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This article examines how Pilgrim’s 
Pride finds its long-term viability 
threatened by a succession of strategic 
errors, particularly in pricing. In con-
trast, companies like Procter & Gam-
ble are weathering difficult economic 
conditions with savvier, customer-cen-
tered strategies. Tim Smith, PhD, is 
the author of the piece. He is chief edi-
tor of  The Wiglaf Journal, Adjunct 
Professor of Marketing at DePaul 
University, and author of Hawks, 
Seagulls, and Mice: Paradigms for 
Systematically Growing Revenue in 
Business Markets. For more informa-
tion, you can reach him at: tsmith@
wiglafjournal.com.

While Lonnie “Bo” Pilgrim, 
chairman of Pilgrim’s 
Pride, seems to be sail-
ing his ship into an abyss; 

A.G. Lafley, CEO of Procter & Gamble 
(P&G), is guiding his to safer waters. In 
2006, Pilgrim’s Pride was riding high 
having completed the acquisition of 
Gold Kist for $1.1 billion, turning Lon-
nie “Bo” Pilgrim into the world’s largest 
chicken mogul. Two years later, a humil-
iated Pilgrim’s Pride was granted a re-
prieve from bankruptcy by a consortium 
of lenders, who offered a fresh financing 
arrangement in November 2008.

In contrast, P&G saw its profit rise 8.7% 
during the most recent, and highly tu-
multuous, quarter. While the company’s 

stock is suffering from a similar malaise 
as the rest of the market, its prospects for 
the future appear much brighter.

Why is there such a difference in out-
comes between Pilgrim’s Pride and 
P&G?  One put the value proposition 
to customers last in its strategy, and 
the other put it first. Costs hammered 
Pilgrim’s Pride, but prices didn’t move 
in tandem. The chicken industry has 
been facing a horrid mixture of rising 
costs and falling prices. In 2006, chicken 
feed was near $2.40 per bushel. By Oc-
tober 2008, the clearing price for feed 
was around $4. This was after it flirted 
with nearly $7 per bushel for a brief pe-
riod this past summer. To make matters 
worse, Pilgrim’s Pride’s hedging strategy 

Manage the Customer Value Proposition 
to Stave Off Hemorrhaging  

Winter CPP Workshops: Four Seasons Hotel – Houston, Texas; Feb. 12-13, 
2009. Workshops Include:

 1. “Price Certainty in Uncertain Times: 10 Ways to Stop Leaving Money on 
  the Table” – Mark Burton & Steve Haggett
 2. “Implementing Price Changes in Turbulent Economic Times” - Richard 
  Lancioni
 3. “Pricing in a Chaotic Economy: Competitive Intelligence is Critical for 
  Intelligent Pricing” – John McGonagle
 4. “How to Achieve Pricing Excellence in 2009” – Jim Saunders & Avy 
  Punwasee

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.
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went slightly awry when it locked in fu-
tures contracts at $8 a bushel earlier in 
2008. 

The higher price of feed has a signifi-
cant impact on the expense of raising 
chickens. In 2006, feed costs constituted 
roughly one-half the expense of raising 
a chicken, but jumped to roughly two-
thirds in 2008. As a result, feed costs 
leaped 41% for Pilgrim’s Pride during its 
third quarter. 

In an effort to combat rising costs, the 
company has been reducing capacity and 
laying off workers. In August 2008, it 
cut an additional 600 jobs. This was on 
top of the 1,700 already in the pipeline. 
Unfortunately, it is doubtful that a re-
duction of 2300 jobs from a workforce of 
more than 50,000 will impact costs suf-
ficiently to restore profitability.

Critically, while costs increased, prices 
didn’t rise with them. In fact, in some 
markets, they fell. The wholesale price 
of boneless, skinless chicken breasts 
dropped to about $1.�� per pound in 

October �008 from the prior year’s 
$1.45 per pound. It is hard to run a prof-
itable business when costs increase dra-
matically yet prices are allowed to fall. 

Adding Salt to Wounds
Labor has been a challenge at Pilgrim’s 
Pride. Though Texas and most southern 
states operate under right-to-work laws, 
they also suffer from an influx of labor-
ers with questionable documentation. 
In April 2008, more than 300 Pilgrim’s 

Pride workers were arrested by immigra-
tion officers as part of an investigation 
into identity fraud. 

Partly in response, Bo Pilgrim took a 
leading role in Texas Employers for Im-
migration Reform which calls for legal-
ization of the estimated 12 million, il-
legal immigrants in the U.S. and a guest 
worker program to ensure a future flow 
of labor. However, a progressive guest 
worker program is years from realization. 
For now, the company must manage 
with the labor force it has.

Consumer markets have also been a 
challenge for Pilgrim’s Pride. In Septem-
ber 2008, Cohen, Milstein, Hausfeld & 
Toll, PLLC filed a class action suit alleg-
ing price fixing in the egg industry. Pil-
grim’s Pride is one of many defendants. 

Oddly, the price fixing is said to arise 
from a marginal reduction in laying 
hens resulting from an increase in cage 
space. The industry-wide reduction of 
hens led to a corresponding drop in egg 
supply and an equally predictable price 
increase. It appears as though Pilgrim’s 
Pride is being punished for taking a 
more progressive approach to animal 
welfare and ensuring a healthy feed-
stock.

The company also faces challenges from 
within. In November 2008, a class ac-
tion suit filed by the offices of Howard 
G. Smith on behalf of stockholders al-
leges (among other things) that Pilgrim’s 
Pride materially misrepresented its in-
ability to raise prices sufficiently to offset 
cost increases.

While these issues are likely to be ad-
dressed over time, for now they add salt 
to the company’s wounds.

Faith Is Not a Strategy
Despite these other challenges, Pilgrim’s 
Pride’s real problem is its misguided 
business strategy. When the company 
took a heavily leveraged position and 
acquired Gold Kist for $1.1 billion, the 
result was an astonishing 10:1 debt-to-
earnings ratio. With high debt comes 
high debt repayment. According to Bo 
Pilgrim’s 2007 autobiography, “[the] 
Lord had foreordained the deal.” Now 
lenders are all but foreordaining a return 
on their investment. 

Faith as a personal strategy will find 
many supporters, but as a business strat-
egy it is hard to defend. Bo Pilgrim 
seems unable to distinguish between 
the two. According to his 60-second 
business plan, which he unfortunately 
teaches at Howard Payne University in 
Brownwood, Texas: “God, first. Fam-
ily, second. Company, third. And Sales, 
fourth.”   

The higher price of feed has a significant impact on 
the expense of raising chickens. In 2006, feed costs 
constituted roughly one-half the expense of raising a 
chicken, but jumped to roughly two-thirds in 2008.
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Putting customer needs last in the list of 
business priorities has once again proven 
to be disastrous.

Customers Should  
Be the Focus
Contrast Pilgrim’s Pride’s strategy with 
P&G’s, which is also coping with in-
creased commodity costs, a rising dol-
lar, currency fluctuations, and reduced 
growth estimates. Unlike Pilgrim’s Pride, 
the company has managed to push 
through a series of price hikes, which 
have resulted in larger than nor-
mal price differentials between its 
products and those of its competi-
tors. 

These larger differentials have 
had the economically predictable 
result of eroding market share. 
Yet, the erosion has not been 
complete. Some customers have 
traded down from P&G’s premi-
um offerings to its mid-tier prod-
ucts (e.g., switching from Tide to Gain 
laundry detergent or from Pampers to 
Luvs diapers). To convince shoppers that 
its products are worth the higher price, 
P&G is shifting its advertising spend to 
emphasize value. 

Manage the Value Proposition 
to Manage the Price
Here lies the contrast between P&G 
and Pilgrim’s Pride. The former is tak-
ing the time to explain to customers 
why its brands and products are worth 
the prices being set for them. Pilgrim’s 
Pride, on the other hand, appears to be 
ignoring customers, putting them last 
on their list of priorities. 

Pricing power doesn’t arise by faith 
alone. Managing customers’ perceptions 

and ensuring that the value proposition 
delivers on its promise takes work, but 
yields results. 

To cite a tome Mr. Pilgrim likely knows 
well, “Show me your faith without 
works, and I will show you my faith by 
my works.” (James, 2:18)  

Perhaps he needs to revisit this passage.
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Contrast Pilgrim’s Pride’s strategy 
with P&G’s, which is also coping 
with increased commodity costs, a 
rising dollar, currency fluctuations, 
and reduced growth estimates.




