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Thank you John for that warm introduction. Ladied gentlemen, good evening. It is a
tremendous honor and privilege to be speaking &ettee Economic Club of Chicago. And
thanks to you Mellody Hobson and President GraageyBar inviting me.

Before | share some of my thoughts, | want to shigahank you to each and every one here for
giving up an evening to attend this event. For smmadike me, who fresh out of business school
started here in Chicago 30 years ago, it is inbtedd be addressing the leaders of this great
city. It has a dream-like quality. | stand hereaasxample of the “meritocracy” that exists in the
United States - something that | am grateful famgthing we should all cherish and further. |
know | will do my part.

Let me now turn to the topic | want to discuss witlu this evening. You have all seen the
numbers. In poll after poll, when asked to nameptfodessions that they admire most, people
always say something that we should find discomggrBusiness is not in a good place. This
was not always so. In the 1980s and 1990s, thel@opwod in the United States was that
business was a place of great creativity. Not amgmibhe same leaders who were lionized 20
years ago are now thought to be part of the problem

In the Edelman Trust Barometer for 2010, trust madsparency were more important for
corporate reputation than the quality of servié@sancial return was a long way down the list.
You won't be surprised to learn that politicianekd@owest in the ranks of trusted spokespeople.
But CEOs are near the bottom. That's not good n&aswhat happened over the past 2
decades? Did other professions just trump CEOs@i@CEOs sink into disrepute due to their
own actions?

I would like to posit that CEOs are ranked low ubjic esteem because some CEOs failed to
manage for the long-term when short-term pressuegs acute. We meet tonight in the visible
shadow of a terrible crisis. It was only two yeag® that capitalism, as we know it in the
Western world, went to the edge of the precipiaeabee of an excess of risk-taking. Our
capacity to understand the risks we were takingaudstripped by our ingenuity in devising new
ones. But why were these risks taken? | thinkd€sause many were chasing short-term goals,
short-term profitability, short-term compensatitdany CEOs just forgot that they were the
trustees of an economic system.

So, this evening, | want to talk about what | thiskhe defining leadership task of our time - the
search for the right balance between the demanteafhort-term and the responsibilities we all
have to the long-term. | want to briefly discussattve mean by the short-term, discuss the
forces that got us to this point and suggest hownight strike the right balance for the future. |
then want to lay out what companies and Boardsloaon their own, starting right now. | will
close talking about what PepsiCo is doing to acdmmphis balance.

My talk today comes with a simple but heartfeltgpl€he business community has to earn back
the trust and credibility that was lost. It's goitegtake awhile, but it is important that we arle al



seized with a sense of urgency about this issue o many lives and livelihoods depend on
this. We cannot afford to get it wrong again.

Let’s start by clarifying what we mean when we tablout short and long-term events. Time is
linear, stretching out endlessly and the line betwine immediate and the distant is arbitrary.
Ancient civilizations used to think that the loreg+h described the unfolding of many centuries.
Modern agriculture and industrial societies, whisled a fixed calendar and calculated time
more precisely, took the pace of life up a notcamdcratic politics introduced a further short-
term bias. Democratic dispute, which is the lifeldl®f a free society, does mean that
democracies struggle to deal with long-term issligke needs of your constituents are pressing
today, then the big infrastructure projects williaky have to wait until tomorrow.

In business, the definition of the short-termfi@rything, even more severe. The investment
community, without quite meaning it, has stronglydred short-term thinking. Many years ago
the belief was that investors buy shares of busgsand prosper over time as the company
grows profits. In fact, in 1960, holding periods &hocks were almost 9 years. In 1990, holding
periods were just over 2 years. Today, they hauengtto less than 9 months. Too many
investors have become almost like speculatorsrigagtiggles on a stock chart, in hopes of
selling shares at a higher price to other speadatithin a few quarters.

The technology revolution has meant they can a@hstinct, in an instant. Real-time global
news and financial updates are available rounaltiek, so it is not surprising that analysts
demand visible change four times a year. 24/7 meglify the smallest missteps forcing
corporate leaders to be constantly on guard. Tisgyeecious little time to pause and think.
Attention spans are short, time is money, and tiseagpremium on speed.

These trends are not doing CEOs any good eithere Th post is getting shorter and shorter. In
1999, the average tenure as a CEO was nearly 18.y#83n2006 it was only just over eight. 40%
of CEOs last no more than two years in the job,tarmbver of CEOs has grown by 60% in a
decade. If we carry on like this we’ll be leavirgsoon as we arrive.

These are profound forces in the modern world, diogrin upon us, demanding instant
decisions, making the pursuit of short-term goakns perfectly rational. This combination - of
media pressure, investor pressure and politicalspire - has brought us somewhere unintended,
to a point where the balance between the shorthentbng-term has been lost.

Now, let me be clear, an excess of long-term tinigkiould be just as bad, in a different way. If
we didn’t have the discipline of commercial presstiven the corporate world would not be the
engine of efficiency that it is. Competition is se®, immediate and tough but it's a powerful
system for unleashing innovation. If we spent all tme worrying about the distant future we’'d
never get round to the things we have to do, to8ay’m definitely not saying we need to throw
out the short-term and replace it with the longreNo, this is all about balance.

So, what should we do? The need for change isragtyeurgent. Well, let me say straight away
that there is no single answer to this questiomreompany, in every country in the world,
needs to work out its own way. The right balanc& something that will drop out of a
calculation in a spreadsheet — it's a fine judgmBat let’s not allow the fact that we are all
different to be an excuse for inaction. At the mamaot acting is a greater risk than acting.



There is a mood for action against the excessbasihess in this nation at the moment. Never
mind that each one of us will no doubt be thinkitiglid no wrong. That's not my company
you're talking about.” I've no doubt we are all ig

We can choose to act and participate in the chdragas inevitable, or just stand firm and have
regulation imposed on us. But, let’s not kid owssl| regulation isn’'t always subtle. It often
does not differentiate between good and bad compamagement. At times, it does not single
out renegade sectors either. Think back to whapd¥agd after Enron. The Sarbanes-Oxley Act
was introduced in haste. It was useful in some waysit added bureaucratic regulation to the
system and may not have addressed all the prolileahg was intended to fix.

So, | think we, as business leaders, need to@tagrogram of action. Let me be clear, there are
many systemic issues beyond individual firms thesichto be addressed especially as it relates to
the financial sector. | want to focus my commerggeton firm level initiatives. They are not
100% of the solution, but they are a good stdrave three thoughts to offer, most of which we
can start working on right now. | want to stresat timney are more about attitude inside
corporations and boardrooms than they are aboigypdlhey’re about how we think about what
we do.

That's why the first and most important thing we cio is to change our narrative about what
companies are for and what they exist to do. Aga&l#gis, we need to rediscover our higher
calling. For a long time, the doctrine of shareleoldalue, which has had some distinguished
advocates, dominated Western economies. Compaei@essgen as instruments to make money,
lots of it, as fast as possible.

This is not a description of a company. It is dazdure. A company is not an engine for the
short-term. It is a complex organism and it doesfloat free of society, free of long-term
obligations. John Quincy Adams, among many otlagtgocated the joint-stock company “as a
‘truly republican institution’ that allowed invesént by ‘the poor, females and children, the
widow and the orphan.” Perhaps the greatest forelgerver of American traditions, Alexis de
Tocqueville, understood that “private interest andlic interest meet and amalgamate” in the
company. With all the eloquence of de Tocqueviliespite of the short-term thinking that
dominates capital markets, we need to go back teertie case - the case for the true vocation
of the public company.

The second thing we can do is to change the walgage The only way to reconnect with
people is to offer leadership that is authentidl iardriven by a higher purpose. Leadership
needs to stress the long-term even if that invodbest-term pain. We live in a skeptical age in
which trust has to be earned not demanded. Institgitboth public and private, now relate to
individuals in a wholly new way. This is not at teepense of shareholders, this is in defense of
shareholders.

The old way was like the ancient model of the urgeePolitical, commercial and civic
institutions held both the power and the knowleddey were at the center of the known
universe, the sun around which everything revolvde public was trusting but disempowered.
People orbited around their institutions with nosethat they could shape the course of the
solar system in which they were just small planets.



Today, we live after the equivalent of the Copeani®evolution. Today, the public are the
golden planet at the centre of the system. Wetigialns and corporations, encircle them, trying
to gain their attention and win their trust. Ane tnly hope that we have of winning trust is if
we articulate a clear purpose. We have to set oldaa path to the long-term future. We must
also consistently demonstrate progress on that path

To do so, we need metrics that measure sustaipabi@rmance and which capture the sense of
a wider purpose. For example, there is a greatafeatangible value in assets such as
reputation, the capacity to innovate, and a comeminto social well-being. In the end, they feed
through into performance but they will not be captlin the dry arithmetic of economic value-
added, calculated on a short-term basis. Desighiege metrics will not be so easy. As Albert
Einstein once said “Everything that can be couni®es not necessarily count; everything that
counts cannot necessarily be counted.” But thasmlbenean we can’t get somewhere.

The Dow Jones Sustainability Index has devised afsistainability criteria that are an
excellent starting point for this discussion. Imgidn to traditional performance, they look at a
corporation’s code of conduct, its regulatory caanpde programs, its risk and crisis
management; its environmental criteria; its reammchilanthropy, labor practices and

recruiting. There is also an industry-specific comgnt. A food company will be assessed, for
example, on the basis of its brand management,atiagkpractices, and research and
development programs. This is a very good stamaly now be time for all CEOs and Boards of
Directors to think about how to address social jremmental and economic risks in a company’s
public filings.

Third, we need to be as good as we can be withimeua corporate structures. The right balance
between short and long-term will be different feelry company. So, a great burden rests on the
CEO and on the Board of Directors. Each Board n&edsentify and focus on those metrics that
strike the right balance for their companies amghaéxecutive compensation to these metrics.
Its all about motivating and rewarding people tigatrway.

Interestingly, many companies today see the balas@zero sum game. But, when done right,
it is amazing how thinking about the long-term tane short-term benefits as well. A great deal
of this is within our own hands. The paradox offpumd change is that it does not need a
revolution in our structures. It just needs a ratioh in our thinking. | don’t, for one second,
think that any of this will be easy. There are mdifferent ways up the mountain. But | want to
leave you with a sense of the particular approadhe balance of long and short-term that we
have adopted at PepsiCo.

Let me give you some background. With revenueseafly $60 billion, PepsiCo is the largest
food and beverage company in North America ancg#oend largest in the world. We employ
285,000 people world wide and 110,000 in the USt ifuthe Chicago area, we employee 3,500
people. We have a large portfolio of products. Bigier cent of our portfolio is made up of
products we call Fun For You or Better For Youodurcts such as Pepsi, Diet Pepsi, Mt Dew,
SoBe Life Water, Propel, Lays, Doritos, Fritos, Sthips, Cheetos and Tostitos — the world’s
most loved brands. The other twenty per cent isemglof products that we describe as Good
For You — healthy products such as Tropicana, Quaks, Naked Juice and Gatorade for
athletes.



Over the past 10 years, we have delivered 7% amauahue growth, 8% percent annual profit
growth, and 12% annual EPS growth. Between 2002808, we returned $37B to
shareholders through share repurchases and digdEnetty good performance I'd say.

Besides our financial performance, PepsiCo hasyaslWwaen a company known for adapting its
business model to the emerging realities of thekatgrlace. For example, in the U.S., we were
the first to diversify into a whole range of nordmanated beverages way back in 1991. We were
also the first to eliminate trans-fat from all amack products in 2003. Even though it cost us
quite a bit to make this change, we did so becauskelt it was the right move for consumers.
Over the past 10 years, recognizing changing coaslifastyles, we have built a $10B Good

For You businesses. In the last three years, we &igwificantly increased our investment in
R&D to enable us to bring more science-based ptsdoadhe marketplace. | would like to say
that as a company, we are pretty good at delivestogt-term results while investing for the
long-term.

Three and a half years ago, when | became CEOnteddo articulate how our company should
manage itself over the long-term. We encapsulatedhmughts in a simple phrase -
Performance with Purpose. Performance was alwaykféiblood of PepsiCo. We were
committed to delivering top quartile financial reta and have been doing so for several years.
But we went a step further. We laid out additiostabrt and long-term performance goals for
ourselves that included metrics related to ourgrarnce in the eyes of our retail partners, our
consumers and of course our investors.

On Purpose, we articulated three planks - Humatasability, Environmental sustainability
and Talent sustainability, which together laid the roadmap for PepsiCo’s future. Purpose in
PepsiCo is not corporate social responsibilityhia traditional sense. It is not focusing on
performance during the day and doing good deedbeside. In fact, we have to execute our
purpose objectives in order to deliver performance.

Human sustainability is about changing the balaiair portfolio to offer consumers a range
of high quality, enjoyable and wholesome foods bederages. It is about addressing the twin
problems of over nutrition and under nutrition. Aitté about providing people with options to
manage their portions, nutrition education, andsieyg programs to encourage physical activity.

Environmental sustainability is about investingihealthier planet by reducing water usage,
increasing recycling levels, minimizing our cardootprint, engaging in sustainable farming
and helping communities in every country in whiol @perate in the areas of water
conservation, efficient agricultural methods anct@asing access to safe water.

Talent sustainability is about creating an envirentrwithin PepsiCo where our employees feel
they can bring their whole selves to work. It i®aballowing our people not to view PepsiCo
just as a place where they can make a living lplé@e where they can have a life as well. It is
about building a diverse workforce where our emptpase reflects our consumer base.

Why articulate Performance with Purpose? Why maleeyehing so explicit? It's because | felt
strongly that as a company with a market cap n#@08B, we were indeed a little republic. As a
food and beverage company, we had a role to pfayeimcing eating and drinking trends. We
had to be responsible stewards of the environnmehpeovide livelihoods and lives for all our



people. And, consistent with the definition of @fcicompany, we operate with a license from
society and we owe every society we operate intaaficare.

Interestingly, Performance with Purpose has sighaeur employees that we recognize that
they are first wives, husbands, mothers, fathemsghters and sons and citizens of every
community and country they live and work in. Thashunleashed their deepest emotions and
brought them closer to PepsiCo. It's becoming iditrlg clear that what we are doing with our
portfolio, the environment and our people has onpleyees saying they not only love coming
to work at PepsiCo but they are also really prauldd part of PepsiCo. Performance with
Purpose has also been a great recruiting tool.ddege campuses across the world, young
people want to come to work for PepsiCo becausstarel for something that resonates with
them.

What is particularly gratifying is how, in threeashyears, Performance with Purpose has
galvanized PepsiCo. In every country, in every oheur businesses, you will see great
examples of Performance with Purpose in actiois.Woven into the fabric of our company and
has become our guiding mantra. The two strande €dimmercial and the ethical — are so
wrapped together now that we could not subtractvati®ut damaging the other.

Performance with Purpose is now moving from thentiguand business level to the brand level.
Let me give you an example - the Pepsi RefrestePrdiate last year, when the Pepsi brand
team was planning its activities for 2010, theyided to take Performance with Purpose to a
new level. Through purpose, which in this caséésdupport of communities, we were
successful in getting the message of brand Pepso@ansumers. We did not link this program
specifically to purchase, but brand equity scoocebfand Pepsi are significantly up.

Three years after it was first articulated, we hiakeen Performance with Purpose to a whole
new level. We recently published our long and shkemi goals and commitments to our
shareholders, to our consumers, to the environm@oyr employees and to all the communities
in which we operate. Performance with Purposeptbenise of PepsiCo, is on our website is our
first step to lay out our metrics and report on pragress.

And, as | said earlier, its all about rewards aswbgnition of our people. So, our executive
compensation programs are tied to our short angiierm metrics. 1/3 of our annual bonus is
based on the delivery of strategic objectives wihihlargely linked to human, environmental
and talent sustainability. Soon, we plan to pegriign of our long-term performance share
awards for senior executives to select metricswondn sustainability. And, we do our best to set
aside time in every Board meeting to discuss pssyoa long-term initiatives. Navigating
through the challenging economic environment hagdeniiadifficult to always strike the right
balance, but, it appears we have the necessatipldiscnow in place.

We are not immune from criticism, by any means.ré&lage skeptics and cynics who say this is
all a marketing gloss. But we will remain commitestd steadfast. We know that staying strong
in spite of the critics is what will deliver shdgrm results and long-term value. It is what will
allow us to hand on what we inherited — a durablagany, set for the future.

So, let me close by referring to a book called@esil’'s Dictionaryfrom 1906. Ambrose Bierce,
the author, made the following entry under the t&arporation:” “an ingenious device,” he



wrote, “for obtaining profit without individual resnsibility.” A few times over the past century,
his satire appears to have come uncomfortably ¢to#iee truth. Let us commit together that we
will rewrite the definition of the corporation oneed for all.

Like the characters in the Hindu epic, the Ramayeaitalism has the ability to assume
different forms for different times and differerdtions. Clearly, the Western capitalism that
dominated the last years of thé"2@®ntury has suffered a severe jolt. But, out efwieckage of
the old, the new is struggling to be born. We dblack the knowledge to improve our world.
Neither do we lack the need. If we fail, it will because we lack the will. We cannot say yet
quite how it will look, but together we, as corperéeaders, as members of Boards of Directors,
can bring it about.

There is a telling proverb which says, “if you wamknow your past, look into your present
conditions. If you want to know your future, loako your present actions.” Ladies and
gentleman, it's down to you. It's down to me. ilewn to all of us.

Thank you so much for your attention this evenlhfas been a privilege to speak to you.



