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Changing Geography of the US Broiler Industry

In the early history of the US broiler industry, production was scattered around the country. There was a significant broiler industry in the South, in New England, in the Midwest, in the mountain states and in the far west. The industry at that time consisted of thousands of independent farmers, feed mills, processing plants and hatcheries. There were virtually no imports or exports of chicken meat.  


By the end of the 20th century production became concentrated mostly in the South. The South took advantage of lower land and labor costs, inexpensive transportation of grain and the innovative idea of vertical integration to become the leading region in broiler production. The industry concentrated into 40 or so vertically integrated firms. The export of chicken meat became an important part of the industry capturing 18% of all production, while there were extremely small quantities of chicken meat imported. 

What will the broiler industry be like a few decades from now? 
· The number of firms that produce 70% to 90% of all chicken meat will fall to those that can be counted on one hand.
· The center of gravity of the industry will drift slowly west.
· The US while continuing to be a large exporter of chicken meat, will become an importer of chicken meat as well.    
Number of Firms


There has been a lot of talk in the broiler industry in the last few months about the “Rule of Three”; a book by Jagdish Sheth and Rajendra Sisodia which talks about the tendency for industries to consolidate down to three companies that cater to the large mainstream group of customers and control 70% to 90% of a market. Examples of this can be found in breakfast cereals; General Mills, Kellogg and Post; fast food burgers; McDonald’s, Burger King and Wendy’s and sneakers; Nike, Adidas and Reebok to give a few examples. 


When talking about the “Rule of Three” and its possible application to the chicken industry, it is important to define the market. Is the market defined as the US market for chicken meat, the US market for protein, the world market for chicken or the world market for protein? 

While the US market could become dominated by just three firms, the world market is likely to have many more players. This is particularly true in highly protected industries like agriculture. However, as trade becomes freer consolidation will occur on the world level. Think of the automobile industry as an example. 


At one time the “rule of three” in the automobile industry was a reality inside the US.  General Motors, Ford and Chrysler dominated US production and sales. However, as the automobile industry became globalized, the industry became much more complicated. Chrysler is now owned by a German company, General Motors and Ford both own car companies in Asia and Europe. Numerous joint ventures exist between major car companies to manufacture cars and parts for cars.  

The experience of the automobile industry may be instructive to the chicken or protein industry. If the protein industry follows the path of other industries there will be a consolidation within the country followed by a worldwide consolidation involving both US companies and companies based in other countries. Compared to the automobile industry it is still early days in the worldwide consolidation of the protein industry. In addition, tariff and non-tariff barriers are likely to be much longer lasting in agriculture than the barriers to automobile trade. As a result, worldwide consolidation will be slower in agriculture compared to automobiles and is likely to be even more complicated. 

Location of Chicken Production          

For clues about the future location of the US industry, two important tell-tale signs stand out; the location of new plants and the location of old plants that are closing. Presumably the investment of tens of millions of dollars in a new production complex will be intensely studied beforehand and new plants will be placed in areas that have a long term advantage in the production of chicken meat.  Similarly, closing a plant is not taken lightly either due to the costs of closing a plant.  Plant closings provide a clue to areas that are considered to be less likely to have a long term advantage.  


The following charts list the locations of plants that opened in the late 1990’s during the most recent period of industry expansion and the location of plants that have closed in the last two years. Even though much of the production from the closed plants was absorbed in other east coast plants, there is nevertheless a tendency to open plants in the South Central part of the country and close plants on the east coast because of the problems of grain and population growth.  


Grain is easy to move from north to south in the United States thanks to the excellent mid continent river barge system. Even those who use only the railroad benefit from river systems in that area. Grain is harder to move east and west (the fact that the Mississippi flows south has a lot to do with this). This fact of life provides an incentive to open new plants in areas that allow the grain from the Midwest to follow the rivers south to the birds. Closed plants tend to be located in areas beyond the influence of the river barge system. The exception to this trend is the new plant opened by Foster Farms in the state of Washington. 

The east coast has another problem which will become more evident over time. Rural areas on the east coast are filling up with people. Conflicts between farms and rapidly expanding suburban areas are inevitable as the population grows. For that reason it is unlikely that new plants will be built in areas that could potentially become overrun with suburban and even urban areas. 


On the following charts the new plants opened in the late 1990’s and the complexes closed in the last year are listed. The pattern is evident, the center of gravity of the chicken industry is moving slowly westward toward the central US river system. The east coast is not likely to ever be abandoned to chicken production; however, the importance of the east coast is likely to slowly diminish as new plants open further west.     

New Complexes Late 1990’s 
	Company
	State

	Cagle’s
	Kentucky

	Charoen Pokphand
    
	Alabama


	Chocktaw Maid  
	Mississippi

	Sanderson
	Texas

	OK Feeds
	Oklahoma

	Perdue
	Kentucky    

	Hudson
	Kentucky

	Tyson
	Tennessee

	Foster
	Washington       


Closed Complexes – 2002 and 2003
	Company
	State

	Tyson
	Florida    

	Tyson
	Maryland     

	Perdue
	North Carolina

	Perdue
	Virginia    


The Midwest 

If the price of grain were the sole determining factor in broiler processing plant location, broiler production would shift to Minnesota. The lowest price of corn in North America can be found in Southwestern Minnesota (Morgan, Minnesota). There is a broiler firm in Minnesota, Gold’n Plump, which is able to enjoy those low grain prices. However, there are other costs that are high in the Upper Midwest including labor costs, land costs, cold weather costs and other costs of doing business that discourage firms from establishing production in that area. It is interesting to note that the table egg industry is expanding rapidly in Iowa. Grain costs in the table egg industry represent a higher percentage of total costs than the broiler industry. 

The West 

  The new processing plant built recently in the state of Washington by Foster Farms is the exception to the trend of locating plants south of the grain belt. The West Coast has a significantly higher cost of production compared to the rest of the country yet is able to maintain market share thanks to the premium price consumers are willing to pay for local production and the long distances between the West Coast and the Southern broiler belt. 

Exports and Imports 

  Although the process of globalization in the chicken industry is likely to proceed at a slow pace, some chicken may eventually be sourced from outside the US. Canada is already permitted to send chicken to the US and parts of Northern Mexico may well receive permission in the next several years. Waiting “in the wings” are countries like Brazil, Argentina, Chile and Costa Rica. The US exports and imports both beef and pork so it would not be a surprise if chicken meat followed the same pattern of being both imported and exported. Given the significant comparative advantage of the US in the production of chicken meat, imports are likely to capture only a small portion of the US market while the US continues to export large amounts of chicken meat.       
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