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Critical Field Notes: Designing Value Chains That Generate and Sustain Prosperity

“The strength of an economy is determined by the strength and coherence of its value chains.”

A Known Pattern
This pattern is familiar to anyone observing agriculture in developing economies. Knowledge improves, technologies advance, production methods evolve, and logistics become more efficient. Activity expands across the value chain, yet prosperity at the production level often remains limited.
This recurring pattern indicates that the key factor is not the performance of individual activities but how those activities are interconnected. Agricultural prosperity ultimately depends on the income that the value chain can deliver back to the hectare that produces the crop. Once this pattern becomes clear, the conversation shifts from performance of the parts to the design of the value chain. If prosperity is a property of the system rather than of its individual parts, then the main question becomes structural.
The question then is: what kind of value chain structure enables prosperity to emerge consistently and persist?

From Local to System Thinking
Modern agricultural value chains are usually structured as segmented systems made up of many formally independent actors. Farmers grow crops, exporters gather large quantities, logistics companies move goods, processors transform raw materials, and retailers sell the finished products to consumers. Each participant has a specific role and negotiates its own terms with others. At first glance, this setup seems efficient. Independent actors focus on their respective tasks and negotiate contracts based on supply and demand. When those involved in these negotiations have similar organizational capacity and options, these arrangements can work fairly well.
The situation shifts when the actors involved in negotiation are structurally unequal. Large companies usually have organization, access to capital, logistical infrastructure, market information, and the ability to choose from multiple sources of supply. Smallholders often operate alone, with limited coordination and few alternative buyers. Therefore, negotiation occurs between actors who are formally independent but possess very different levels of structural capacity. Under these circumstances, the segmentation of the value chain worsens the imbalance. Organized buyers can choose from many suppliers, while individual farmers often rely on just one or two buyers. The negotiation thus becomes unequal, not necessarily due to bad intentions, but because the system's structure distributes options unevenly among participants.
Yet, the deeper issue extends beyond negotiating power. Within each organization, economic signals are consistent and measurable. Companies constantly monitor costs, revenues, margins, and profits, adjusting decisions based on these signals. Consequently, each organization operates as an integrated economic unit. However, between organizations, these signals become fragmented. Each participant evaluates and manages its own performance, but the economic consequences of decisions made in one part of the chain rarely transfer clearly to others. As a result, every segment of the value chain is designed to defend its own position and avoid exposure to risks originating elsewhere in the system.
Under these conditions, the chain does not function as a single economic system. Instead, it operates as a series of partially connected units, each optimizing its own outcome while the overall economic performance of the chain remains weakly coordinated. This pattern reflects a deeper structural trait of many economic systems. They operate under local optimization, where each participant improves its own situation independently, but the performance of the entire chain remains subpar. Prosperity, however, requires global optimization, where the system's structure enables economic signals to spread throughout the entire chain, as if it were one entity, aligning the incentives of all participants.
When such coordination is lacking, improvements in one part do not necessarily lead to enhancements across the entire system. A trader might lower procurement costs, a processor could boost efficiency, or a retailer might secure better purchase prices, while the economic pressure from these improvements gradually builds upstream at the production level. When economic signals stay consistent within organizations but become fragmented between them, the value chain loses its ability to coordinate its participants around the shared prosperity on which the entire system ultimately depends.

Historical Perspective
Human societies have repeatedly faced this coordination challenge, and throughout history, they have created institutions to overcome the limits of scattered economic activities. For most of history, economic work was organized around small, mostly independent groups. Farmers tended their land, artisans made goods in small workshops, and traders moved products between markets. Each household, family business, or small professional group acted as a separate economic unit offering its products or services through local exchanges. While some coordination existed among different professions, it was limited and often short-term. Larger projects sometimes required cooperation from many individuals, which could be managed by political leaders such as rulers or landowners, or through temporary agreements among traders and craftsmen. Outside these systems, however, most economic activity remained fragmented among many independent actors who mainly interacted through markets.
As societies expanded and commerce grew more intense, the limits of this fragmented structure became increasingly clear. Economic activities became more complex and required the participation of many specialized actors, whose work required reliable, continuous coordination. Markets alone often failed to provide that level of coordination. Over time, new organizational forms began to emerge. Guilds brought together professionals within the same trade, merchant associations coordinated long-distance commerce, and trading companies integrated multiple commercial activities within a single enterprise. Later, industrial firms further expanded this integration by merging diverse professions and functions together within unified production systems.
The rise of the modern company marked an especially important stage in this historical development. Inside a company, professionals who once worked as independent service providers became part of a shared economic system. Engineers, technicians, accountants, managers, marketers, and workers were no longer connected only through occasional market exchanges but operated within organizations that coordinated their activities toward common economic goals. This shift greatly increased the ability of economic systems to manage complex tasks. Specialization grew because individuals could focus on specific duties while trusting the organization to oversee the larger system. Interdependence also grew because each participant's success became linked to the success of the entire organization. Economic signals like costs, revenues, and profits could now be measured and shared across the whole structure, enabling decisions in one part of the organization to influence actions in another.
As a result, organizations became capable of coordinating large numbers of specialized participants who did not necessarily know one another personally but could cooperate through stable institutional frameworks. Economic activity grew in scale and complexity, new industries appeared, and productivity increased across entire societies. From a broader historical perspective, this change reflects a recurring pattern in economic development. Periods of increasing prosperity have often been linked to institutional innovations that allowed previously fragmented economic activities to become more structurally integrated.
The modern global economy continues this long historical path. Highly specialized organizations operate within extensive networks of production, logistics, finance, and trade that involve millions of participants worldwide. However, this historical development reveals a consistent pattern: economic prosperity has often improved when systems shifted from loosely connected actors to structures that can coordinate many participants around common economic goals.
Understanding why such coordination produces stronger economic performance leads directly to the principle that explains how these integrated systems function.

The Guiding Principle
The answer to this recurring pattern is expressed through the Principle of Aligned Signals and Exposure. An economic system functions best when people can clearly see what is happening and are affected by the results of their decisions in ways that allow them to respond. This means that changes in costs, profits, or performance must reach the participants whose actions shape the outcome, rather than stay confined within separate parts of the system. When this happens, information becomes more than something people observe; it becomes something they experience, which encourages them to adjust their decisions and improve their actions. These adjustments affect the system's performance, creating new results that generate new signals, which then guide future decisions.
Through this continuous interaction between signals and responses, the system begins to function as a coordinated system rather than as a collection of loosely connected parts. As systems develop toward higher levels of complexity, this feedback loop allows coordination to extend beyond individual participants and operate across increasingly larger networks.
For such coordination to occur, three structural conditions must be fulfilled simultaneously. Signals must reach the participants whose decisions influence the system; these participants must be exposed to the outcomes' consequences and have the ability to modify their behavior in response. Exposure occurs at multiple levels, as organizations may experience the system’s performance, while individuals within them experience those consequences to varying degrees. When exposure extends across multiple levels, alignment improves, and the feedback loops connecting signals to behavior become more effective.
Institutional structures shape the strength of this mechanism. When participants can easily enter or leave a system, signals often cause them to abandon failing arrangements rather than improve them. In such settings, coordination depends more on external selection through competition, and organizations frequently appear and disappear. When participants are more deeply embedded, and exit costs are higher, signals are more likely to prompt internal adaptation. Participants modify their behavior and work to enhance the collective outcome, thereby strengthening the system's stability and resilience.
These dynamics help explain the relatively high frequency with which we see companies open, merge, and close (as entrepreneurs know), while community-based systems like kibbutzim rarely appear, merge, or disappear at the same pace. Both operate under the same principle, yet the level of commitment within different structures shapes the strength and durability of their feedback loops.
This principle also sheds light on a long-standing idea in economic theory. Adam Smith explained how prices in markets guide independent actors toward coordinated outcomes, but for this to work, price signals must reach those whose decisions shape production and exchange. Later, Ronald Coase questioned why firms exist if markets can coordinate activity through prices alone, and he answered that organizations form when market coordination becomes inefficient or unreliable. Firms thus provide structures through which economic signals can influence the behavior of many participants within a shared framework.
Economic institutions have therefore evolved as different mechanisms for transmitting and responding to economic signals. Markets coordinate independent actors through prices, while organizations coordinate participants through shared exposure to outcomes and shared consequences. The same structural principle that explains coordination in value chains applies across many economic systems, including markets, firms, and communities, all of which depend on signals reaching participants and influencing behavior.
This principle helps clarify a pattern that might seem counterintuitive at first. Large organizations with thousands of employees often achieve better coordination than value chains composed of just a few independent participants. Within organizations, signals move through the structure, and participants operate in interdependent roles, allowing decisions in one part to affect outcomes in another. In loosely connected value chains, even with only a few participants, signals often do not spread effectively, and participants tend to act independently once their individual tasks are complete. The main difference isn't the number of participants but the structure that links them and determines whether signals and consequences flow throughout the system.
When signals reach decision-makers, when participants share exposure to results, and when they can adapt their behavior, coordination emerges. When these conditions are absent, coordination weakens, and the system struggles to generate stable prosperity. Understanding this principle provides a simple and practical diagnostic lens. When examining any economic system, from a small value chain to a national economy or a global market, we can ask the same questions: Do signals reach the actors whose decisions shape the system? Do those actors share exposure to the outcomes? And can they adjust their behavior in response? Where these conditions are present, coordination strengthens; where they are absent, misalignment emerges.

Local Optimization and System Outcomes
Once this principle becomes clear, a deeper structural pattern appears across many economic systems. Participants almost always make decisions locally, responding to the information available in their own environment and aiming to improve the results of their activities. Farmers decide what to grow and how to manage their orchards; traders decide what volumes to purchase and where to allocate them; processors plan production; and exporters negotiate prices and delivery terms. This creates an important distinction between the performance of individual activities and the performance of the system as a whole. Local decision-making is not a flaw but a necessary feature of complex systems composed of many specialized participants, since no single actor has the information required to optimize the entire system and must therefore act based on the signals they receive.
When signals travel across the structure, and participants share exposure to outcomes, this distributed decision-making can work effectively, as each participant continues to optimize locally while the signals they receive reflect the consequences of their actions for the larger system. This alignment allows local decisions to support overall system performance. Participants still optimize their own activities, but the signals they receive only reflect a limited part of the system. Consequently, decisions that seem rational locally may actually harm overall system performance.
This pattern produces expanding activity alongside diverging outcomes. Some participants gain value, while others struggle to keep their operations going. Agricultural value chains show this clearly: farmers may boost productivity and adopt new technologies, traders may expand procurement, and exporters may access premium markets. However, the signals linking these activities do not always spread effectively throughout the chain.
Under these conditions, the system may operate efficiently at many individual nodes while remaining poorly coordinated overall, resulting in a structure where local optimization dominates, and system-level outcomes are limited. Therefore, the success of a complex economic system cannot be understood solely by examining the efficiency of its individual parts; it also depends on the structure that links them and on the ability of signals to travel across that structure.
When signals propagate effectively and exposure to outcomes is shared, local decisions begin to contribute to the overall system performance. However, when signals remain fragmented, local decisions might continue to optimize individual operations without enhancing the broader system, which fails to coordinate those efforts. Therefore, the value chain can be viewed as the fundamental structural unit of the system because it is the framework where signals travel, outcomes are distributed, and alignment is either strengthened or weakened. When the value chain operates as a unified system, local and system-level performance tend to align, whereas when it remains fragmented, the gap between individual performance and system outcomes widens.
Understanding this distinction helps clarify why some systems generate stable prosperity while others produce intense activity without similar progress. The key difference is not in the effort or ability of participants, but in the structure that links them and how well signals align behavior throughout the system.

From Activity to Prosperity
The distinction between local optimization and system-level results helps explain a pattern seen in many economic systems: activity increases, but prosperity spreads unevenly throughout the value chain. Production rises, technologies improve, and markets expand, yet the economic outcomes at different points in the system do not all change at the same pace or in the same direction.
This pattern is often interpreted as a need for greater effort, better technology, or improved management. While such improvements can boost performance at the local level, they don't always solve the deeper structural challenge. The core issue lies in the relationship between activity and coordination. Activity reflects how intensively participants perform their roles, while coordination indicates the system’s ability to align those activities toward common goals. As a result, a system can have high activity levels but still lack the conditions necessary to turn that activity into widespread prosperity.
Agricultural value chains clearly illustrate this, as farmers grow crops, traders coordinate procurement, logistics providers transport goods, and retailers deliver to consumers, with each participant playing a crucial role and increasing effort and investment over time. However, when the signals linking these activities remain fragmented, the system struggles to coordinate decisions across its structure. As a result, production may increase, transactions may rise, and technologies may advance, yet prosperity at the production level stays limited.
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When signals travel across the structure and participants share exposure to outcomes, a different pattern emerges: activities become more coordinated, and local decisions begin to reflect their broader consequences for the system. As a result, improvements introduced in one part of the system influence behavior in others, and the relationship between activity and prosperity begins to evolve.
This perspective indicates that the prosperity created by an economic system depends not only on the abilities of its participants but also on the structure that connects them. When this structure allows signals to travel through the system and aligns exposure to outcomes, local decisions become more coordinated with the overall performance. The value chain, therefore, represents more than just a series of transactions; it is the structure through which signals, decisions, and outcomes interact among participants.
Once this structure becomes sufficiently integrated, activity and coordination start to reinforce each other, as effort applied at the local level contributes more directly to system performance and improvements in one part of the system spread throughout the structure. In this way, the often-observed puzzle in agricultural systems becomes clearer: productivity and technologies may improve, but prosperity remains limited as long as the structure does not align signals among participants.
Prosperity does not emerge from the productivity of individual actors alone, but from the architecture of the system that connects them. When signals move through the structure and participants share results, local decisions align with overall system performance, allowing the system to convert activity into shared prosperity. When such alignment exists, prosperity is likely to follow; when it does not, activity may continue to grow while prosperity remains unevenly spread. Where such alignment emerges, prosperity tends to follow.
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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: Where In The Value Chain Prosperity Is Actually Determined“.
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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