4.88*-4.88* 
(1.34)(1.34)(1.34) 
-0.19*-0.19*-0.19* 
(0.05)(0.05)(0.05) 

-0.01-0.01-0.01 
(0.02)(0.02)(0.02) 

0.32*0.32*0.32* 
(0.00)(0.00)(0.00) 
-0.08*-0.08*-0.08* 
(0.02)(0.02)(0.02) 

DrugManufacturers 

Retailers 

DrugDrug ManufacturerManufacturer ss 

DrugDrugDrug RetaiRetai lerslers 

1.51*1.511.51 ** 
(0.07)(0.07)(0.07) 
0.24*0.24*0.24* 
(0.03)(0.03)(0.03) 

0.58*0.58*0.58* 
(0.04)(0.04)(0.04) 
-0.13*-0.13*-0.13* 
(0.03)(0.03)(0.03) (0.11) 

0.39*0.39*0.39* 
(0.06)(0.06)(0.06) 
-0.59*-0.59*-0.59* 
(0.11(0.11 )) 

0.93*0.93*0.93* 
(0.10)(0.10)(0.10) 
-0.95*-0.95*-0.95* 
(0.18)(0.18)(0.18) 

12.09*12.09*12.09* 
(1.18)(1.18)(1.18) 
-0.10-0.10-0.10 
(0.61)(0.61)(0.61) 

0.82*0.82*0.82* 
(0.07)(0.07)(0.07) 

-0.00-0.00-0.00 
(0.02)(0.02)(0.02) 

359.30*359.30*359.30* 
(48.81)(48.81)(48.81) 
46.75*46.75*46.75* 
(10.04)(10.04)(10.04) 

-0.52*-0.52*-0.52* 
(0.04)(0.04)(0.04) 
0.020.020.02 
(0.03)(0.03)(0.03) 

0.76*0.76*0.76* 
(0.06)(0.06)(0.06) 
0.14*0.14*0.14* 
(0.04)(0.04)(0.04) 

-0.13*-0.13*-0.13* 
(0.04)(0.04)(0.04) 
-0.03*-0.03*-0.03* 
(0.01)(0.01)(0.01) 

FootwearFootwearFootwear ManufacturersManufacturersManufacturers 0.40'0.40*0.40* 0.180.180.18 0.320.320.32 0.360.360.36 1.07*1.07*1.07* 0.30*0.30*0.30* 22.14*22.14*22.14* -0.43*-0.43*-0.43* 0.19**0.19**0.19** 0.15*0.15*0.15* 

FootwearFootwearFootwear SpecialtySpecialtySpecialty RetailersRetailersRetailers 

FootwearFootwearFootwear RetailersRetailersRetailers 

(0.11)(0.11)(0.11) 
0.49*0.49*0.49* 
(0.13)(0.13)(0.13) 
-0.38*-0.38*-0.38* 

(0.14)(0.14)(0.14) 
0.390.390.39 
(0.25)(0.25)(0.25) 
-0.15*-0.15*-0.15* 

'K' 
(0.25)(0.25) 
0.670.67 
(0.48)(0.48)(0.48) 
-0.21*-0.21*-0.21* 

(0.33)(0.33)(0.33) 
1.011.011.01 
(0.69)(0.69)(0.69) 
-0.36*-0.36*-0.36* 

(0.38)(0.38)(0.38) 
0.860.860.86 
(1.18)(1.18)(1.18) 
-1.76-1.76-1.76 

(0.12)(0.12)(0.12) 
0.100.100.10 
(0.23)(0.23)(0.23) 
-0.01-0.01-0.01 143.61* 

(5.16)(5.16)(5.16) 
0.630.630.63 
(4.32)(4.32)(4.32) 

143.61143.61 ** 

(0.10)(0.10)(0.10) 
1.24*1.24*1.24* 
(0.19)(0.19)(0.19) 
-0.14-0.14-0.14 

(0.10)(0.10)(0.10) 
0.25**0.25**0.25** 
(0.14)(0.14)(0.14) 
-0.19*-0.19*-0.19* 

(0.05)(0.05)(0.05) 
-0.01-0.01-0.01 
(0.02)(0.02)(0.02) 
-0.08*-0.08*-0.08* 

(0.06)(0.06)(0.06) (0.04)(0.04)(0.04) (0.05)(0.05)(0.05) (0.10)(0.10)(0.10) (1.64)(1.64)(1.64) (0.05)(0.05)(0.05) (19.23)(19.23)(19.23) (0.10)(0.10)(0.10) (0.06)(0.06)(0.06) (0.02)(0.02)(0.02) 

(continued)(continued)(continued) 



TABLETABLETABLE A-2A-2A-2 

TrendTrendTrend RegressionRegressionRegression CoefficientsCoefficientsCoefficients forforfor allallall IndustriesIndustriesIndustries 

 ._"--------_----_...._-_._._-_-_._._- _._.. _---, _-~_.-

PerformancePerformancePerformance MeasureMeasureMeasure 
...._-~_._--

ChannelChannelChannel MemberMemberMember GM/SCM!SCM!S ROSROSROS ROAROAROA ROJROIROI EVAEVAEVA EVA/SEVA!SEVA!S MVAMVAMVA l/SI!SI!S SC&A/SSC&A!SSC&A!S A&P/SA&P!SA&P!S 
FurnitureFurnitureFurniture ManufacturersManufacturersManufacturers -0.35*-0.35*-0.35* -0.27**-0.27**-0.27** -0.48*-0.48*-0.48* -0.53*-0.53*-0.53* 0.030.030.03 0.110.110.11 12.89*12.89*12.89* -0.73*-0.73*-0.73* -0.23*-0.23*-0.23* 0.04*0.04*0.04* 

(0.14)(0.14)(0.14) (0.14)(0.14)(0.14) (0.17)(0.17)(0.17) (0.22)(0.22)(0.22) (0.45)(0.45)(0.45) (0.14)(0.14)(0.14) (0.01)(0.01)(0.01) (0.11)(0.11(0.11 )) (0.11)(0.11)(0.11) (0.02)(0.02)(0.02) 
FurnitureFurnitureFurniture SpecialtySpecialtySpecialty RetailersRetailersRetailers -0.52*-0.52*-0.52* -0.36-0.36-0.36 -0.50-0.50-0.50 -0.72-0.72-0.72 -0.12-0.12-0.12 0.050.050.05 5.625.625.62 -0.01-0.01-0.01 -0.21-0.21-0.21 -0.10-0.10-0.10 

(0.21)(0.21)(0.21) (0.21)(0.21)(0.21) (0.29)(0.29)(0.29) (0.45)(0.45)(0.45) (0.42)(0.42)(0.42) (0.21)(0.21)(0.21) (3.15)(3.15)(3.15) (0.05)(0.05)(0.05) (0.14)(0.14)(0.14) (0.08)(0.08)(0.08) 
FurnitureFurnitureFurniture RetailersRetailersRetailers -0.38*-0.38*-0.38* -0.16*-0.16*-0.16* -0.22*-0.22*-0.22* -0.37*-0.37*-0.37* -1.45-1.45-1.45 -0.01-0.01-0.01 120.06*120.06*120.06* -0.14-0.14-0.14 -0.18*-0.18*-0.18* -0.07*-0.07*-0.07* 

(0.06)(0.06)(0.06) (0.04)(0.04)(0.04) (0.05)(0.05)(0.05) (0.10)(0.10)(0.10) (1.40)(1.40)(1.40) (0.05)(0.05)(0.05) (16.91)(16.91)(16.91) (0.10)(0.10)(0.10) (0.05)(0.05)(0.05) (0.02)(0.02)(0.02) 

JewelryJewelryJewelry ManufacturersManufacturersManufacturers -0.31*-0.31-0.31 ** -0.14-0.14-0.14 -0.25-0.25-0.25 -0.36-0.36-0.36 -0.20-0.20-0.20 0.040.040.04 7.96*7.96*7.96* 0.260.260.26 -0.33**-0.33**-0.33** 0.020.020.02 
(0.09)(0.09)(0.09) (0.14)(0.14)(0.14) (0.19)(0.19)(0.19) (0.30)(0.30)(0.30) (0.22)(0.22)(0.22) (0.15)(0.15)(0.15) (1.50)(1.50)(1.50) (0.19)(0.19)(0.19) (0.15)(0.15)(0.15) (0.02)(0.02)(0.02) 

JewelryJewelryJewelry SpecialtySpecialtySpecialty RetailersRetailersRetailers -2.01*-2.01-2.01 ** -0.26-0.26-0.26 -0.31-0.31-0.31 -0.88-0.88-0.88 3.753.753.75 0.220.220.22 20.11*20.1120.11 ** 0.81*0.81*0.81* -2.17*-2.17*-2.17* -0.30*-0.30*-0.30* 
(0.45)(0.45)(0.45) (0.39)(0.39)(0.39) (0.41)(0.41)(0.41) (0.85)(0.85)(0.85) (2.27)(2.27)(2.27) (0.40)(0.40)(0.40) (7.43)(7.43)(7.43) (0.27)(0.27)(0.27) (0.37)(0.37)(0.37) (0.09)(0.09)(0.09) 

JewelryJewelryJewelry RetailersRetailersRetailers 4).39*-0.39*-0.39* -0.15*-0.15*-0.15* -0.22*-0.22*-0.22* -0.37*-0.37*-0.37* -1.48-1.48-1.48 -0.00-0.00-0.00 130.52*130.52*130.52* -0.13-0.13-0.13 -0.20*-0.20*-0.20* -0.08’-0.08*-0.08* 
(0.06)(0.06)(0.06) (0.04)(0.04)(0.04) (0.05)(0.05)(0.05) (0.10)(0.10)(0.10) (1.61)(1.61(1.61 )) (0.05)(0.05)(0.05) (17.23)(17.23)(17.23) (0.10)(0.10)(0.10) (0.06)(0.06)(0.06) (0.02)(0.02)(0.02) 

ManufacturersOff.Off.Off. MachMachMach ManufacturerManufacturer ss 0.76*0.76*0.76* -0.05-0.05-0.05 -0.45*-0.45*-0.45* -0.61*-0.61*-0.61* -0.03-0.03-0.03 -0.02-0.02-0.02 18.91*18.9118.91 ** -0.33*-0.33*-0.33* -0.10-0.10-0.10 -0.07*-0.07*-0.07* 
(0.10)(0.10)(0.10) (0.08)(0.08)(0.08) (0.11)(0.11)(0.11) (0.20)(0.20)(0.20) (0.38)(0.38)(0.38) (0.13)(0.13)(0.13) (5.08)(5.08)(5.08) (0.12)(0.12)(0.12) (0.06)(0.06)(0.06) (0.03)(0.03)(0.03) 

Off.Off.Off. MachMachMach RetailersRetailersRetailers -0.38*-0.38*-0.38* -0.15*-0.15*-0.15* -0.22*-0.22*-0.22* +3).37*-0.37*-0.37* -1.93-1.93-1.93 -0.01-0.01-0.01 151.50*151.50*151.50* -0.15-0.15-0.15 -0.19*-0.19*-0.19* -0.08*-0.08*-0.08* 
(0.06)(0.06)(0.06) (0.04)(0.04)(0.04) (0.04)(0.04)(0.04) (0.10)(0.10)(0.10) (1.68)(1.68)(1.68) (0.05)(0.05)(0.05) (19.96)(19.96)(19.96) (0.10)(0.10)(0.10) (0.06)(0.06)(0.06) (0.02)(0.02)(0.02) 

TobaccoTobaccoTobacco ManufacturersManufacturersManufacturers 2.11*2.112.11 ** 0.130.130.13 -0.36**-0.36**-0.36** -0.35-0.35-0.35 34.1 o*34.10*34.10* 0.44*0.44*0.44* 360.50*360.50*360.50* -0.92*-0.92*-0.92* o.vo*0.90*0.90* -0.10*-0.10*-0.10* 
(0.22)(0.22)(0.22) (0.16)(0.16)(0.16) (0.18)(0.18)(0.18) (0.34)(0.34)(0.34) (10.01)(10.01)(10.01) (0.17)(0.17)(0.17) (125.37)(125.37)(125.37) (0.14)(0.14)(0.14) (0.07)(0.07)(0.07) (0.05)(0.05)(0.05) 

TobaccoTobaccoTobacco RetailersRetailersRetailers 0.24*0.24*0.24* -0.13*-0.13*-0.13* -0.59*-0.59*-0.59* -0.95*-0.95*-0.95* -0.10-0.10-0.10 -0.00-0.00-0.00 46.75*46.75*46.75* 0.020.020.02 0.14*0.14*0.14* -0.03*-0.03*-0.03* 
(0.03)(0.03)(0.03) (0.03)(0.03)(0.03) (0.11)(0.11)(0.11) (0.18)(0.18)(0.18) (0.61)(0.61)(0.61) (0.02)(0.02)(0.02) (10.04(10.04(10.04 (0.03)(0.03)(0.03) (0.04)(0.04)(0.04) (0.01)(0.01)(0.01) 

ToiletriesToiletriesToiletries ManufacturersManufacturersManufacturers 0.73*0.73*0.73* 0.020.020.02 -0.12-0.12-0.12 -0.00-0.00-0.00 3.98*3.98*3.98* 0.32*0.32*0.32* 81.10*81.10*81.10* -0.15*-0.15*-0.15* 0.61*0.610.61 ** 0.22*0.22*0.22* 
(0.13)(0.13)(0.13) (0.07)(0.07)(0.07) (0.13)(0.13)(0.13) (0.21)(0.21)(0.21) (0.72)(0.72)(0.72) (0.06)(0.06)(0.06) (9.39)(9.39)(9.39) (0.06)(0.06)(0.06) (0.13)(0.13)(0.13) (0.03)(0.03)(0.03) 

ToiletriesToiletriesToiletries RetailersRetailersRetailers 4).12*-0.12*-0.12* -0.14*-0.14*-0.14* -0.29*-0.29*-0.29* -0.51*-0.51*-0.51* -0.92-0.92-0.92 -0.01-0.01-0.01 99.91*99.91*99.91* -0.05-0.05-0.05 -0.06**-0.06**-0.06** -0.05*-0.05*-0.05* 
(0.04)(0.04)(0.04) (0.03)(0.03)(0.03) (0.05)(0.05)(0.05) (0.09)(0.09)(0.09) (0.98)(0.98)(0.98) (0.03)(0.03)(0.03) (11.00)(11.00)(11.00) (0.06)(0.06)(0.06) (0.04)(0.04)(0.04) (0.01)(0.01)(0.01) 

ToyToyToy ManufacturersManufacturersManufacturers 0.240.240.24 -0.11-0.11-0.11 -0.34-0.34-0.34 -0.63-0.63-0.63 -0.39-0.39-0.39 -0.19-0.19-0.19 26.33*26.33*26.33* -0.40**-0.40**-0.40** 0.40*0.40*0.40* 0.010.010.01 
(0.20)(0.20)(0.20) (0.27)(0.27) (0.37)(0.37)(0.37) (0.56)(0.56) (0.89)(0.89)(0.89) (0.27)(0.27)(0.27) (8.00)(8.00)(8.00) (0.20)(0.20)(0.20) (0.16)(0.16)(0.16) (0.24)(0.24)(0.24) 

ToyToyToy SpecialtySpecialtySpecialty RetailersRetailersRetailers -0.21*-0.21*-0.21* ‘k%Y0.200.20 0.210.210.21 ‘KY0.120.12 2.83*2.83*2.83* 0.25**0.25**0.25** 153.32*153.32*153.32* 0.270.270.27 -0.25*-0.25*-0.25* -0.1 v*-0.19*-0.19* 
(0.05)(0.05)(0.05) (0.12)(0.12)(0.12) (0.19)(0.19)(0.19) (0.33)(0.33)(0.33) (0.70)(0.70)(0.70) (0.12)(0.12)(0.12) (15.68)(15.68)(15.68) (0.19)(0.19)(0.19) (0.04)(0.04)(0.04) (0.03)(0.03)(0.03) 

ToyToyToy RetailersRetailersRetailers -0.37*-0.37*-0.37* -0.14*-0.14*-0.14* -0.20*-0.20*-0.20* -0.34*-0.34*-0.34* -1.67-1.67-1.67 -0.00-0.00-0.00 151.81*151.81*151.81* -0.13-0.13-0.13 -0.18*-0.18*-0.18* -o.ov*-0.09*-0.09* 
(0.06)(0.06)(0.06) (0.04)(0.04)(0.04) (0.05)(0.05)(0.05) (0.10)(0.10)(0.10) (1.61)(1.61(1.61 )) (0.05)(0.05)(0.05) (19.06)(19.06)(19.06) (0.10)(0.10)(0.10) (0.05)(0.05)(0.05) (0.02)(0.02)(0.02) 

WoodWoodWood ManufacturersManufacturersManufacturers 0.56*0.56*0.56* 0.020.020.02 0.000.000.00 0.010.010.01 2.142.142.14 0.360.360.36 16.3516.3516.35 -0.14**-0.14**-0.14** 0.18**0.18**0.18** 0.01*0.01*0.01* 
(0.20)(0.20)(0.20) (0.24)(0.24)(0.24) (0.29)(0.29)(0.29) (0.39)(0.39)(0.39) (2.23)(2.23)(2.23) (0.26)(0.26)(0.26) (9.61)(9.61)(9.61) (0.06)(0.06)(0.06) (0.08)(0.08)(0.08) (0.00)(0.00)(0.00) 

WoodWoodWood RetailersRetailersRetailers -0.11*-0.11-0.11 ** -0.25*-0.25*-0.25* -0.51*-0.51-0.51 ** -0.65*-0.65*-0.65* -0.57**-0.57**-0.57** 0.060.060.06 86.84*86.84*86.84* -0.24*-0.24*-0.24* 0.100.100.10 -0.16*-0.16*-0.16* 
(0.04)(0.04)(0.04) (0.05)(0.05)(0.05) (0.10)(0.10)(0.10) (0.13)(0.13)(0.13) (0.31)(0.31)(0.31) (0.05)(0.05)(0.05) (27.47)(27.47)(27.47) (0.04)(0.04)(0.04) (0.08)(0.08)(0.08) (0.02)(0.02)(0.02) 

Notes:Notes:Notes: StandardStandardStandard ErrorsErrorsErrors areareare ininin parenthesesparenthesesparentheses 
* **•• SignificantSignificantSignificant atatat ppp === 0.05;0.05;0.05; •••• SignificantSignificantSignificant atatat ppp === 0.100.100.10 
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NOTESNOTESNOTES 

1.1.1. TheTheThe CSRCSRCSR simplysimplysimply meansmeansmeans thatthatthat bookbookbook valuevaluevalue atatat thethethe endendend ofofof aaa periodperiodperiod isisis equalequalequal tototo thethethe bookbookbook valuevaluevalue atatat thethethe 
beginningbeginningbeginning ofofof thethethe periodperiodperiod plusplusplus earningsearningsearnings minusminusminus dividends.dividends.dividends. CapitalCapitalCapital additionsadditionsadditions areareare incorporatedincorporatedincorporated asasas neganega
tivetivetive dividendsdividendsdividends (Fairfield(Fairfield(Fairfield 1994).1994).1994). 

nega-

FutureFutureFuture EVAEVAEVA needneedneed onlyonlyonly bebebe summedsummedsummed overoverover aaa finitefinitefinite timetimetime horizon,horizon,horizon, because,because,because, ultimately,ultimately,ultimately, competicompeti
tivetivetive pressurespressurespressures willwillwill bringbringbring thethethe residualresidualresidual earningsearningsearnings ofofof aaa firmfirmfirm downdowndown sososo thatthatthat ititit nonono longerlongerlonger earnsearnsearns moremoremore thanthanthan thethethe 
costcostcost ofofof itsitsits capitalcapitalcapital (Fairfield(Fairfield(Fairfield 1994;1994;1994; StickneyStickneyStickney 1995).1995).1995). 

2.2.2. competi-

OfOfOf course,course,course, manufacturers,manufacturers,manufacturers, ininin tum,tum, maymaymay bebebe ableableable tototo transfertransfertransfer somesomesome ofofof theirtheirtheir inventoryinventoryinventory costscostscosts tototo3.3.3. turn, 
theirtheirtheir ownownown suppliers.suppliers.suppliers. LackLackLack ofofof datadatadata preventedpreventedprevented ususus fromfromfrom separatelyseparatelyseparately analyzinganalyzinganalyzing rawrawraw material,material,material, work-inwork-in
progressprogressprogress andandand finishedfinishedfinished goodsgoodsgoods inventoryinventoryinventory costscostscosts tototo disentangledisentangledisentangle thesethesethese mechanisms.mechanisms.mechanisms. 

work-in

4.4.4. SomeSomeSome currentlycurrentlycurrently usedusedused measuresmeasuresmeasures ofofof EVAEVAEVA onlyonlyonly taketaketake intointointo accountaccountaccount thethethe costcostcost ofofof longlonglong termtermterm debt.debt.debt. WeWeWe 
believebelievebelieve thatthatthat shortshortshort termtermterm debtdebtdebt isisis veryveryvery important,important,important, especiallyespeciallyespecially forforfor retailers,retailers,retailers, andandand itsitsits costcostcost shouldshouldshould alsoalsoalso bebebe 
takentakentaken intointointo consideration.consideration.consideration. 

5.5.5. SeeSeeSee RappaportRappaportRappaport (1986)(1986)(1986) forforfor aaa simplesimplesimple explanationexplanationexplanation ofofof thethethe CapitalCapitalCapital AssetAssetAsset PricingPricingPricing ModelModelModel andandand 
GrabowskiGrabowskiGrabowski andandand VernonVernonVernon (1990)(1990)(1990) forforfor aaa recentrecentrecent illustrationillustrationillustration ofofof thethethe costcostcost ofofof capitalcapitalcapital calculation.calculation.calculation. 

6.6.6. WeWeWe recognizerecognizerecognize thatthatthat allallall manufacturermanufacturermanufacturer firm-retailerfirm-retailerfirm-retailer firmfirmfirm dyadsdyadsdyads withinwithinwithin ananan industryindustryindustry groupgroupgroup maymaymay notnotnot 
havehavehave experiencedexperiencedexperienced thethethe same,same,same, ififif any,any,any, powerpowerpower shiftshiftshift towardstowardstowards thethethe retailer.retailer.retailer. However,However,However, asasas discusseddiscusseddiscussed earlier,earlier,earlier, 
ourourour focusfocusfocus isisis ononon determiningdeterminingdetermining whether,whether,whether, ononon thethethe whole,whole,whole, retailersretailersretailers ininin differentdifferentdifferent industriesindustriesindustries areareare becomingbecomingbecoming 
moremoremore powerfulpowerfulpowerful thanthanthan manufacturers.manufacturers.manufacturers. 

7.7.7. OnOnOn thethethe subjectsubjectsubject ofofof futurefuturefuture research,research,research, ititit maymaymay alsoalsoalso bebebe usefulusefuluseful tototo investigateinvestigateinvestigate thethethe rolerolerole ofofof wholesalerswholesalerswholesalers 
ininin thethethe verticalverticalvertical channelchannelchannel system.system.system. ThereThereThere isisis littlelittlelittle referencereferencereference ininin thethethe businessbusinessbusiness ororor academicacademicacademic presspresspress tototo thethethe 
powerpowerpower ofofof wholesalers,wholesalers,wholesalers, perhapsperhapsperhaps becausebecausebecause theytheythey havehavehave neitherneitherneither thethethe "store"store equity"equity" nornornor thethethe "brand"brand equity"equity" tototo 
differentiatedifferentiatedifferentiate themselves.themselves.themselves. Still,Still,Still, ananan empiricalempiricalempirical analysisanalysisanalysis ofofof theirtheirtheir performanceperformanceperformance visvisvis aaa visvisvis manufacturersmanufacturersmanufacturers andandand 
retailersretailersretailers willwillwill bebebe worthwhile.worthwhile.worthwhile. 

“store equity” “brand equity” 

8.8.8. OurOurOur ownownown preliminarypreliminarypreliminary analysis,analysis,analysis, usingusingusing CensusCensusCensus datadatadata fromfromfrom thethethe U.S.U.S.U.S. DepartmentDepartmentDepartment ofofof CommerceCommerceCommerce 
andandand COMPUSTAT,COMPUSTAT,COMPUSTAT, showsshowsshows thatthatthat overoverover thethethe periodperiodperiod thatthatthat wewewe analyze,analyze,analyze, thethethe percentagepercentagepercentage ofofof totaltotaltotal retailretailretail salessalessales 
accountedaccountedaccounted forforfor bybyby thethethe fivefivefive largestlargestlargest retailersretailersretailers hashashas increasedincreasedincreased slightly,slightly,slightly, fromfromfrom 8.3%8.3%8.3% tototo 10.110.1 %.%.10.1%. 
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