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Two events transformed the economic landscape in the last decade:

1) Globalization - Almost the entire world found itself participating in the same economic system 

2) The Web - The Internet came out of nowhere and began to change everything

Each one of these events by itself would have had a profound effect on the way that the world economy functions. The combination of the two events has put into motion structural change in industries all around the world. Andy Grove of Intel is fond of saying, “In five years time all businesses will be Internet businesses or they will not be businesses at all”. With apologies to Andy Grove I would say that “In ten years time leading poultry businesses will be global Internet businesses or they will not be leading poultry businesses”. 

Why Global?


Poultry companies located in the United States must face the fact that the local market is mature. The era of rapidly rising per capita consumption is over. US broiler production doubled from 4 billion broilers to 8 billion broilers in just 20 years from 1980 to 2000. Production growth in percentage terms can be expected to be much more modest in the next 20 years. Only a lunatic would cling to the hope that US broiler production will double again from 8 billion broilers to 16 billion broilers in the next 20 years.  


The slowdown in the growth of the domestic market will encourage the US industry to pay increasing attention to the rest of the world for both exporting chicken products and producing chicken products in other countries. It will be essential to develop a correct global marketing and production strategy.  

US companies will not be the only ones looking at the global market. It can be expected that firms from several countries will be positioning themselves to take a profitable share of the world market for chicken meat. The likely strategy for all the players is expected to involve a combination of strategic alliances and acquisitions.     

Globalization and Competitiveness


If globalization is allowed to run its course, investment in new chicken production will tend to increase in those countries that are the most competitive and decrease in those countries that are the least competitive. Global companies will want to invest in the most competitive countries. How is it possible to identify those countries? 


International competitiveness is not determined by performance because the technology of the world chicken industry is trending toward convergence using best industry practice. In other words everyone is raising the same chickens in the same way. Technology is readily accessible on a worldwide basis. There are not all that many secrets in the poultry industry (the KFC secret recipe notwithstanding).  Individual countries are not likely to be constrained by lack of access to technology unless it is some sort of hermit nation. 


The important issues in international competitiveness are mostly local government policies. Government policies can easily prevent a poultry industry from being internationally competitive. For example, countries that place a high tariff on imported grain render themselves uncompetitive internationally in poultry production. There is a surprisingly large difference in feed raw material prices between countries that has little or nothing to do with the cost of local grain production. The taxes and tariffs on corn can increase the price of corn to 200% above the world price. Such countries not only can render their poultry industry uncompetitive but also place huge burdens on the poor in their ability to purchase chicken meat.


Government policies create a business climate that is either friendly or unfriendly to poultry firms. In some countries poultry firms are just barely tolerated. The local government places numerous burdens such as the need to pay constant bribes, endure high taxes and comply with meaningless bureaucracy. An example of meaningless bureaucracy is the regulation in some countries that requires a (usually corrupt) bureaucrat to approve the movement of chickens from a farm to a processing plant. Other countries will go out of their way to make poultry firms feel welcomed.  They rip out red tape, tear down artificial barriers to low cost production and encourage business expansion.  In such countries bribes are mostly unnecessary to conduct business with the government and taxes are moderate. Just as poultry companies are used to shopping in the US to see which states can offer the best deal, they will need to learn how to pit countries against each other to see which ones are really interested in new investment. 

Global Companies Will Be Big


Industry consolidation both inside and between countries is one way to lower production and marketing costs by taking advantage of the efficiencies of size and scale. In the next 10 years several large poultry companies will emerge that have production ventures in Brazil, China, US and Europe. How big will they be? 


Today a company with global aspirations probably has at least four integrated complexes each producing 65 million chickens per year or approximately 260 million chickens per year. Looking forward 10 years, both the complex size and the number of complexes required are likely to increase and perhaps double. In that case, 8 complexes processing between 65 and 130 million chickens in two or more countries may well be the minimum size. Doing the math, that will be a firm that processes between 520 million and one billion chickens per year. 

Changes Brought About by Globalization 


The following table can summarize the differences between the century just ended and the century just starting for the world broiler chicken industry. Globalization is usually credited or blamed for the changes. 

The World Broiler Chicken Industry

	20th Century                             
	21st Century

	Small Scale 

Slaughterhouses
	Larger Scale

Slaughterhouses

	Many Independent 

Companies
	Greater Vertical Integration

or Coordination

	Thousands of Companies 
	Hundreds of Companies

	Companies produce mostly

In just one country                                      
	Poultry companies produce 

in two or more countries

	Mostly Live Chicken sold                            
	Mostly processed chicken sold

	Stand alone Slaughterhouses    
	Networks of slaughterhouses

	Mostly sale of Chicken in

Small butcher shops                                   
	More sales in 

Supermarkets

	Mostly Whole and Cut-up Chicken

When Processed    
	More Value added products

And shelf stable products

	Relatively Little Trade    
	More International Trade

	Most chicken is produced and Consumed in the same country          
	Most chicken is produced and 

Consumed in the same country


The Backlash Against Globalization


The path to globalization is not always smooth. The promise of globalization is the widespread improvement in average incomes as the poor become integrated into the global economy. Globalization offers opportunities for all nations but many developing nations are not able to reap the benefits. Problems range from ongoing wars to malarial climates, unchecked population growth and corrupt governments. Increased trade and investment have brought great improvements in some countries. Nevertheless it is estimated that half the world’s population live on less than $2 per day. Many thoughtful observers of the world scene have suggested that if that half of the world’s population does not see an improvement in their lives soon there could be a backlash against globalization. 


Oddly enough, most protests against globalization have come not from the impatient poor but rather from corrupt elites. Globalization and economic development inevitably threaten the existing distribution of power and income in countries where economic power is nakedly corrupt.  Powerful elites that enrich themselves mostly by legal robbery will try to protect the status quo even if it means that their society as a whole falls further behind. The sneering opposition to globalization as well as biotech feeds and foods comes mostly from people quite happy with their own privileged position. If possible, it would be wise to avoid investing in countries with the highest degree of corruption. The outside multinational investor will end up being blamed for homegrown social injustice.   

Why Internet Companies?  


Leading poultry companies of the 21st century will be global Internet businesses. Some businesses will ignore the potential of the Internet as long as possible. One poultry executive told me just a few years ago that the Internet was simply a playground for drunken graduate students. Needless to say that particular executive has been put out to pasture. Forward thinking businesses will not only embrace the potential of the Internet but also become Internet businesses. To become an Internet business is to coordinate business relations with both suppliers and customers in real time over the Internet. 


The coordination of business relations could be described as the development of a three-way information partnership with suppliers and customers. The partnership is a collaboration dedicated to creating value across a chain of production based on real time market research and complex number crunching by powerful computers and optimization programs. 

The development of web-based relationships may have some surprising effects on the world poultry industry. For example, in countries where the poultry industry is highly vertically integrated, the Internet may act as an incentive for some disintegration. It may also act as an incentive to create virtual integrations in countries without vertical integration.

Whether a poultry production supply chain is integrated or not, each individual member of the supply chain often pursues their own business objectives which is usually cost minimization. This can be true even in fully integrated companies. These individual business goals often do not result in maximum performance for the entire supply chain. The goal of a web-based partnership will be to maximize the performance of the entire supply chain. The web-based partnership will help make operating decisions for each business unit that results in maximum performance for the chain as a whole. These operating decisions may be radically different from those that would result from cost minimization decisions made by isolated manager. 

The Internet is a disruptive technology that changes the way businesses are run. Globalization also has the effect of disrupting traditional ways of doing business. The combination of the two makes for a perfect storm that is sweeping away the old ways of doing business in every industry including the poultry industry. In this temporary confusion, nimble companies will seize the day and take a once in a lifetime opportunity to become global chicken or food companies. The risks are great but the rewards are even greater.  
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