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1 Introduction

In the course of the rapid industrialization and urbanization in Japan since the
late 1950’s, the food supply chain has undergone drastic changes involving the
many actors between producers and consumers. These are collectors, processors,
wholesalers, retailers and food businesses, which have all contributed to the
provision of value-added food products that offer both variety and convenience,
thus bringing higher consumer satisfaction. At the same time, the extended supply
chain has increased the distance from farm to table, causing a number of problems
associated with the asymmetric information between producers and consumers.
Historically, consumers have shown discontent with hazardous food additives,
chemical residues, inadequate labeling and the high price of products, while
producers have often suffered from low, volatile prices, the dumping of surplus
products, and a lack of knowledge about consumer preferences.

To solve such problems, historically, some initiatives emerged among consumers
and producers. Consumer groups started collective buying of raw milk directly from
dairy farmers and some of these groups evolved into consumer co-ops during the
‘60s and ‘70s. Many of these then expanded this form of direct transaction with
farmers (Sanchoku) to ensure safety and reliability based on contracts which
precisely defined the cultivating/feeding methods, the use of chemicals/drugs, and
made record keeping obligatory. Sanchoku had a motto ‘produce with the
producer’s face on it,” and the product range expanded to include vegetables, fruits,
rice, meat and seafood. Consumers often visited farms to see firsthand the
production sites and gain knowledge, while producers joined in Sanchoku Partner’s
Councils to promote mutual learning and communication with consumers. Some
co-ops started a ‘box system’ to deliver a case of the harvest or catch at a fixed price.
Amongst these practices, three principles of Sanchoku were formulated as the basic
rationale: (1) identification of producers, (2) identification of production methods,
and (3) consumer-producer communication. Thus, Sanchoku was established as a

model of consumer-farmer partnership to reinstate trust and mutual



understanding between them by bypassing conventional wholesale markets.

Sanchoku, however, further evolved during the 90s and to-date, partly in
response to the ever-increasing competition and the growing size of consumer co-
ops. Its rationale and methods further diversified; approaching a quasi-market
system, institutionalized partnering with agricultural co-ops, networking with
multiple production sites for procurement and securing of large volumes, emphasis
on food safety and quality assurance, and concerns for the community @.e. consume
locally grown produce). Now Sanchoku faces the challenge of large-scale food
processors, food businesses and retailers that are making direct investment into
farming and besieging viable farmers.

In this paper I will outline the Japanese food system as the background to the
consumer-producer alliance in the food supply chain. I will then present the
typology of the consumer-producer alliance including Sanchoku and Community
Supported Agriculture. I will focus on Sanchoku, describe its origins and evolution
and analyze the changing rationales. The significance of Sanchoku is presented
through a discussion of the findings of the national surveys. Finally, I will discuss
the challenge of how to apply economic analysis to the Sanchoku system and how

to measure its socio-economic performance.

2 Background of the Consumer-Producer Alliance

Industrialization and urbanization separated the production and the consumption
of food that had been naturally connected in traditional societies. The
technological innovation in production, processing and distribution of food
(pesticides, GMOs, food additives, freeze-dry etc.) and the organizational
innovation (forward and backward integration, cold chain, retail and fast food
chains etc.) spurred this trend. As a result, the food supply chain has been
prolonged involving echelons of intermediaries such as collectors, processors,
wholesalers, retailers and restaurants that now exist between producers and
consumers. These developments have contributed to higher productivity and
income among food producers and processors, while they have also brought a wider
assortment of products, and convenience to consumers. These added values are
shared among those who are involved in food industries in Japan, of which
agriculture and fisheries accounts for 19% of the total consumers’ expenditure on
food and drink.



Table 1 Imputation ratio of consumers’ expenditure on food and drink by industry

1970 1980 1990 2000
Total 100.0 100.0 100.0 100.0
Agri. & fisheries 35.0 294 247 19.1
Food processor 30.6 28.5 29.3 324
Food distributor 25.2 25.7 275 29.6
Restaurant 9.3 16.4 18.5 18.9

Source: MAFF (1998), Statistic Data Book on White Paper on Agriculture.
Tokoyama, H. and Egaitsu, F., (2005)

One aspect of the development of the food system in Japan is sometimes expressed
as the expanding distance between farming and eating, i.e. an expanding distance
between foodstuff industries upstream, and consumers at the end of the system
downstream.! Indeed, the distance to transport food in Japan is much longer than
that of other countries because of the huge quantity of imported food and foodstuffs.
At present, Japan is the largest net food importer in the world. It is estimated that
the per capita food mileage of Japan is 6.7 times and 2.2 times longer than that of
the US and the UK.2

At the same time, the expanded distance from farm to table has caused a
number of problems associated with asymmetric information. Producers normally
decide on varieties and quantities of produce to be shipped to the wholesale
markets mainly depending upon the information provided by the latter. They
conventionally use chemicals such as compound fertilizers and fodders, pesticides,
antibiotics etc. to enhance yields and reduce labor, often without knowing these
chemicals may harm their own health, as well as consumers’ health. On the other
hand, most consumers have very little knowledge about food production and often
are confused when the media reports on the outbreak of a food scare or the
discovery of ‘panacea food’. They are keen to know about food safety and
ingredients, but often prefer convenient food such as processed food, delicatessen
and fast food without knowing the contents. Consumers’ trust in producers has
been further eroded after many incidents that reveled that a number of producers
have marketed their products under falsified labels.

This prolonged food chain has contributed to the growth of food-related
businesses and the enriched dietary life of consumers. However it has also
contributed to increased transaction costs. The complicated distribution channels
associated with the excessive number of wholesalers and retailers has been

criticized as a major factor contributing to the high price of food in Japan.



Retailers have to pay monitoring costs to ensure producers, and processors provide
store brand products in accordance with their specifications, while consumers have
to pay search and information costs to find reliable producers.

The consumer-producer alliance emerged against such background. It aims to
reduce uncertainty and transaction costs by bringing consumers and producers
closer. It is implemented through the direct transaction between them, but involves
activities such as consumer education/learning to obtain knowledge on food and
agriculture, first-hand farm experience for consumers, studying organic farming
methods, and so on. These activities, however, do not necessarily place first

priority on economic efficiency.

3 Typology of Consumer-Producer Alliance

The consumer-producer alliance is found in a variety of forms and places. In the
world there still exist rural areas where people live on subsistence farming and
communal societies where consumer’s and producer’s functions are indivisible.
Here, however, I will confine the types of alliance to industrially advanced societies
where industrialization squeezed agriculture into marginal areas, thus making the
relationship between consumers and producers invisible. The types of alliance can
be classified by the actors who take initiatives to bring about collaboration,
although these types are not mutually exclusive.

The first category is the consumer-led alliance. Numerous buying clubs of
produce are constantly created and dissolved by consumer groups, which makes it
almost impossible to get a firm grasp on the numbers. But amongst these many
organizations, some have grown to become consumer co-ops. Their system of direct
transactions, known as Sanchoku, in Japan, has evolved into a systematic business
model and has became synonymous with Sanchoku, although most private sector
supermarkets also claim that they are conducting Sanchoku. A detailed description
of Sanchoku follows in the next section.

The second category is the producer-led alliance. Farmers’ markets (Chokubaijo)
that sell produce brought in by adjacent farmers, fall in this type. These intend to
eliminate middlemen, to raise farmer’s earnings, and offer outlets for aged farmers
or newcomers who grow produce in small quantities. Agricultural co-ops or local
governments often organize them along roadsides, which allow easy access for local
residents and tourists. Farmers are responsible for bringing and pricing produce

harvested in the morning, while organizers do the operation of selling space and



the settlement of accounts. The ‘shoppe in shop’ is a variation of the farmers
market in which farmer’s groups deliver produce to be sold in the stalls assigned to
them in contracted supermarkets. Farmers are responsible for pricing and pay a
commission to the supermarket. The other method is the direct marketing through
home delivery by which individual farmers receive orders by post, telephone/fax or
the Internet and deliver orders by courier services. The entrepreneurial farmers
have conducted such a business.

The third category is the community-led alliance. Community Supported
Agriculture (CSA) is the typical model consisting of a group of individuals who
pledge support to a farm operation so that the farmland becomes the community’s
farm, with growers and consumers providing mutual support and sharing the risks
and benefits of food production. It is usually undertaken on a system of weekly
delivery or pick-up of vegetables and fruits, dairy products and meat. This idea has
taken took root in the United States since the 1980’s although its founders trace its
roots to Europe’s community agriculture and the Japanese teiker (alliance) in the
1960’s.

4 Origins of Sanchoku

There is a continuing discussion about the origins of Sanchoku as a consumer-led
alliance, but no doubt housewives’ buying club for pure milk is one of the
prototypes of Sanchoku. Consumers were concerned about food additives and
chemical residues in food in the 1960s when the rapid economic expansion brought
about the industrialization of food production and processing. Being discontent
with gimmick milk products with artificial flavor and colors, largely marketed by
major dairy companies, consumers looked for reliable producers who could provide
pure milk. This led to a collective buying campaign for 10 Yen milk started by
active housewives who wanted to make sure their children drank unadulterated
whole milk.

Many of these consumer groups have evolved to consumer co-ops, which then
expanded such direct transaction to vegetables and fruits, rice, meat, eggs and
seafood. This form of transaction was called Sanchoku, which literally means
direct transaction with farms.

Although a wide range of practices rapidly proliferated throughout the country,
common features were crystallized around three principles of Sanchoku that are

composed of the following basic rationales.



a) Producers must be identified.
b) The production methods must be identified.

¢) Consumer-producer communication is required.

Thus, Sanchoku was initiated as the consumer-producer alliance to realize
consumers’ demands for safe and fresher products. For consumers, securing quality
and/or saving costs by eliminating middlemen were considered the merits of
Sanchoku, although they accepted higher prices as a premium for safe products.
On the other hand, producers also had an incentive including securing markets,
increasing their income, and direct contact with consumers. For both consumers
and producers, Sanchoku meant a business model aimed at shortening the distance
from farm to table under the motto “produce with the producer’s face on it”

Sanchoku was conceived as an out-of-market distribution channel bypassing
wholesale markets or middlemen. This meant it was an alternative to the
conventional large-scale distribution through wholesale markets and had to solve
problems associated with fundamental functions of markets, i.e. price formation
and supply-demand coordination. As to price formation, Sanchoku participants
had to negotiate prices between buyers and sellers, often using the constantly
fluctuating market price as a point of reference. Many co-ops agreed to pay
premiums to compensate for lower yields due to the reduced use of chemicals
(pesticides, herbicides and drugs), while other co-ops paid prices that reflected
compensating production costs. In any case, the timing of decision-making on
pricing involved another problem. In particular, the home delivery business
required a longer lead time of several months for editing/printing catalogs and
receiving orders, but price fluctuations in the market are inevitable for fresh foods
and co-ops sometimes had to swallow the costs incurred by lower market prices.

The supply-demand coordination in Sanchoku system has been even more
problematic. How to decide beforehand on how much produce is to be harvested
and sold is extremely challenging. Sanchoku products are grown according to co-
op’s specification and cannot be sold elsewhere even when the yields largely
surpass the demand. In case of stores, it is easier to sell surplus produce or
announce when produce is out of stock due to underproduction, and thus offer
substitute produce. But in the case of the pre-order home delivery system, it is
more difficult to adjust for either over or underproduction to meet demands. In the

case of overproduction, the demand side is often adjusted by accepting all crops and



sharing them among members. The coordination is more difficult when consumer’s
orders largely surpass the forecast amounts that are equivalent to the volume
contracted with producers. Such a situation has often happened and has been the
major reason why producers disguised labeling to make ends meet by supplying
products procured elsewhere. But this kind of false labeling happened due to the
ambiguous terms of contracts in which buyers shifted inevitable risks to the
producer’s shoulders. This has been a problem haunting Sanchoku participants
who have explored ways to solve this. When Internet ordering was introduced, the
supply of products could be secured. However, the use of the Internet has meant
that while early orders are likely always filled, there may not be sufficient
quantities for later orders, and thus some members may lose the opportunity to

receive Sanchoku produce.

5 Evolution of Sanchoku

Sanchoku had been initiated by consumer co-ops as a distinct business model,
while it is also a common term that simply means direct transaction. Today even
private supermarkets claim that they are selling Sanchoku produce grown by
Sanchoku producers, while for-profit/non-profit organic food specialist companies
are growing even faster than consumer co-ops. In this sense, co-op no longer has a
monopoly on the concept of Sanchoku. It has in fact become so popularized and
therefore somewhat diluted.

At the same time, Sanchoku has evolved to have more diversified rationales since
the 1990s. First of all, Sanchoku needed to scale up in tandem with the fast
growth of consumer co-ops, which rapidly expanded both membership and turnover
during the 70s and 80s. Major co-ops were created through merging smaller
societies in each prefecture, while they set up regional federations (Consortiums) to
strengthen their competitive edge since 1990. It was indispensable for large-scale
consumer co-ops to diversify sources of supply for Sanchoku products, to facilitate
large-scale procurement and supply/demand coordination. To this end, they made
efforts to develop networks with multiple production sites for procurement and
coordination. At the same time, Sanchoku producers also formed networks to
strengthen supply side capacity and disperse risk while diversifying sales outlets
and selling surplus products to wholesale markets. Sanchoku prices have
increasingly been linked to market prices. In this regard, Sanchoku has

approached a quasi-market system, both in terms of the supply-demand



coordination and price formation mechanism.3

Secondly, Sanchoku has become more institutionalized from ad-hoc transacting
with small producer groups, to full-fledged partnering with agricultural co-ops.
Originally producer groups tied to consumer groups, were often criticized by
agricultural co-ops in that they tended to disturb the latter’s policy of channeling
mass production to the wholesale markets. However agricultural co-ops came to
recognize Sanchoku as an alternative distribution channel that could supplement
the mainstream wholesale markets. Some authors describe this dual channel
policy as ‘two systems in one country’ modeling Hong Kong’s status in Chine. In
particular, Zen-noh* tied up with major consumer co-op federations and assigned a
number of distribution centers for Sanchoku products where produce was collected
from a wide range of producers, including local farmers, and sorted to be delivered
to co-op stores or home delivery depots.

Thirdly, the issue of community development has attracted growing concern with
shrinking agriculture and depopulation of villages, which has resulted in
impoverished rural areas and weakening community ties. dJapan’s food self-
sufficiency ratio has been reduced to 40% in the last half a century. Sanchoku
participants have promoted a campaign called ‘Chisan, Chisho’ (consume locally
grown produce) as a way to address this situation. It is organized around a similar
idea to Community Supported Agriculture (CSAs) in that consumers join to support
producers in adjacent communities. It is especially popular in consumer co-ops
located in the rural areas, but even co-ops located in mega cities have developed
partnerships with particular farm areas as their Sanchoku counterparts. As a part
of such efforts, many co-ops have introduced a box system to deliver ‘today’s
harvest or catch’ under the names of Green Box, Seagull Box etc., in which
different producers contribute several kinds of produce or fish for a fixed price. This
kind of transaction, however, can be never feasible without mutual trust and
shared value for building sustainable communities.

Fourthly, consumer co-ops are also now facing the dilemma of agricultural issues
with regard to Sanchoku. They have identified two options; either a comprehensive
area-based Sanchoku policy or a product-based policy. Concentrating on developing
an area-based Sanchoku policy has the advantage of ensuring continuity with
producers in each area and reducing overall costs. The area-based policy also
promotes mutual benefits for agriculture and fishery co-ops as well as other
businesses in the area. The weakness with this system is that it lacks co-op’s

internal momentum from the quality control point of view for each item. On the



other hand, the product-based Sanchoku policy puts the focus on agricultural
commodities, establishing standards for each item that is individually contracted.
This system has the advantage of improving the quality of each specific product.
It does not, however, take the position of becoming involved in local agricultural
development, which is mutually beneficial to an area. It should be noted that
product-by-product contracts presuppose that co-ops have the ability to manage an
assortment of products and coordinate picking-up and delivering all the products.
Thus, co-ops are faced with deciding whether they are going to focus on dealing
with areas or individual producers or a combination of both.5 Ohki admits that
while the area-based policy has thus far failed in securing product quality, it has
contributed to reviving the spirit of rural regeneration while the product-based
policy concentrating on quality assurance of products, has blurred the social
meaning associated with Sanchoku. He further points out that Sanchoku’s driving
force has been declining.6

Last, the largest change in Sanchoku’s rationale has been the greater emphasis
on food safety and quality assurance after a series of scandals involving BSE, 0157,
bird flu and so on which triggered an unprecedented food scare among consumers.
These incidents especially lead to consumers feeling deceived. They lost confidence
in Sanchoku when it was revealed that produce was falsely labeled and marketed
under a disguise, or falsified label. Consumer co-ops were unfortunately involved in
some of these incidents of supplier’s misconduct In 2001 it was revealed that Zen-
noh’s subsidiary chicken processing company in Kagoshima Prefecture sold
disguised products to Co-op Net Consumer Co-op Federation; the former contracted
to supply local chicken fed without drugs, but instead supplied Chinese chicken fed
with drugs. Co-op Net had to recall these products and reimburse consumers. In
2002, Tamagawa Agricultural Co-op in Ibaraki Prefecture was found to have
supplied falsely labeled pork to Toto Consumer Co-op in Tokyo. They had a
longstanding trading relationship and had a contract for locally raised pork of a
specific variety for Sanchoku, but in a five-year period, 52% of the pork supplied
was found to have come from producer’s outside of the contracted area, including
imported pork. This was apparent fraud involving a breach of contract and
unlawful earnings. Some producers also breached the regulations and contracts by
using unauthorized pesticides that largely damaged consumers’ confidence with
regard to Sanchoku products.

These events, however, were just the beginning in a series of scandals;

disguised products were revealed one after another including renowned shops of



long standing and caused widespread consumer’s distrust in both manufacturers
and distributors. These events affected Sanchoku negatively prompting co-ops to
examine their merchandising policy. Many co-ops redefined the standards for
Sanchoku products to be more rigorous and many products that were previously
classified as Sanchoku were no longer eligible under the new stricter standards. As
a result, Sanchoku sales took a clear downturn; 11% of fresh food was supplied
through Sanchoku in 2002 showing a significant reduction from 20% in 1998. All
categories of fresh foods supplied through Sanchoku notably decreased since 1998.
While vegetables and fruits decreased from 39% to 28%, meat slipped from 37% to
28%.

Consumer co-ops recognized the urgent necessity to reinstate food safety and
quality assurance systems for Sanchoku. The JCCU developed a quality assurance
system for the production, distribution and retail handling of produce in 2006 and
called on affiliated co-ops to follow it. This system of production can be seen as the
co-operative version of the GAP (Good Agricultural Practice) system enlisting a
wide range of tasks to be undertaken by producers. It was developed in
collaboration with producers groups and was implemented by involving a large
number of contracted farmers. At the same time consumers also started taking
part in the process of quality assurance in various forms such as open monitoring
and auditing, and mutual certification in which they visited farms to ascertain
producer’s compliance with contracts and gain knowledge on food and agriculture.
It is expected such exchanges may increase mutual trust and understanding, which

1s conducive in enhancing level of quality assurance.

Table 2 Consumer co-op’s overall food sales and Sanchoku sales

National survey 1st 2nd 3rd 4th 5th 6th Tth

Year 1982 1986 1990 1994 1998 2002 2006
Food sales* 612 1,094 1,558 1,892 1,960 1,996 2,007
Sanchoku sales* 138 180 222 384 394 219 242
Store* NA NA NA 111 128 72 76
Non-store* NA NA NA 266 255 146 162
Vegetables & fruits* 9 36 57 86 100 70 85
Livestock* 35 40 68 89 90 49 66

*Sales in JPY billion

Source: Ohki, S. ‘Sanchoku to Sanchoku ron no rebyu’ (Review on Sanchoku and its
discourse), Seikatsu Kyodokumiai Kenkyu, Vol. 400, 2009
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6 What Sanchoku Surveys Revealed

Since 1982, the JCCU has conducted national surveys of Sanchoku. The 7th
Survey on Sanchoku was conducted by the JCCU in July 2007 and the results were
published in 20087, First, the surveys have clearly indicated that the percentage of
perishable food supplied to Co-ops through the Sanchoku system increased from
2003-2006 after a significant downturn in the previous four years. While overall
food sales of co-ops were stagnant, the sales through Sanchoku increased by JPY
22 billion. In particular, sales of vegetables and fruits, seafood and meat through
Sanchoku increased by 23%. It can be said that Sanchoku has been recovering
slowly under the rigorous application of the requirements. Vegetables and fruits,
meat and rice are the major categories, which accounts for 35%, 28% and 14% of

the total Sanchoku sales, respectively.

Table 3 Citizen co-op’s Sanchoku sales in 2006 by product categories

Food Sanchoku 2002 2006 + Compo-
Sales* (A) | Sales*(B) B/A B/A sition
Vegetables &.Fruits 234 85 29.3% 33.6% +4.3% 35.3%
Seafood 232 12 4.8% 5.3 +0.5% 5.1%
Meat 208 66 25.1% 32 +6.8% 27.5%
Eggs 44 17 53.8% 38.9 -14.9% 7.0%
Milk 50 23 46.3% 45.4 -0.9% 9.5%
Rice 82 33 51.3% 40.4 -10.8% 13.7%
Others 919 5 0 0.5% +0.5% 2.0%
Total 1,788 242 12.7% 13.5% +0.9% 100.0%
*Sales in JPY billion

Source: 7th JCCU national survey on Sanchoku, 2008

Second, many co-ops redefined their Sanchoku policy. In fact, 94% of respondents
answered that they had implemented Sanchoku standards and a wide consensus
was observed on the three principles, while 71% had revised their policies. These
changes put emphasis on collaboration with producer groups, the supply of fresher
produce, and securing a stable supply based on a plan. This seems to demonstrate
co-op’s intention to build a stable Sanchoku business in collaboration with
producers, while it reflects the need to pursue collaboration in view of securing a
stable supply of the large volume required by large-scale consumer co-op

consortiums.
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Figure 1 Emphasis in Sanchoku policies

Sources: JCCU, 6t and 7 national survey on Sanchoku

Third, measures to secure food safety have been widely undertaken. These include
the examination of specification sheets, inspection of all production sites and a
clear definition of labeling criteria. In particular, in view of the revised Pesticide
Control Act in 20068, many co-ops requested producers to clarify policies on usage
of pesticides, improve management of pesticides and keep records of their
cultivation process while they organized study groups about pesticides among their
own board members and employees. As an important step in securing food safety,
most respondents indicated a positive attitude to the quality assurance system of
produce proposed by the JCCU in 2006. Also, in 2006, organically grown produce
accounted for 1.13% of total sales of the category for co-op stores and 1.94% for
home delivery, which was much larger than the national average (0.18% for
vegetables and 0.06% for fruits).

Fourth, the exchanges between consumers and producers had been expanded.
More than 58,000 consumer members took part in exchanges with farmers in 2006.
However, it is estimated that a much large number of consumers have taken part
in these activities every year. The exchanges include direct farm visits,
participation in farm festivals, consumer’s opinions transmitted to farmers,
consumer learning about food and agriculture etc. Nearly 70% of respondents

indicated that their employees took part in farming experiences and assistance.
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7. Need to establish approaches analyzing and measuring Sanchoku

Sanchoku has evolved as a distinctive distribution system built on consumer-
producer alliances. It is attracting wider attention in tandem with the growing
concerns for food safety and community development, but there had been scant
theoretical analysis of Sanchoku. There is a recognized need to establish
approaches to analyze Sanchoku and measure its performance.

First of all, with regard to analysis, the food system approach refers to the
supply chain from upstream to downstream and the relationship between the
actors. The food system today consists of agriculture and fishery as upstream
industries, food processors and wholesalers as midstream industries, and food
retailers and restaurants as downstream industries. From this approach, the
Sanchoku system is characterized as a reduction of intermediaries such as
wholesalers or marketplaces and thus of accompanying transactions in the food
supply chain. Shogenji recognizes Sanchoku as one of the innovative features of
the consumer co-op’s food system.? He points to three basic principles of Sanchoku
and admits the requirements of the origin of the product and the method of
production can be met for the most part by other commercial types of direct
transaction. But he appreciates the requirement for face-to-face interchange
between producers and consumers as a unique feature of consumer co-op’s
Sanchoku model, which cannot be easily followed by other commercial direct
transaction businesses.

Secondly, the resource dependence perspective deals with the inter-
organizational relationship among actors. From this perspective, the Sanchoku
system can be seen as an alliance of consumers and producers. It is neither a
hierarchy where one side can dictate to the other, nor a market where transactions
are made on the spot without any fixed relations, but it is located somewhere in-
between these two patterns. The most important element in this alliance has been
the mutual trust among participants, but this can only be secured through binding
contracts. In principle, Sanchoku partners conclude long-term contracts backed by
shared values such as food safety, care for the environment, and community
development. In such contracts, the greater the dependence of sellers or buyers on
each other is, the more difficulty it has in coordinating supply and demand. This
was the case, in the example discussed above, of fraud involving the long-standing

partnership that was once applauded as a model of inter-co-operative collaboration.
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To reduce buyer’s dependency on suppliers, the former must try to diversify sources
of supply and set some limits on the transaction with each supplier. The latter
must also try to reduce dependency on powerful buyers by diversifying sales outlets.
Thirdly, the transaction cost perspective refers to the cost incurred in making
an economic exchange. If it is applied to Sanchoku, some kinds of transaction costs
are of great relevance. For example, search and information costs are important for
buyers and sellers to make a decision on contracting. Bargaining costs are required
to come to an acceptable agreement on price and coordination methods. Costs for
installing and maintaining traceability are to be born by one of the Sanchoku
partners or shared among them. Monitoring costs are required to ensure the other
party sticks to the terms of contract. Finally, long-term contracts may cause vendor
lock-in and increase switching costs, which may lead to a lack of compliance with
the terms of a contract. This perspective allows actors to calculate the costs, which
should be taken into consideration when evaluating the performance of the alliance.
Another research question to be addressed is how to measure the performance of
Sanchoku. The evaluation must be made from both the insider and outsider points
of view. Its performance for consumers is often measured by questioning customers’
satisfaction with price & quality, what they have learned about agriculture, and
the amount of communication they have had with farmers. Performance for
producers, on the other hand, needs to be gauged by questioning their satisfaction
with increased earnings or stable transactions, and their access and knowledge
about consumer demand.
From an outsider’s point of view, Sanchoku’s socio-economic impact must be
measured. For example, we need to measure how much Sanchoku has contributed
to enhancing product safety, improving the environment or rebuilding communities,

although it is rather difficult to quantify these effects on the external economy.

8 Conclusion

The direct transaction system called Sanchoku was initiated by consumer co-ops
directly connecting with producers or their organizations allowing consumer
members to bypass wholesale markets. This unique system was created
spontaneously to counter market problems and has evolved to become a business
model for fresh food distribution to provide consumers with safe product with high
quality at reasonable prices. But to accomplish this requires solving the inherent

problems of price formation and supply-demand coordination that is the basic
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function of the market.

Sanchoku is now facing stiffer competition with other actors in the market. From
the upstream, farmers markets are thriving in delivering fresh picked food in the
early mornings. Using the Internet, it is not difficult, even for a single farm, to put
out information about the producer and production method and deliver products
directly to customers. From the mid-stream and downstream, major food
manufacturers, food businesses and retailers have all rushed into developing
businesses with farmers with the aim of securing the best producers of quality
produce in order to secure supply, while they also promote other activities such as,
recycling raw garbage to farms.10

Sanchoku has also been getting a newly found energy. With the growing concern
about Japan’s exceptionally low food self-sufficiency rate in recent years,
consumers have become much more conscious about the origin of food than ever
before. Most of them are in favor of higher food self-sufficiency, and now the direct
transaction system of consumer co-ops as well as farmers’ markets has attracted

fresh attention as an effective and accessible way to increase food self-sufficiency.!!
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731 medium sized co-ops with annual turnover below JPY 30 billion, 25 large co-ops
with annual turnover over JPY 30 billion and 9 consumer co-op consortiums responded
to the questionnaire. The categories of products included vegetable and fruits, seafood,
Livestock, eggs, milk, rice and others.

8 The new legislation introduced the positive list in which only authorized pesticides
can be used against the negative list in which all pesticides were allowed except for the
forbidden ones.

9 Ibid, Shogenji

10 Kagome Co. has grown tomatoes to produce its branded tomato juice and Watami Co.
has entered into production of vegetables to be used in its restaurant chain while Ito-
Yokado Co. set up a joint venture to grow vegetables for sale in its supermarkets.

11 Tbid, Shogenji
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