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An Empirical Study of Retail Power and a Power Shift in Distribution:
A Tentative Analysis in the Food Industry

Changju Kim *

Abstract

It has become a cliché that growing retailer power has led to a fundamental change in
the channel relations between manufacturers and retailers. This study attempts to
empirically clarify the recent controversial issue of power shifts from manufactures to
retailers in the food industry in Japan, which is implicitly considered in both academic and
practical field.

To explain changes in the channel relation, an industrial organizational approach is
adopted as a theoretical framework which is based on a causal relationship of power and
profitability. This study suggests a new, feasible index of distribution return on sales
(DROS) to enable quantification of the economic analysis of channels.

For the empirical analysis, two main hypotheses are considered: the first hypothesis is
for power shifts from manufacturers to retailers, and the second hypothesis is for a power
differences between firm sizes in retailing.

On the basis of the empirical findings, the first hypothesis is accepted because the
distribution return on sales (DROS) in retailing is higher than that of the manufacturers
in comparison. As for the second hypothesis, larger retailers have become more powerful
than small size retailers in terms of distribution return on sales (DROS) as an indicator of

channel power.

Keywords
Power Shifts, Retail Power, Distribution Return on Sales (DROS), Industrial Organization
Theory, Food Industry
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