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INNOVATION AND INVESTMENT BASES FOR THE DEVELOPMENT
OF AGRIBUSINESS IN RURAL AREAS

Agribusiness is not a new phenomenon in the social system even thou the
term was coined around 1955 [3].

The modern definition of agribusiness covers the operations of farming,
production of agricultural commaodities, manufacturing, storing and distribution
of farming equipment and supplies. Rural areas are land outside the city with
low population density, and are usually not included in the urban definition.

As income rise and diets change, new opportunities in emerging industries
are rapidly created, but smallholder farmers and their increased access to the
market is necessary to strengthen food value chains [5].

The talk of town in agribusiness innovation and investment bases globally
today is concentrated around value-added agribusiness products based on a
World Bank Agribusiness Entrepreneurship Program for growth oriented
entrepreneurs in agro processing [6].

Mega funding are redefying the agtech investment landscape besides
microfinance, driven by private and national owned banks, invest networks,
NGOs, private funds and national development funds [4].

Professional bankers and moneylenders are out for return on investment;
governmental strategies are based on political, but not necessarily democratic
goals or principles in their hunt for agro projects.

Agribusiness finance is more than a jungle of investment portfolios; it is
also a question of political domination and strategies for national political
growth and propaganda on the international arena of poverty and agro
production, taking advantage of underprivileged individuals and nations.

Anyhow, innovation and finance in the farming industry has a long history
and stretches back to the French Physiocrats. Richard Cantillon stated that the
farmer is an entrepreneur, combining land and labor in the production function
[1]. The business of the farmer is to produce agricultural commodities and sell
them on the market. The production costs of the product consist of wages and
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rent, both at fixed prices. The income is the selling market price. The farmer is a
risk taker, Cantillon defined; sometimes the farmer will make a profit, and
sometimes he will make a loss, depending on the weather conditions and the
competition on the market.

Joseph A. Schumpeter defined innovation as a new combination of the first
and second input factors, land and labor, in the production function, and where
the market forces canalize the entrepreneurial profit to the entrepreneur who is
the single owner of that profit [8].

Innovation, Schumpeter says, makes it possible to do something, which
previously was not possible, or at least not so efficiently or so economically.
Entrepreneurial profit is the surplus over cost, or the difference between price
totals. Entrepreneurial profit is not added value. Added value is something that
makes a product more appealing to customers and makes them pay more for the
same product.

An individual might have different roles in the social system at the same
time, like the entrepreneur who is responsible of carrying out the new
combinations or the capitalist who is in charge of the investments. The
entrepreneur might finance the enterprise with his own funds allocated through
previous successful entrepreneurship or take a loan in the bank and thereby have
two different roles, entrepreneur and capitalist. Partnership and dividends are
out of the question, because the entrepreneur is a single individual with total
control over the production function, and not a group of people as the board of
directors, committees or any other organizational structure or partnership and
the entrepreneurial profit belongs to the entrepreneur himself and is not an
object of dividends [2].

The same principle also counts for the entrepreneur adaptors, those who
adjust their businesses to the new method of production or a new market.
Cooperation or cofounding have never been a part of successful
entrepreneurship.

Innovation is a spontaneous and unpredictable change in the pattern of
producing and it alters the way of doing business within a specific industry, in
the whole sector or society. The social system is characterized by static
operation, which indicates that production is taking place in the same manner
with the same inputs and between the same players over time, until innovation is
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introduced and revolves the social system into dynamic operations.
Entrepreneurs carry out the transformation.

Innovation as a base for development cannot be political, but innovations
affect politics. When the change based on innovation has taken place, it is
irreversible and everyone must adjust to the new situation. Politics can never
overtake the process of innovation, because governments cannot do the same as
people.

Investment bases for development of agribusiness in rural areas are limited
to the static part of the economy, while the innovative base for development are
considered dynamic. Mega funding and microfinance are instruments operating
in static production.

Private and public strategies and political dominance in agribusiness finance
worldwide target growth oriented agro processing projects. In these kinds of
activities, innovation based development is locked out; the result will be
producing more of what we already have too much of in a dysfunctional market.

Smallholder farmers and SMEs in the agribusiness industry have potential
to become innovative and thereby contribute to the development of the whole
sector. What is needed to reach this potential is securing the control over the
input factors, especially land and labor, while capital should be treated as an
independent agent, which resolves into land and labor and thereby does not have
a significant role to play in the development of agribusiness. As soon as an
innovation is operating in the market, the income value produced is sufficient to
supply the growth of that specific enterprise.

Smallholder farmers and SMEs in the agribusiness industry are in need of
an investment base for introducing the innovation only, and that financial need
is sufficiently covered by the entrepreneur’s own capital retrieved from
previously successful entrepreneurship or by taking a loan in the bank. In both
situations, the entrepreneur smallholder farmer and SME maintain their
individual personal freedom and control, and personal economic freedom, the
freedom that some considers the highest level of democratic development [7].
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