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Interview with
PepsiCo’s CEO
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Soft Drink Market Share
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pepsi. Pepsi Lay’s
¥ » Mountain Dew Doritos
" ]S et T . O, Gatorade Quaker
i@ # Q'!_S'p Q pepSI .bsm @ Tropicana Cheetos
Diet Pepsi Ruffles
up Tostitos
Mirinda Fritos
Lipton Walkers Crisps
Aquafina
Pepsi Max
Brisk
Sierra Mist
Diet Mountain Dew Source: PapsiCa FY14 Annual Raport
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Revenuein U.S. dollars

PepsiCo’s net revenue worldwide from 2007 to 2018

(In billion U.S. dollars)
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As CEO, | visit a market every week to see what we look like on the shelves. |
always ask myself—not as a CEO but as a mom—"What products really speak
to me?” The shelves just seem more and more cluttered, so | thought we had
to rethink our innovation process and design experiences for our
consumers—from conception to what's on the shelf.
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Every time | tried to talk about design within the company, people would
refer to packaging: “Should we go to a different blue?” It was like putting
lipstick on a pig, as opposed to redesigning the pig itself. | realized we
needed to bring a designer into the company.
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x

It's much more than packaging. We had to rethink the entire experience,
from conception to what's on the shelf to the postproduct experience.

There's

a fine line between innovation and design. Ideally, design leads to

innovation and innovation demands design.
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First, | gave each of my direct reports an empty photo album and a camera.
| asked them to take pictures of anything they thought represented good
design. What did you get back from them?
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After six weeks, only a few people returned the albums. Some had their
wives take pictures. Many did nothing at all. They didn't know what design
was.
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» OFRZ X2 X|L|(Mauro Porcini)& e}

We did a search, and we saw that he'd achieved this kind of success at 3M.
So we brought him in to talk about our vision. He said he wanted resources, a
design studio, and a seat at the table. We gave him all of that. Now our
teams are pushing design through the entire system, from product creation,
to packaging and labeling, to how a product looks on the shelf, to how
consumers interact with it.
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H A| AII}0|0{(Pepsi Spire)

Let's take Pepsi Spire, our new touchscreen fountain machine. Other
companies with dispensing machines have focused on adding a few more
buttons and combinations of flavors. Our design guys essentially said that
we're talking about a fundamentally different interaction between consumer
and machine.
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We basically have a gigantic iPad on a futuristic machine that talks to you
and invites you to interact with it. It tracks what you buy so that in the
future, when you swipe your ID, it reminds you of the flavor combinations
you tried last time and suggests new ones.
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It displays beautiful shots of the product, so when you add lime or cranberry,
it actually shows those flavors being added—you experience the infusion of
the flavor, as opposed to merely hitting a button and out comes the finished
product.
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We have to do two things as a company: Keep our top line growing in the mid
single digits, and grow our bottom line faster than the top. Line extensions
keep the base growing. And then we're always looking for hero products—
the two or three big products that will drive the top line significantly in a
particular country or segment.
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Mountain Dew Kickstart is one of those. It's a completely different product:
higher juice content, fewer calories, new flavors. We thought about this
innovation differently. In the past we just would have created new flavors of
Mountain Dew.
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But Kickstart comes in a slim can and doesn't look or taste like the old
Mountain Dew. It's bringing new users into the franchise
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We make a portfolio of products, some of which are “fun for you” and some
of which are “good for you.” We sell sugary beverages and chips, but we also
have Quaker Oats, Tropicana, Naked Juice, and Izze. We're reducing the salt,
sugar, and fat in the core products. And we've dialed up the good-for-you
offerings because societal needs have changed.
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It's been a long time since you could talk about sustainable
competitive advantage. The cycles are shortened. The rule used to
be that you'd reinvent yourself once every seven to 10 years. Now
it's every two to three years. There's constant reinvention: how you
do business, how you deal with the customer.
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We've given our people 24 to 36 months to adapt. | told everyone
that if they don't change, I'd be happy to attend their retirement
parties.
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We watch how they act in our global meetings and whether they
include design early in the process. We see how much innovation,
influenced by design, is being put into the market.
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When | became CEO in 2006, | did a series of town hall meetings
with employees. Few said they came to work for a paycheck. Most
wanted to build a life, not simply gain a livelihood. And they were
well aware that consumers cared about health and wellness.

“2006'A0]| CEO?} &|11 LEM XM= RES2 o A2
Ef2 2 0|ES 7IRSLICH 25S jea 1 YITh= AfE2
12| U0, LT = Thed| AAIS /XIS | 20t afs
SEOP|E HE. 5|11 AH|XFF0| A2 EL| A0
.*_IJC:J )LI:|_-_|_|_ *"*'E Xt 0|-—| OIO-IJ—I__Q_ "

(4/6)



02 BA|29| C|XIQl 82

off ‘YEAIZ12] 22t =5

We realized we needed to engage our people’s heads, hearts, and
hands. We had to produce more products that are good for you. We
had to embrace sustainability.
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Purpose is not about giving money away for social responsibility.
It's about fundamentally changing how to make money in order to
deliver performance-to help ensure that PepsiCo is “good”
company where young people want to work.
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For me, a well-designed product is one you fall in love with. Or you hate. It
may be polarizing, but it has to provoke a real reaction. Ideally, it's a product
you want to engage with in the future, rather than just “Yeah, | bought it, and
| ate it.”
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