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The Entry of the Firms into Vegetable Growing :
The Relationship between the Non Trading Firm and
the Local Agricultural Production Corporation

by
Akifumi Morio

Summary

1. Issues and Objectives

Recently, many major corporations and their affiliates have begun to advance into
domestic vegetable production. Though they are not directly engaged in agricultural
production or management per se, in many cases they may be significantly involved in
production processes for the promotion of product differentiation. And these companies do
not only include general trading firms with basic know-how on the handling of large
amounts of fruits and vegetables, accumulated through experience importing such prod-
ucts.

Even those without such trading know-how are now expected to provide efficient large
-scale management of agricuitural production through the use of their own unique technol-
ogies and accumulated know-how. However, some are of the opinion that these corporate
advancements may contribute to the death of traditional agricultural practices and
increase the economic burden on farmers. Against such a backdrop, this study attempts to
clarify the relationship between non-general trading firms advancing into this field, and

local agricultural production corporations.

2. Domestic Corporate Vegetable Production and Product Differentiation

This study classifies corporations involved in the production and distribution of
domestic vegetahles into trading and non-trading firms. It should be noted, however, that
this classification method does not separate general trading firms from other types, but is
based on whether firms have adopted mass-marketing strategies.

Mass marketing is used here for classification purposes, as it can affect the extent of
a firm's involvement in agricultural production. For example, a subsidiary of fertilizer
division of a general trading firm can benefit from cost reductions resulting from the
simplified standards for this type of advancement into agricultural production. In sales of
products to food-service or processing industries, such a firm can disregard product shapes
and simplify the classification of size, as products are supplied for specific purposes. In
addition, since packaging is only required for transportation, packaging costs can be
reduced by, for example, recycling cardboard boxes used for other vegetables.

This strategy is based on the handling of large amounts of vegetables. It may require
contract-based production to enable adjustment of planting and shipping, but does not

necessitate that the company manages on-site operations or growing processes,
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However, in a case in which another company supplies vegetables produced by the
organic growing method, cultivation must be managed exactly as instructed by the com-
pany, even when a contract production process is used. Compost production, the growing
methods, and scheduling must be in accordance with the company’s instructions. As can
be seen in this case, the greater the extent of product differentiation, the more precisely
instructions from the company must be followed in production.

Non-general trading firms unable o adopt a mass-marketing strategy must concen-
trate their efforts on unique products targeted at selected market segments, By focusing
on non-generzl trading firms, therefore,it will be possible to clarify the relationship
between companies deeply involved in production processes and the production processes
themselves, as the influence of mass marketing can he disregarded. This is the goal of this
study.

3. Integrated Agricultural Production System and Loecal Responses -Development of
Company M in Chitose City-

Company M was jointly established in late 1997 by Company H, an affiliate of an
electronics manufacturer, and Company N, a company dealing in agricultural products
produced using a unigue method. Company M was estabtished for the application of a large
-scale production system to those products, which are normally produced on a small scale,
to enable their year-round stable supply. In addition, costs are to be reduced through the
application of the factory automation system, a specialty of the parent electronics
manufacturer, to large glass houses developed in the Netherlands.

As for local farming, Company O, an agricultural production corperation in the city of
Chitose, began operations in early 1999, at a seven-hectare glass house, with a sales target
of 700 million yen. Company M has a target of achieving annual sales of 10 billion yen
through the construction of ten farms similar to that of Company Q.

Company M plans to sell high-priced tomatoes differentiated in terms of taste and
nutrition, using the production method of Company N. Its hasic strategy is to provide high
-priced products through the use of product differentiation, while reducing costs and
maintaining a supply system similar to that used for industrial products through the use of
automation in large glass houses,

The agricultural production corporation, Company O, was established only after
Company M had first secured the necessary farmland, actually begun work at production
sites suitable in terms of weather and other conditions, provided the necessary funds,
acquired local support from the agricultural cooperative and the like, and secured the
necessary manpower. As itis a farm designed for production in accordance with Company
M’s specific instructions, Company O can be regarded as an agricultural production
corporation solely for the supply of products to Company M.

It was financial assistance from Company M that enabled the local production corpora-
tion to build a seven-hectare high-~tech glasshouse. An official of an affiliated firm of
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Company N that provides capital to Company M, also serves as a director of the agricul-
tural production corporation and is involved in the management. Although they are
separate corporations without any financial relationship, Company M and Company O
(agricultural production corporation} are run as if they were a single entity.

The representative director of Company O is a former councilor of an agricultural
coaperative. This fact indicates that the agricultural cooperative played an important role
in the establishment of the corporation. The system is not limited to a simple contracted
agricultural production, but is applied to heavily invested farmland and aimed at sales to
a specific company. The joint venture (the advancing company) is therefore involved in
production. The agricultural cooperative is therefore ready to respond to such a project.

As for local reaction to this type of corporate advancement, some negative opinions
have been expressed, but most have accepted it, as they are aware of the limitations
inherent to traditional modes of agricultural production. Nonetheless, as it is difficult to
secure a general consensus, the agricultural cooperative limits its role to enabling contacts
with government offices, and does not provide any financial assistance. Considering the
future prospects of the agricultural industry, those at the production site have considered
it necessary to cooperate with business firms utilizing their financial and organizational

power.

4. Relationship between the Joint Venture (Advancing Company) and Agricultural
Production

It seems that Company M is, in effect, controlling Company O (the agricultural
production corporation), but this is due to the current stage of production, in which the
latter must absorh production know-how at the sutset of the project. To enable it to apply
power in the form of marketing-channel theories, Company M is now in the position of
controlling the agricultural production corporation, using its expertise as the power.
However, this effect of power based on expertise will disappear once the know-how and
the technologies have been completely transferred. Continuous control of an agricultural
production corporation through the use of know-how and technologies is not possible
without continuous technical transfer. A company that has entered into this type of
production project will not benefit from product differentiation, rationalization, or automa-
tion, thus such a company has no incentive to make investments in this area unless its know
-how is continuously utilized by the agricultural production corporation.

However, the construction expenses for the large glass house, totaling 2.3 billion ven,
were able to be raised due to Company M’s reputation, this facility was built under the
condition that it would be used for trading with Company M. In this sense, it represents
a trade-specific investment for the agricultural production corporation. The situation may
be different if consumers were capable of recognizing the product differentiation even if
the agricultural production corporation were not connected to the marketing channel of
Company M. However, the former cannot operate independently in terms of sales.
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This is certainly a disadvantage for the agricultural production corperation, in thas it
has no other trading partoer, which must be considered before switching costs are discus-
sed. However, since the investinent was possible only due to Company M's reputation. the
agricuttural production corporation cannet afford to take an adversarial position prior to
recovery of the investment.

From the perspective of a strategic alliance. the current situation, in which Company
M provides the know-how, technologies. and reputation, is one in which Company M is
almost being held hostage by Company O. On the other hand, even il Company O attempts
to develop new sales channels, the production process has been patented by Company N,

Both Company G and Company M, therefore, must continue trading with cach other.

5. Conclusion

Under the circumstances, non trading firms are inevitably engaged in product develop
ment for unique value added vegetables, through product differentiation,  To this end,
Company M has arranged for the establishment of an agricultural production corporation
with which it has no capital relationship, at a procduction site for trading with Company M.
However, it is necessary for the agricuttural production corporation without any capital
invelvement to conduct production in accordance with Company M's business strategy,

A company that has advanced into this tvpe of agribusiness may he able to sccure the
cooperation of an agricultural production corporation by taking advantage of its know
~how and technical and financial prowess. However, due to the factors summarized below,
the former is most likely not to control the agricultural production corporatior, but to
maintain a collaborative relationship with it.

If we observe the relationship between Company M and Company O from the perspec-
tive of power as discussed in connection with marketing channels, the former, as the
exclusive buyver of the latter, may be able to use coercion as a power base against the latter,
However, both sides are restricted by trade-specific investments, and therefore cannot
cause conflicts in their mutual relationship. Under the current situation, in which expertise
has been made the power base, the controiling pewer of the advancing company aver the
agriculiural production corporation seems to weaken as technological transfers progress,

On the other hand, from the standpoint of a strategic alliance, Cenmmpany M has
provided technical transfer and reputation, by which Company M is effectively being held
hostage the agricultural production corporation. In this situation, the production carpora-
tion may be able to attain independence if it improves its skills and financial viability,
However, Company () has ne other choice but to maintain its collaborative refationship
with Company M, due to the problem of the sales channel.

As a result, acceptance of corporate advancements will provide producers with
opportunities to acquire various business resources. In the current situation, with restric-
tions on the entry of corporations into this area of business, a strategic alliance hetween

a business firmn and a local agricultural corporation is a viable optiozn. Undler these
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circumstances, there is a great possibility that a local production site can maintain hoth its

independence and its cooperative relationships with business firms.





