THE BUSINESS’S COMMERCIAL SUCCESS SUBSTANTIALLY DEPENDS UPON: RED FLAG NO.

Offering high-speed delivery such that it places pressure on warehouse workers and

logistics workers in the “last mile.”

RED FLAGS IN THE VALUE PROPOSITION

Such as: -+ Retailers offering free or low-priced express delivery to consumers in ways that place unreasonable time or wage pressure
on logistics workers

« Logistics providers that rely on low wages and precarious labor
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B(G) HIGHER-RISK SECTORS:
e Online retailers

« Logistics Providers

—@ KEY QUESTIONS FOR LEADERS TO ASK OR BE ASKED:

- How does the company understand what the true costs of delivery are once decent working conditions are factored in, and where
those costs are reflected in the company’s pricing model?

+ (Retailers) Does the company know whether it incentivizes consumers to ask for extremely short delivery times, without informing
them of the potential decent work implications?

» (Retailers) How does the company know whether its model leads in practice to logistics providers placing unreasonable time or
wage pressures on individual workers?
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RISK TO PEOPLE

THE BUSINESS’S COMMERCIAL SUCCESS SUBSTANTIALLY DEPENDS UPON:

Offering high-speed delivery such that it places pressure on warehouse workers and

logistics workers in the “last mile.”

RED FLAG NO.

RED FLAGS IN THE VALUE PROPOSITION

&) RISKS TO PEOPLE

« Risks to people arise when the business models of retailers or
logistics companies do not appropriately factor in the human
cost of delivery. Labor cost is the most significant cost within the
“last mile” (the movement of goods from a transportation hub to
the final delivery destination), and is the process step on which
logistics providers often focus to gain competitive advantage
(McKinsey & Company 2016).

. In many cases, consumers do not wish to pay for delivery, but at
the same time assume that retailers are aware of, and factor in,
the human cost of delivery; retailers are often in fact unaware,
and pass this cost on to the logistics providers. In turn, logistics
providers — incentivized to compete on price and speed of
delivery — frequently pass the human cost of delivery onto
workers.

« Pressure on Wages and Conditions: Where retailers and logistics
companies compete on delivery costs, “final mile” workers, as
well as workers in warehouses, have faced below living wages,
charges for missing work and denial of holiday and sick pay (Right
to enjoy just and favorable conditions of work). The gig economy
has been embraced by the logistics sector; human rights impacts
can arise where the gig economy intersects with vulnerable
workers, and particularly where companies classify workers as
self-employed to avoid employer responsibilities and costs and/
or are denied the right to bargain collectively (Right to enjoy just
and favorable conditions of work, including equal remuneration
for work of equal value; Right to an adequate standard of living
(through decent remuneration); Right to join trade unions and the
right to strike).
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Risk of Injuries and to Health: Drivers and cycle couriers can face
increased risk of crashes due to pressures to deliver more goods,
faster, with resulting risks to their health and lives. The effect

is exacerbated where retailers engaging independent delivery
drivers decline financial responsibility associated with crashes,
despite exercising control over factors such as destinations,
deadlines and routes. (Right to life; Right to health; Right to an
adequate standard of living).

Pressure on Family Life: As retailers offer more and faster
delivery options, including late night delivery, workers can see a
reduction in time spent with family, and often do not see wage
conditions reflecting this reality. (Right to family life).

Vulnerable Workers: Migrant workers can be particularly
vulnerable in the logistics sector, especially when working for
subcontractors who enter the retail value chain to meet seasonal
demands (Right to enjoy favorable conditions of work). Impacts
are exacerbated where migrant workers pay fees to recruitment
agencies that place them in situations of unsustainable debt, tying
them to a particular agency or job. (Right not to be subjected to
forced labor).

Job Impacts from Automation: New technologies and increased
automation impacting business models in the delivery sector can
lead to large scale displacement of workers. Risk of human rights
impacts can arise where this is not executed with planning or
support for upskilling or redeployment of workers. (See Red Flag
21 for further information on large scale or rapid automation).
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https://www.mckinsey.com/~/media/mckinsey/industries/travel%20transport%20and%20logistics/our%20insights/how%20customer%20demands%20are%20reshaping%20last%20mile%20delivery/parcel_delivery_the_future_of_last_mile.ashx
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Offering high-speed delivery such that it places pressure on warehouse workers and

logistics workers in the “last mile.”

RED FLAGS IN THE VALUE PROPOSITION

) RISKS TO THE BUSINESS

« Business Continuity Risks: Same-day and instant delivery is likely to form 15% of the market by 2020 (McKinsey & Company 2016). As the
percentage of retail companies’ revenue derived from online sales increases, retailers who have not resolved risks in their business model
associated with this red flag face considerable disruption if this leads to work stoppages amongst logistics workers or consumer boycotts.
Investing in capacity building by and with logistics providers with respect to worker rights makes business sense.

+ Reputational Risks: As logistics workers face overwork and poor pay and conditions to meet cost and speed requirements, risks of
impacts that create reputational and ethical challenges for both retailers and logistics companies increase. Investigative articles examining
the conditions of logistics workers, naming both logistics companies and retailers, have been increasing in the UK, Germany and other
markets.

« Operational Risks: The value chain may become more complex and higher risk from an operational perspective as logistics providers
outsource to sub-contractors to meet unreasonable requirements of price or speed.

» Legal Risks: In some cases, logistics companies relying on contract labor are being determined by the courts to in fact have an
employment relationship with logistics workers: in June 2018, an employment tribunal in the UK found 65 Hermes Parcelnet couriers to be
workers, and not self-employed contractors. Reasons included the fact that workers had limited scope to negotiate their pay and terms of
contract.
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https://www.mckinsey.com/~/media/mckinsey/industries/travel%20transport%20and%20logistics/our%20insights/how%20customer%20demands%20are%20reshaping%20last%20mile%20delivery/parcel_delivery_the_future_of_last_mile.ashx

THE BUSINESS’S COMMERCIAL SUCCESS SUBSTANTIALLY DEPENDS UPON: RED FLAG NO.

Offering high-speed delivery such that it places pressure on warehouse workers and

RED FLAGS IN THE VALUE PROPOSITION

logistics workers in the “last mile.”

§11) WHAT THE UN GUIDING PRINCIPLES SAY:

*For an explanation of how companies can be involved in human rights impacts, and their related responsibilities, see here.

Retailers:
« Where a retailer’'s own business model facilitates or incentivizes logistics providers to impact the human rights of warehouse and/

or logistics workers, it is considered to contribute to the impacts. Where the retailer takes serious steps to avoid facilitating or
incentivizing these outcomes, but impacts nevertheless occur in connection with delivery of the company’s products, the retailer may
be considered not to have contributed, but to be directly linked to the impact.

Logistics Providers:

«  Where logistics providers pay workers below a living wage and deny decent working conditions they cause human rights impacts.

»  Where impacts occur at the level of a logistics subcontractor, the logistics provider will at a minimum be directly linked to the impacts;
it will contribute to impacts if its business model or practices incentivized or facilitated them.

POSSIBLE CONTRIBUTIONS TO THE SDGS:

Addressing impacts to people associated with this red flag can contribute to, inter alia:

DECENT WORK AND SDG 8: Decent Work and Economic Growth
ECONOMIC GROWTH

- Target 8.8 on protecting, “labor rights and promot[ing] safe and secure working environments for all workers, including
migrant workers, in particular women migrants, and those in precarious employment”; and
- Target 8.7 on eradication of forced labor.
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https://www.businessrespecthumanrights.org/en/page/345/integrating-and-acting

TAKING ACTION

THE BUSINESS’S COMMERCIAL SUCCESS SUBSTANTIALLY DEPENDS UPON: RED FLAG NO.

Offering high-speed delivery such that it places pressure on warehouse workers and

logistics workers in the “last mile.”

RED FLAGS IN THE VALUE PROPOSITION

DUE DILIGENCE LINES OF INQUIRY:

Retailers:
+ What processes does the company have in place for identifying the presence and extent of risks to the human rights of workers delivering
our products resulting from the demands placed on them? Do we set expectations for logistics providers with regards to working

conditions?

- Do we engage with logistics providers on the issue of working conditions for workers delivering our products and seek genuine feedback
on whether and how delivery terms and expectations may create unreasonable pressures?

. Do we reward logistics providers for measures that ensure the protection of workers’ rights, or do we, in practice, consider only speed and
price?

- Do we engage at the industry level to put in place common measures that avoid retailers competing on delivery terms that place pressure
on the human rights of logistics workers?

Logistics Providers:

How do we assess the true cost of delivery, once decent working conditions are factored |, and how can we integrate this into prices?
« Do we seek genuine feedback from our workers about their experience providing our services, through channels they can trust?
- Do we have in place policies and processes to provide decent working conditions? How do we embed these and track our progress?

- Do we have a channel in place to discuss with retailers the human costs of delivery, and retailer pressures that impact workers/working
conditions? Can we create one either individually or in concert with industry peers?
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TAKING ACTION

THE BUSINESS’S COMMERCIAL SUCCESS SUBSTANTIALLY DEPENDS UPON:

Offering high-speed delivery such that it places pressure on warehouse workers and

logistics workers in the “last mile.”

RED FLAG NO.

' MITIGATION EXAMPLES:

Logistics Providers :

- Engagement Beyond Employees: Following the death
of a driver, DPD conducted a strategic operational
review, including a consultation with UK drivers, obtained
independent, external advice and rolled out a driver code in
2018. DPD UK introduced new self-employed worker contracts
aimed at providing “all drivers the flexibility to move between
different employment statuses including employed, Owner
Driver Workers and Owner Driver Franchisees.” (See further
DPD CSR Report 2018, p. 19).

» Royal Mail: Engages the government in relation to better labor
standards across the industry.

«  Ombudsperson System: Hermes Parcelnet has adopted a
Code of Conduct and developed a Social Compliance Model
to underpin the embedding of its Code. As part of this, the
company created a Panel to hear courier complaints and
appointed a Business and Human Rights Ombudsperson who
provides a) recommendations to the Panel on remedy for
human rights-related complaints and b) suggestions to the
audit committee for strengthening the company’s policies and
processes.

*Mitigation examples are current or historical examples for reference, but do not offer insight into their relative maturity or effectiveness.

Retailers:

There is limited information on good practices at the retailer-
level with respect to this red flag, particularly with respect to
addressing the effect of retailers’ own practices.

« UK Logistics Initiative: A small group of retailers joined
together to address working conditions at their final mile
delivery logistics partners. This has involved using collective
leverage to open up a conversation between logistics
providers and a credible independent third party and a
workshop with retailers to discuss the findings of those
conversations, to develop a common understanding of the
risks to people and to take action individually and where
appropriate collectively. This is an informal group, convened
by Shift in partnership with the British Retail Consortium.

- Capacity Building: Marks and Spencer conducts risk
assessments and audits of logistics providers. The company
also brought logistics providers (amongst other suppliers) to
its Modern Slavery and Human Rights Conference, offering
capacity building with respect to modern slavery, including a
toolkit for suppliers, and a reminder of M&S expectations (See
M&S 2017 Human Rights Report, p.21).
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https://www.dpd.com/group/wp-content/uploads/sites/77/2019/06/20190619_DPDgroup_CSR-report-2018_EN.pdf
https://triponelconsulting.com/2018/10/26/have-you-ordered-online-this-week-lessons-learned-from-hermes-parcelnets-approach-implementing-its-code-of-conduct/
https://triponelconsulting.com/2018/10/26/have-you-ordered-online-this-week-lessons-learned-from-hermes-parcelnets-approach-implementing-its-code-of-conduct/
https://corporate.marksandspencer.com/documents/plan-a-our-approach/mns-human-rights-report-june2017.pdf
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) ALTERNATIVE MODELS:

Logistics Providers: In a groundbreaking step for the gig economy, logistics provider Hermes Parcelnet engaged in a recognition
deal with GMB Union pursuant to which self-employed workers can choose to become “self-employed

plus” and receive benefits such as holiday pay, negotiated pay rates and union representation. In exchange, workers agreed

to follow delivery routes specified by Hermes Parcelnet rather than delivering parcels in any order. (See IHRB 2019 for more
information).

—c:jjf ) OTHER TOOLS AND RESOURCES:

« Business and Human Rights Resource Centre website “Express Delivery” topic.

+ McKinsey & Company (2016) Parcel delivery: The future of last mile - Travel, Transport and Logistics.

« BSR (undated), 10 Human Rights Priorities for the Transport and Logistics Sector.

Case Example(s):

« In 2018 the Guardian reported that a UK driver missed three medical specialist appointments to avoid GBP150 daily penalties for
missing work, and later collapsed at the wheel and died.

+ In Germany it was reported that migrant workers from Eastern Europe who were recruited by agencies to deliver parcels for or
in the supply chain of large retailers during the Christmas rush, were receiving below minimum wage and not enjoying decent
conditions of work.

This resource is part of Shift’s collection of Business Model Red Flags, developed as part of the Valuing Respect Project and generously funded by Ministry of Foreign Affairs
Finland, the Norwegian Ministry of Foreign Affairs, and Norges Bank Investment Management. Learn more at: shiftproject.org/valuing-respect 7
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https://www.ihrb.org/focus-areas/information-communication-technology/the-gig-economy-doesnt-have-to-be-an-exploitative-economy
https://oxfamilibrary.openrepository.com/bitstream/handle/10546/620452/dp-fair-value-food-supply-chains-110418-en.pdf?sequence=7
https://www.mckinsey.com/~/media/mckinsey/industries/travel%20transport%20and%20logistics/our%20insights/how%20customer%20demands%20are%20reshaping%20last%20mile%20delivery/parcel_delivery_the_future_of_last_mile.ashx
https://www.bsr.org/reports/BSR_Primer_Human_Rights_Transport_Logistics.pdf
https://www.theguardian.com/business/2018/mar/26/dpd-to-offer-couriers-sick-pay-and-abolish-fines-don-lane-death
https://www.handelsblatt.com/today/companies/courier-rights-the-dark-side-of-germanys-online-shopping-boom/23694948.html
http://shiftproject.org/valuing-respect



