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Thank you for joining us today. Before we begin, you should be aware that
relevant information relating to this podcast and the products and services
we are about to discuss are available at the end of this recording and on our
website at www.us.hsbc.com.

Welcome to the Hexagon Briefing: A Global Perspective from HSBC. Each
episode, we'll bring you our insights on key financial topics. You can learn
more about insights and research offered by HSBC on our website at
www.us.hsbc.com.

I'm your host, Jose Rasco, and thanks for joining us today.

Today, we're going to cover the topic of activist investing. How does it play
out in both public and private markets? And what does it mean for you?
We're joined by Jeff Cherry, Founder and Executive Director at Conscious
Venture Lab. And he is here to help me unpack all of that.

This podcast was recorded on Wednesday, August 4, 2021.
Thanks for joining me. And let's go.

Today, you know, for our weekly topic, we'd like to discuss the woman's
wage gap. Now you've heard about a lot of social issues, especially over the
last couple of years. And what we've seen play out globally is there is unrest
within social groups, between genders, between all kinds of religious and
ideological groups. Obviously that's not new. What is new is the fact that we
have data now to allow people to express their point of view and to express
their discontent with what's happening. One of those areas is the women's
wage gap. We've heard a long time about how women are paid less. For the
same job as a man, even though they're just as qualified as the men. And
now we have data from all kinds of groups internationally, domestically that
have quantified this phenomenon and have made it clear that in fact, closing
that wage gap should not be viewed as a negative, but should be viewed as a
positive because we're taking a very large percentage of our labor force and
if we are underpaying them and | think that in the U S the number
approximates 20%, so women make about 20% less than men for the same
job, given similar skill sets.

Now, if you look globally, that number, it really varies. In some countries it's
very low, in some countries it doesn't exist. And in other countries it's much
higher. So as you can imagine, it ranges and it ranges based on all different
kinds of criteria all over the planet. Now, what we've discovered is, and we're
going to talk about these themes, these social themes in the sustainability
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matrix continuously. And one of the big issues, as | mentioned is women's
wage gap is all about the empowerment of women. And we're seeing that
women increasingly are being given board seats. They are being included
more in the upper levels of management of corporations. Now, obviously
getting their opinion and getting their advice. And we've seen repeatedly over
the years, that companies that are more inclusive and more diverse, tend to
outperform their competitors, which makes all the sense in the world
because you're not selling to one group you're selling to the broad
marketplace and you have to have inclusive ideas that are diverse because
you have to understand how to attack the marketplace as an economic
competitor.That is now playing out more in the financial markets.

Now, if you look at this woman's wage gap issue, it has been estimated by
all kinds of sources that if we increase wages and we put women at rates
that are comparable to those of their competitors from the male side of the
equation, a lot of people have said, well, that's going to cause inflation. Well,
yes. It's going to raise wages until you get to equality. But the flip side that
nobody talks about is that the economy and wages are all done in nominal
terms, which means it includes inflation. So yes, we will have some wage
inflation or acceleration as you pay women what they are truly worth.

But the other side of the equation is GDP goes up. And as GDP goes up and
the economy grows, you also have people who now have more purchasing
power. And if you are in tune with that group, which in this case is women,
and you are marketing effectively to that group, you as a marketer or as a
company, looking for them to buy your stock or bond in the financial markets
can benefit because they now have more purchasing power. I've seen
estimates that GDP in the US Could be three to $5 trillion higher than the
estimates vary, obviously, and those are big ranges, but that's more than
10%. You're looking at 15, 20% of the economy. This is a big number. So at
the end, end of the day, it's a social issue, but it's a social issue that plays out
economically and is going to play out in the financial markets. So as
investors, you need to be in tune with what's going on, where it's going, and
how it can affect us in terms of products and services we buy and more
importantly for your investment portfolios. So this is not something that
should be viewed as something that could hamper economic and financial
performance. It could enhance it and you need to be in tune with those
trends so you can invest appropriately based on the risks you're willing to
take.

All right. So we're going to stop there, but | think long story short, the
empowerment of women and closing that women's wage gap is an
imperative for us economically, socially, and increasingly in financial markets,
it will have a major effect. All right, guys.

As | mentioned earlier today, we're going to talk about, talk about activist
investing and what is it? What does it mean? How's it going to play out in
public and private markets and, and what's the opportunity set there for you?
So we're going to try to talk about this theme. And we brought somebody
who happens to be an expert at that thankfully, and his name is Jeff Cherry.
He is the Founder and Executive Director at Conscious Venture Lab. And he
is here to help me unpack that and much more. So Jeff Cherry, welcome to
the show.

Hey Jose. Nice to be with you again, and thanks for the invitation.
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Thanks for joining us. Now, Jeff, we've talked to our clients before about the
concept of sustainability and, and sustainability has so many monikers, right?
It's ESG. It's impact investing. It's SRI. It's 20 different names that goes under
it. Often determined by the asset class you're in and often determined by
what you're trying to accomplish, but the concept of making or achieving
good financial returns and doing the right thing used to be disjointed. They
are not anymore. And | know you have been a big proponent of this since I've
known you, which is a long time, | think more than a decade, and long story
short, the concept of doing good and making good money are no longer
disjointed they're together.

Now, the ESG framework for those of you who are not familiar with it is
important. And the whole concept of sustainability is really something that
goes across markets. And if you think of. Achieving financial success as a
family or as a business, the concept of sustainability and developing a
business model that is sustainable over multiple generations is really crucial
for families and corporations. And it's true for the country as well and for the
planet. So what we find is that a lot of companies are now tuning into this as
more of us are saying, "Hey, we want to achieve both financial and social
gain”.

Now, ESG framework is what underlies this whole thing. And clearly the data
set is important. So the E is environmental and that's where we're going to
talk about the energy transition from the petrochemical space to other things.
We're going to talk about wind and solar and geothermal and all kinds of
other opportunities in energy creation and in the environment. Carbon
Neutrality. How do we trade carbon credits? We're going to get an alt all of
these things in future shows, but the environmental portion is obviously
huge.

Now, the S is social and we have written about it extensively over the past
few months. And that ranges from, in terms of topics, everything from the
empowerment of women, the racial issues we have in many countries, not
just the US in many countriespriv Socioeconomic differences. So | think it's
important to focus on that social issue. And in fact, if you look at what the
Biden administration has done in their infrastructure plan, there is a physical
component, in other words, bridges, roads, and tunnels. There's a digital
component. You know, we're going to bG, we're going to go to 6G. We're
going to use drones and robotics and all the digital things we need to do.
And the incorporation of digital security in digital and physical items, right?
Because as devices begin to talk to each other more and more every day, you
need to have more security. So that's all part of that infrastructure story. And
the third leg of that infrastructure story is social. He called it in human
infrastructure. We had the digital divide. We have pockets of our population
in this country that do not have the requisite tools to go become employed in
this new emerging digital economy. And we need to build those tool kits up
so that people, can be employed, make more money, and it's the rising tide
that lifts all boats. It makes things better for everybody.

The third leg after environmental and social is G, is corporate governance.
Right? So if you look at corporate governance is not a new thing, it's been a
tool that's been around, you know, generations, right? And investors monitor
what companies are doing and how they're managing their books and their
business. But now the corporate governance piece is becoming much more
activist and much more involved and much more focused on what are you
doing with the E, the environmental? What are you doing with social,
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diversity, inclusion, board seats? These are all things that are being
incorporated now into that corporate governance piece. So that's the data set
that sits on top of all these issues.

Now, Jeff, we brought you to talk about one thing in particular, but the whole
data set is available, so we could be here for days, | think. But one of the
things we saw earlier in the year in the public equity markets was we saw
that certain equities were driven to levels that people didn't think they were
going to get to. Right. And so we saw a lot of volatility around particular
stocks because there were activist investors out there saying, "No, we like
this company. We like the way they do business. We like this business model
and we're going to drive this stock up because we like it”. And they kept the
stock prices. And it became very volatile right now. The other piece of this is
as not just individuals, but as pension funds and other major institutions,
right? Continue to buy into the ESG, sustainability, impact investing
concepts. And as the money that pours into these funds and these
opportunities continues to rise, you will get more of a shift and Company A
verses Company B. And if Company B is doing what people believe in and
they, and they do things based on a value set, I'm agreeing with that's the
activist alpha that I've been talking about for months.

Jeff, can you give us from your perspective, what do you see in terms of
activist alpha in terms of the markets consumers versus the corporate sector?
Give us some thoughts, please.

Yeah Jose, as you said, we could be here forever talking about this, but it's
really interesting. Something that you said caught my eye and that normally,
you know, back in the day when you and | first met, when | was on the
street, you know, doing the public equity stuff, we ran a hedge fund. We
thought about activist investing as investors that were investing in the
company to try and get that company to change their perspective. Right.
Change the way that they do business. But now we're getting, you know,
different, | think, different colors of different nuance of activist investors. So
like you said, a bunch of stocks being driven up to heights that some people
didn't think that were sustainable because of investors and how they felt
about those companies.

And then you want it when we talk about this notion of activism, because
we're seeing more money go into institutions and institutions are caring, or
institutions have to care about what society cares about. So | think that that's
sort of where this conversation is going right in that, it used to be, we
assessed the question, can you do good and do well at the same time. Now
we think that's the wrong question, right? Or wrong way to think about this.
We think that the, the right sentiment is if you're not doing good, you're
going to be much less likely to do well. That's because this is where society
is going. This is what people are because of the internet, because of the
aging of society, moving the sort of center of gravity away from what | can
get to what | can do and how that center of gravity has then impacted the
younger folks in our society. We're all looking at we want to do business with
people who we know and we like, and who we care about, who care about
the same things that we do. So we're always talking about, wherever | want
to work? Who do | want to work for? Who do | want to bring into my
community? And now who do | want to invest in? So | think it's a huge wave
of that's coming. | have no idea. We talk about there's trillions of dollars
moving into this space. That depends on who you talk to. Those numbers are
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different, but it's really unsaleable that this is happening and we have to pay
attention to it.

And, and | think you hit the nail on the head Jeff. Honestly, my first meeting
on wall street was a meeting for a very large oil company and Carl Icahn was
taking over the company and it was, that was activist investing. Because he
felt they had too much cash on the balance sheet and they weren't putting
their cash effectively to work. And therefore returns to shareholders could
have been better if he were on the board. And that was activist investing
then.

Today activist investing to speak to some of those individual issues, women's
groups, LGBTQ groups. Look at different minority groups in this country like
the Black Lives Matter movement. Or look at Hispanics. Look at Asian
Americans. These are groups that are coming together and creating
economic change because they're employed and buying products. Right. But
to your point, now they're driving change in the financial markets. So can you
give us a couple of examples of some of those changes that you've seen in
either the public or the private markets.

Well, | think that I'll talk more about the private market because as you know
Jose, has that been out of the public markets. Although | do pay attention
obviously, but spending a lot more time in the private markets. And | think
you look at things like investors are all sort of looking at what's the purpose
of this business beyond making money? Is it something | can get behind?
Right? Because the investors understand that customers care about that and
communities care about that. So businesses that are that lean into purpose
are likely to outperform their competitors and create more value. So you have
all sorts of, we've gotten in our fund, we're getting people asking us for side
letters to report on things like culture and purpose of the organization. And
not just carbon footprint. So you're getting all these changes that are
happening.

Another one that | just talked about, culture is a huge one, right? Everyone is
trying to figure out different ways to understand in the public and private
markets, | believe, you know, employee engagement and culture at the
organizational level, because we simply believe that back in the 80s, there
was a book written at Harvard, the Service Profit Chain, right. And the long
story short is you take great care of your employees. They'll take great care
of your customers and you make a lot of money. Well, that's really sort of
starting to blow up and people are thinking about the organizational culture.
How do we interact? How do you know internally? How do the employees
interact with each other? How they interact with management, how do they
interact with the suppliers? How they interact with customers and that's
driving, clearly driving value.

Now lots of people think about that and they shake their head and they say,
"Yeah, we've always known about that”, but we never really tried the
measure. And we're getting much better. First of all, a lot more people are
trying to measure it. We're getting better at measuring it. And | think that
we're also thinking more critically about what cultures do we want to
support? What types of cultures? You know, we're moving away from
command and control. We're moving towards more egalitarian and
meritocracy and cultures, and there's all sorts of things that are all sorts of
different, management models that are blossoming because of this. So |
think it's a really interesting question and it's an interesting time to be an
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investor because | was having a discussion with someone about this
yesterday, that if | have a better way to understand the culture of an
organization, | have asymmetric information that other investors don't have.
And if we want to go back to the very beginning and talk about activist
investors. | haven't, | actually don't think of ourselves, our fund as being
activists. But when | think about how you laid this story out in the beginning,
clearly we are because we invest in the model through the Conscious
Venture Lab accelerator, where we're training companies to think differently
about the practice of capitalism and about how they develop cultures and
purpose, and if they don't want to operate.in The way that we're training
them to we're less likely to invest. So in that way, we are an activist investor
in the in the traditional, you know, | never thought about it, but in a
traditional sense of the word, because we're starting from the very
beginning, from day one, we're usually the first professional money into
these companies. We're starting from day one saying, "Here's what we want
to see if we're going to invest”. Right?

Regardless of whether it's a good idea of product or service, you want to see
a certain cultural backdrop that you're going to be comfortable with. In other
words.

Absolutely. Because you know, what we believe is that, in the, in the private
space, we really believe that ideas are a dime a dozen. There's a lot of smart
people out there. So we're going to see lots of really interesting ideas. And at
the end of the day, the only thing that really matters is execution. And from
our perspective, execution is built on culture and purpose.

Now years ago you were involved, cause you're a lot more scholarly than you
give yourself credit for my friend. You were involved with an effort that talked
about, and | think the name of the book was Firms of Endearment, looked at
communities or consumers, | should say, relative to the corporate sector and
companies that quote-on-quote "did the right thing”, had lower customer
acquisition and retention costs. Is that still a part of this model? Because
clearly you're driving cultural change in, in startups. but is there still that
mathematical dynamic that, that plays out in this?

100%. We're not doing this just to do it, right? | mean, yeah, we think it's the
right thing to do, but we also think it's the right thing to do because it drives
performance. So if we think about, you know, if you have great relationships
with your employees and you've developed a really sort of dynamic and
purpose-built culture, what do we get? We get discretionary effort from those
employees. We get them to do more than we paid them for. Right.
Everyone's looking for that.

In the old world and the command and control world, we think we get you to
do more by just, you know, yelling at you or by putting more rules in place.
But we know that that's not the way. So all of these things we do from
culture employee engagement, the way we deal with suppliers, right? If we
have a very mature, communicated, communicative, and authentic
relationship, suppliers, what are we going to get? Our suppliers are more
likely to bring us innovation and to take those innovations to our competitors.

So you can look at all of the things that we look at. All of the stakeholders,
employees, suppliers, customers, community, think about community. If we
are perceived and sometimes, it is perception part of our job is to, you know,
the separate, the pretenders from the contenders. But if we're perceived as
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being a great community member as an organization, as a company, what do
we get? Well, the community doesn't raise barriers to entry, and barriers to
entry are expensive. So you can look at all of these things that we talk about,
how we treat employees, suppliers, communities, customers, even
shareholders. And you can tie that directly back to what we call friction in the
business model or eliminating friction in the business model and friction is
always expensive. So yeah, absolutely. We're, we're thinking about those
things all the time Jose.

All right. So we're going to get you an activist investor hat, an activist alpha
hat. Now Jeff, let me talk about something else that's near and dear to both
of our hearts, which is technology. And if you look at 5G, 6G, the concept is
continuous consumption. You and | can be in the same car driving together
to the mall and if you look at your phone, not while you're driving, we're in an
Uber together. Okay, and we're both looking at our phone, going to the mall.
And guess what, you're going to get different ads because you're richer than
me and you buy better stuff than me, or, you know, so we're going to get
different and that consumer is going to be hit by different ads and different
promotional opportunities, which again, speaks to the differences in social
mobility, in what your views are, what your value set is. So does technology
in fact enable a lot of social change? Because there's been so much
negativity about social media and in the invasion of privacy and all that, but
could it also enable through these models? And the near-field
communications and things where they can distinguish the difference
between Jeff Cherry and Jose Rasco. Is that an enabler as well?

Look, | think that you're right about that Jose, right? | mean, there are
upsides and there are shadows to everything, all this stuff we're talking
about. So if you're talking about technology, | mean, one of the things Raj
Sisodia was the author of Firms of Endearment, which | was a consultant on
as you pointed out. One of the things that Raj talked about in the book is that
a lot of the reasons why this is happening is the transparency that's being
driven by technology, social media, the internet. So at the end of the day,
that's a really good thing because these organizations can't keep us in the
dark, like they may have at one time. Right? | mean, back when you and |
were in New York, someone said, "We're gonna raise fees on, ATM fees” and
then the Twitter blows up. And then those organizations have to say, "Hmm,
well maybe we can rethink this”, right? So does this trans, there's a power
dynamic, a shift in the power dynamic, right? Where the, where we as
society, as consumers, have much more information and that's given us
more power. Now, the dark side is right. The shadow is all of the things that
we talk about about privacy and the fact that we're being served up different
ads and how does that all happen? And I'm sure we've all, we've all
experienced that. So yeah, both of those things are happening, but | think,
point, on balance, the development of technology has been a good thing for
driving organizations to think more holistic, more authentically, about the
practice of capitalism and the way we do business.

It's funny because last night my wife and | were talking about our dogs who
had some digestive issues and we were talking off the cell phone, right?
About these new dog foods that the vet had recommended and she picks up
her phone and there's an ad for the dog food so it's not big brother. It's
everyone is listening, but long story short. So the opportunity, the activist
alpha is here. And that's one of the distinguishing characteristics, Jeff, which
| talk to clients about all the time. If you think the market's going to be up X
percent a year, whatever that is, whatever your bogey is for your investment
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portfolio. You have to keep in mind that there are people out there, whether
it's the empowerment of women, LGBT, different racial groups, different
religious and ideological groups, they are driving social change through
economic power and financial market capital raising ideas. And we haven't
even talked about NFTs and cryptocurrencies and all those things, which we
don't want to talk about, but that world of finance is changing. Decentralized
finance is going to change it even more. So the word for the client, that we're
telling our clients is activist alpha is here. You will see stocks will be driven by
much more than just financial profitability. They will have to be affinity
marketing, and they will have to reach out to the community that they want
to attract as consumers and investors. Right. Is that a fair summary
statement here?

| think a 100%, | would go back to something we said in the very beginning
that if you're not doing this, you're going to be less likely to do well. Right. |
say, if you're not doing good to me, less likely to do well, but exactly as
you've just said it, Jose. That this activist alpha is here and it's here to stay
because of all of the transparency, all of the technology, all of the things that
we care about. Those things are moving in this direction. So if organizations
are not paying attention to that, they're going to pay a price. And the ones
who are paying attention to that are going to be much more competitive in
their space. And that's where the activist alpha comes from.

And they will be rewarded in terms of the economic marketplace, sales,
profitability. And also in the financial markets, private equity, as well as
public markets.

Absolutely.

All right, my friend. Listen, we could keep you here for days. We will invite
you back in the fall as you're always insightful and engaging. So thank you
for your time. And we look forward to continuing this conversation in the
next couple of months.

Always great to be with you, Jose. Thanks for having me. And I'm happy to
come back anytime.

Thank you. All right. Well, that was a great conversation with Jeff Cherry,
who, you know, again, Founder and Executive Director of Conscious Venture
Lab. And | think it's important to reiterate to you guys that what is being
discussed here is the concept of activist alpha and what is changing in
society. People are not willing to be spoken to anymore. They're speaking to
the companies that they want to buy products from. They're speaking to the
companies they want to invest to. So we're not going to be passive and sit
back, we're going to be active and speak, and that is manifesting itself in the
marketplace. And you can see it every day with the use of social media and
these new technologies that are just beginning to be deployed. You will see
more and more individually focused and targeted products and services that
speak to individual groups via income strata, whether it's religious,
ideological, gender based, LGBT. I've talked about this a million times and
even different racial groups. And you'll see it work out in the economy. But
we are more and more going to see that factor into how we value the
investments we put our money into. We are going to, my catch phrase with
investors has always been, "Let's get to the point where your money is
working harder than you are”, and now people want their money to drive
change, the change they believe in. That's the activist alpha. We've seen it
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play out in public markets. We've seen it play out in private markets and it is
just beginning. Something to keep an eye on, something we'll keep coming
back to, but do not discount it because it is there and it should help drive
financial market performance. As we go forward. All right. So thank you for
your time.

Thank you for listening to the Hexagon Briefing, A Global Perspective from
HSBC. I'm your host, Jose Rasco.
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