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The Rule of Three and Consolidation in the Broiler Industry

The purchase of the ConAgra chicken assets by Pilgrim’s Pride has created a worthy rival to Tyson in the category of giant chicken companies. Pilgrim’s Pride now produces about 110 million pounds of chicken per week compared to Tyson’s 150 million pounds. Gold Kist drops to third with 62 million pounds per week. The top three companies now command 45% of chicken production in the US and 10% of world production.  


This latest example of consolidation in the US Broiler Industry is part of a long process that goes back 80 years. In the early years the industry consisted of tens of thousands of small businesses. With the advent of vertical integration those thousands became an industry of hundreds. Then consolidation combined companies to form the 40 or so firms of today’s industry.


The process of consolidation is not finished.  If the chicken industry follows the path of other industries, a consolidation to a handful of industry leaders is likely.  As can be seen on the following graph, the top 3 companies held just 15% of the US chicken market in 1975. Consolidation brought that number up to 45% in 2003. At the current rate of consolidation the top three companies would control 70% of the market by the year 2015.   
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Is it possible that three firms could capture 70% or more of the chicken market? A book that sheds light on the consolidation process is “The Rule of Three” by Jagdish Sheth and Rajendra Sisodia 2002, The Free Press. The authors note that, more likely than not, the three strongest, most efficient companies control 70 to 90% of any given market. Some examples include;

· McDonald’s, Burger King and Wendy’s

· General Mills, Kellogg and Post

· Nike, Adidas and Reebok

· American, United and Delta

· Merck, Johnson & Johnson and Bristol-Myers Squibb


 “The Rule of Three” documents the evolution of markets into two complementary sectors- the generalists (usually three companies with 70% to 90% of the market), which cater to a large mainstream group of customers; and specialists (a larger number of smaller companies with 10% to 30% of the market) which satisfy the special needs of smaller groups of consumers. Any company caught in the middle (neither generalist nor specialist) is likely to be swallowed up or destroyed.  
	Specialists - Many
	Generalists – 3

	Focus on High Margins

	Focus on High Volume

	Exclusive Products
	Wide Range of Products

	Emphasis on service
	Emphasis on size

	Target Markets
	Broad Market positioning



If the Rule of Three theory is correct broiler companies should work toward conforming to one of the two preceding columns in the next decade. Mix and match may not work and there may not be room for any more than three generalists. Most importantly, don’t get caught in the middle being neither fish nor fowl.     
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