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SUMMARY

This paper studies the product differentiation in agricultural market from the viewpoint of the theory of
industrial organization and the theory of consumer behavior. Most general theories (and their models) which
explain consumer behavior can not be applied simply to cases in the agricultural market. In order to adapt for
the agricultural market, the models must be modified to consider “Low Involved Products” and “Experience
Goods.” Besides, they need to distinctly explain “Vertical Differentiation.”

Generally, “Compensated Models” are not said to be adaptable to “Low Involved Products.” However,
in case of agricultural products such as “Experience Goods,” they are considered partially adaptable.
“Uncompensated Models” are said to be much too rigid to adapt to real consumer behavior, by way of
exception, however, the “Modified Lexicographic Model” is thought to be partially adaptable.

The model which explains the behavior of producers is developed to modify two preceding models. In
this model, the optimum level of investment for product differentiation is influenced by three factors, i.e.,
price elasticity, elasticity of demand to product differentiation, and marginal cost of upgrading the quality
level. Among these factors, the elasticity of demand for product differentiation may have the greatest
influence in comparison between products.

The classification of elements which compose product differentiation should be developed alternatively,
because there have not been classifications well oriented to the product differentiation in the agricultural
market. The characteristics of the elements and their composition are those elements existing in each stage of
the food system. Differentiation consists of several elements which belong to different stages. The new
direction of product differentiation in the agricultural market is explained by two trends, i.e., from mass
market to segmented small markets, and from the estimation simply by taste to the estimation by multi-
dimensional criteria including non-taste ones.
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