here is much discussion
about poultry industry
consolidation
Many companies won-
der whether consolida-
tion is optional or inevitable and fret

today.

about the likely impact on themselves
and their companies. My own view is
that mergers are inevitable for the
industry but not necessarily for every
individual company within an indus-
try. The reason for this is simple—
public companies must grow to con-
tinue to deliver higher profits, and as
industries mature there is simply not
enough “organic” growth left to deliv-
er company (and investor) profit ex-
pectations. Hence, mergers are in-
evitable as an industry matures. The
poultry industry cannot avoid these
dynamics, but individual companies
can anticipate the typical consolida-
tion patterns that emerge as markets
mature and determine their compa-
nies’ best strategic options.

In their excellent book, Winning the
Merger Endgame (McGraw-Hill 2002),
Deans, Kroeger and Zeisel outline
how industries and sectors go through
four predictable phases as they mature
(Figure 1). In the first phase, infancy,
few mergers take place and the num-
ber of companies actually grows as
new markets are developed, such as
the biotechnology industry today. Fol-
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Figure 1. Typical Industry Consolidation Curve
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lowing this phase, scale becomes the
driving force in the industry and
rapid consolidation drives many
mergers. Banks and pharmaceutical
companies are current examples. The
third phase is focus, where consolida-
tion continues but slows down and
companies try to squeeze proﬁts and
efficiencies from the hybrid compa-
nies formed in the second phase. The
global automotive and tire industries
are current examples. Finally, at
maturity the balance phase begins,
where a few large companies are
positioned for the very slow growth

left in the industry. Tobacco markets
in developed countries are a good
example of this final phase.

The “escalator” analogy is a highly
appropriate analogy for several rea-
sons: Escalators continuously move
upward once they start, and so does
industry consolidation. Furthermore,
companies mastering the consolida-
tion curve usually reach the top the
quickest. And, finally, escalators move
quickly in global, technology-driven
industries, while moving slower in
local businesses or protected indus-
tries.



Iin What Stage Is
The Poultry Industry?

Figure 2 illustrates the historical

Figure 2. Poultry Industry Concentration, 1973-2003

concentration of the
poultry industry, show-
ing how industry con-
centration levels have
essentially tripled over
the over the past 30
years. Based on the data
outlined in Table 1, this
concentration level is
consistent with a late
Phase II (Scale) or Early
Stage III (Focus) mar-
ket. Note the change in
key players over the
years.

It is worth noting
that consolidation at
this stage is often driv-
en by slowing market

growth, intense competition and de-
clining profitability. Businesses focus
on enhancing their core business
processes for increased profitability,

ness lines

shoring up or eliminating weak busi-

and attacking profitable

niches. These business strategies
seem consistent with many develop—
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1992:
Tyson
ConAgra
Gold Kist
Perdue
Pilgrim’s Pride
Hudson
Wayne
Foster
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2002:
Tyson
Gold Kist
Pilgrim’s Pride
ConAgra
Perdue
Wayne
Sanderson’s
Cagle’s
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" Table 1. Characteristics OfPh.(;.ves Of Ihdusiry Consolidation

Driver

; R.evenues’ &
Profits

Business
Strategies

Operations

People

M&A

®Fast Revenue Growth,

Phase | — Infancy

Low Profits

® Stake out ground

o |dentify most promising
targets

®Build barriers like
patents

®Build best product and
service organization

®Keeping key employees

®Recruiting others’ key
employees

®Needs: Knowledge of
technologies, acquisition
candidates

®Perfecting acquisition
skills

®Deals to gain
technological or
financial mass

YA AT ST JRER [ B e Fm IS fa §

1977 1981

1985

JSR PURL YT (2o FRITEL Ko e i i

1989 1993
Year

1997

Phase Il — Scale

Profits Down

®Growth at maximum speed

®New strategies to expand,
grow, capture share,
globalize operations

®Big shifts in customers,
suppliers and allies

® Outsourcing

®|mproved production and
brand integ.

®Scalable IT platform

® Consolidate HR and
recruiting
®Retain best employees and

develop strong leadership
and flexible skills

®Create a Merger
Integration Engine

®Target, acquire and
integrate most attractive

players
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Phase Ill — Focus

® Profitability Slowly
Improves

®Enhance profits by
emphasizing core
strengths and creating
global coverage

® Analysis critical
to identify survivors

®Watch for disruptive
technologies, competitors

®Sharpen marketing—
Consolidate and unify
branding

®Rationalize global
manufacturing

®Harnessing innovation and
power of all employees

® Avoid customer neglect,
while lowering costs with
fewer, better people

®Fewer but bigger deals
®Eliminate non-core or
weak business units
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Phase IV — Balance

®Profits Peak and
Slowly Decline

e Difficulty in growing
share in core market

®New countries drive
growth

®|dentify earlier stage
niches

®Up dividends, buy stock

®Break info pieces, diversify

®Maximize cash flow
® Address government
scrutiny and regulation

® Address complacency
and “business as usual”
mindset

@ Optimized HR systems for
compensation, succession
and development

®Big mergers not an option
(Government)

® Alliances drive growth

®|nnovative spin-offs




Figure 3. Industry Sub-segments and Consolidation Status Figure 4. Poultry Industry Sub-segments
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ments recently seen within the poul- have slowed the consolidation rate er, that this trend is expected to only
try industry. within the industry compared to what  temporarily slow, not stop, the con-

Also worth noting is that 5 g solidation of the industry.
different segments of an in- Poul tl')/ §Ss tage-' Businesses Does this mean there is no place

dustry may be at different fOClIS on enbancing their for smaller companies within the
phases along this continuum. poultry industry? Not at all. But it

Figure 3 illustrates some sub- core business Pr ocessesfor does mean that companies must

segn?ent.s within the telecgm- increased pr Oji tabi Ilt)/, car(.aﬁ{lly consider the stage of both
munications, PC and retailing their industry (or sub-segment) as

industries are considerably shorin g UP or eliminatin g well as their individual company in

more mature than others. order to arrive at a coherent and

weak business lines and

Similarly, some segments of comprehensive strategic plan.
the poultry industry are con- attackin g prqﬁtable niches. For example, being a small com-
siderably less mature than oth- pany is still possible so long as

ers. The growth of newer, fast would have been predicted based on companies make product and cus-
growth, higher profit segments with-  the mature whole- and cut-up bird tomer focus choices that allow them
in the poultry industry (Figure 4) may ~ segments. It should be noted, howev-  to succeed without scale. For exam-







