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Critical Field Notes: Where In The Value Chain Prosperity Is Actually Determined

“Efficiency improves activities, while effectiveness enhances results and income. Which do we pursue?” 

This column continues a short series that began with a simple but troubling observation. Across many developing economies, agricultural productivity has improved steadily over the past decades. Farmers have gained access to better seeds, fertilizers, pest management technologies, irrigation systems, digital advisory services, and a growing range of agricultural innovations. Yet despite these advances, many farmers' incomes have remained fragile and often stagnant.
In the first column of this series, we examined how agricultural value chains can gradually lose direction when the economic structure surrounding the production unit expands beyond the income that the hectare can sustainably generate. When this occurs, the activity within the chain may increase while the financial capacity of the production base remains constrained. In the second column, we examined another widely held assumption, the belief that industrial processing automatically creates added value. By comparing returns from fresh export markets with returns from processing markets, we found that additional industrial activity does not necessarily increase the income transmitted back to the farm. This third column moves one step further and addresses the structural question that connects these observations. If improved technology and expanding industrial activity do not automatically translate into farmer prosperity, where in the agricultural system is income actually determined?
If by the end of this column you find yourself looking again at the value chain you operate in and asking whether it truly determines the income potential of the hectare, then this part of the series will have done its work.

Where Income Is Actually Determined
Farmers cultivate land, manage pests, apply fertilizers, irrigate crops, and harvest produce, but the income they earn is not determined solely by what happens in their fields; the economic outcome of the hectare depends on the system connecting production to the final consumer.
Every agricultural product reaches consumers through a sequence of coordinated activities that may include aggregation, sorting, storage, processing, transportation, certification, distribution, and retail. These activities together form the value chain that links the production unit to the market. Through this chain, the price paid by the consumer is gradually translated back into the price received by the farmer at the production base. Prices transmitted upstream are not determined arbitrarily. Each participant in the chain must anticipate the investments, operating costs, and risks associated with its own activities, as well as the requirements of the subsequent stages. Processing facilities must account for capital investment, operating costs, energy, labor, packaging, logistics, market risks, and the size of the markets they serve. Exporters and distributors must consider sorting losses, cold-chain costs, transportation risks, compliance requirements, and fluctuations in demand before committing to purchase prices.
For this reason, the price offered to farmers reflects the economic capacity of the entire value chain once these costs and risks have been accounted for. In competitive global markets where multiple regions compete to supply the same buyers, the price transmitted to farmers serves as a signal of the value the chain can sustainably generate. The income generated by the hectare therefore functions as the economic energy source of the agricultural system, because every activity in the surrounding value chain must ultimately be financed from the value produced at the production base. Technology plays a crucial role within this structure, yet its function is often misunderstood; technological improvements can only enhance the efficiency of throughput at specific stages of the value chain. For example, improved seeds increase yields, better pest management reduces losses, irrigation stabilizes output, and digital tools help farmers manage their operations.
However, efficiency improvements alone cannot determine the economic ceiling of the system; that ceiling is defined by the value chain into which production is integrated. A farmer may double yields through technological improvements, yet if the value chain connects the product primarily to markets that transmit limited income back to the production base, the additional output may simply increase volume within a revenue system that remains constrained. This relationship also explains why farmers adopt technologies selectively. Technologies and services must be financed from the income generated by that hectare. Farmers can invest in irrigation systems, pest control programs, certification, improved inputs, and advisory services only when the profitability of the production system allows those investments to be sustained. When the income potential of the hectare remains limited, the capacity to adopt advanced technologies is similarly constrained.
Technology therefore improves efficiency within the chain, but the structure of the value chain ultimately determines the income potential of the hectare.

When the Pattern Becomes Visible
Once this mechanism becomes visible, many observations that previously appeared unrelated begin to align into a coherent explanation.
Discussions about agricultural development often focus on specific challenges, such as low productivity, limited adoption of technology, poor logistics, insufficient processing capacity, lack of financing, or restricted access to international markets. Each of these issues is real and significant, and all have spurred extensive research programs, development initiatives, and policy actions. However, in many cases, these efforts focus on enhancing individual activities within the agricultural system while leaving the economic structure that links production to the market largely unchanged. Technology might boost yields, infrastructure might enhance transportation, and processing facilities might increase industrial capacity, yet the value chain through which the product ultimately reaches the consumer may stay mainly connected to markets that generate limited income back to the production base, i.e., the farmer.
When this occurs, the system becomes more active and more sophisticated while the economic capacity of the hectare remains constrained. Farmers may produce more efficiently, adopt improved technologies, and participate in more organized supply arrangements, yet the income generated by the same hectare may improve only modestly. Another structural factor often reinforces this outcome; the economic capacity of a value chain is also determined by the size of the market it serves. Even when certain products appear to generate high value per unit sold, their total demand may remain limited. When the market is small, the value chain cannot support large volumes of agricultural production, regardless of the margins achieved in that market.
This constraint becomes apparent when comparing the global market for fresh mangoes with that for processed mango products, such as dried mango slices. Fresh fruit markets supply a vast global consumer base and can absorb large volumes of production. The market for dried mango products, although it may appear profitable at the retail level, remains much smaller and therefore cannot support the same scale of agricultural activity. For this reason, value chains serving small niche markets cannot sustain large agricultural sectors regardless of their apparent margins, whereas value chains connected to large global markets can support entire agricultural economies. Market size, therefore, becomes an additional structural characteristic of value chains. Together with price transmission and production costs, it determines both the income potential of the hectare and the scale of agricultural production that the chain can sustain.
Seen from this perspective, the persistent gap between agricultural productivity and farmer prosperity begins to appear less like a collection of independent problems and more like the consequence of a common structural constraint.

The Question That Changes the Discussion
The discussion that started this series began with a familiar list of agricultural challenges: pest infestations, limited access to export markets, insufficient processing capacity, weak logistics, financing gaps, and the need for better technology. Each of these issues is real and has already been the focus of major research, investment, and development programs. The earlier columns in this series examined two aspects of this situation: the first looked at how agricultural value chains can gradually lose focus when the structure surrounding the production unit expands beyond the income the hectare can support, and the second explored the widespread belief that industrial processing automatically adds value, showing that additional industrial activity does not necessarily increase the income returned to the production base.
This column takes the discussion one step further by identifying the mechanism that connects these observations: agricultural production creates prosperity only when the value generated along the entire chain is returned to the hectare that produced the crop.
Viewed this way, the difference between efficiency and effectiveness becomes significant. Many agricultural projects improve efficiency by increasing yields, reducing losses, or refining specific parts of the production process. However, these improvements don't always enhance the system's effectiveness when measured by the income that the value chain ultimately passes on to the production base. A system can therefore become more efficient while remaining economically ineffective for the farmers who support the system.
The apple growers of my childhood didn't talk about value chains, efficiency, or economic transmission mechanisms, but the math they practiced at the orchard gate reflected the same principle with remarkable clarity. When the price from the apple cider factory didn't cover the income needed to keep the orchard going, farmers gradually shifted their production toward markets that could transmit greater value back to the hectare, even if that meant investing to meet the standards of a better value chain. 
The disciplined economic test is therefore straightforward. When evaluating technologies, investments, or policy initiatives, the central question is whether they increase the income that the value chain can sustainably transmit back to the hectare that produces the crop. When the answer is positive, improvements in productivity, logistics, and technology reinforce one another, gradually strengthening the agricultural system. When the answer is negative, the system may become more active, more complex, and more technologically advanced without fundamentally improving the farmer’s economic position. Once this mechanism becomes visible, a deeper question emerges: how should the value chain be organized to sustain stronger income transmission?
Agricultural prosperity, therefore, depends not only on how efficiently farmers produce, but on how the value chain surrounding the hectare is organized to return value to it. Recognizing this mechanism naturally leads to a deeper structural question: how must value chains be designed so that this return of value remains stable across seasons and markets?
The income potential of the hectare ultimately defines the economic strength of the entire agricultural system built upon it. The remaining challenge is to understand how value chains should be designed so that this strength endures over time.
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Subscribe here, free!
"Mental and Economic Freedom Are Interconnected."

See you soon, 
Nimrod
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Dr. Nimrod Israely is the CEO and Founder of Dream Valley and Biofeed companies and the Chairman and Co-founder of the IBMA conference. +972-54-2523425 (WhatsApp), or email nisraely@biofeed.co.il

P.S.
If you missed it, here is a link to last week's blog, “Critical Field Notes: Beyond the Processing Trap“.
P.P.S.
Here are ways we can work together to help your agro sector and rural communities step forward and shift from poverty into ongoing prosperity:
* Nova Kibbutz and consultancy on rural communities' models.

* Local & National programs related to agro-produce export models - Dream Valley global vertical value and supply chain business model and concept connects (a) input suppliers with farmers in developing economies and (b) those farmers with consumers in premium markets.

* Crop protection: Biofeed, an eco-friendly zero-spray control technology and protocol. 


You can follow me on LinkedIn, YouTube, and Facebook. 
*This article addresses general phenomena. The mention of a country/continent is used for illustration purposes only.
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