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AMAZING FACTS AND FIGURES

“Climate change” leads the list by far of the most prominent 0
global challenges among respondents in Asia (China, India) — 70 /0
of end consumers surveyed there say it belongs to the most serious
problems facing the world. (Green Trends Survey, p. 46)

The number of GoGreen CO; neutral shipments by
Deutsche Post DHL almost quintupled from 2008 to 2009 -

from 145 million to 704 mI”IOh (p. 48)

Starting in January 2012, aviation will be the first transport-related
industry to be included in the EU Emissions Trading System. (p. 65)
Additionally, the European Union’s “Single European Sky 11"
package is expected to deliver carbon emissions savings of up to

12%.67

Companies rated best-in-class in terms of environmental,
social and governance practices outperform low-sustainability

companies by up to 8% (p. 61)

63 % of business customers believe that logistics
will become a strategic lever for CO, abatement.
(Green Trends Survey, p. 46)

253 m | I | |On tons of packaging is used annually in

the consumer industry — half paper, half plastic. Production
of the paper requires 7 million trees to be felled. (p. 84)

Please see main text for reference to external sources.

Delivering Tomorrow



84 % of consumers in China, India, Malaysia and Singapore
say they would accept a higher price for green products —
compared to only 50 % in Western countries. (p. 78)

Aerodynamic drag is responsible for 40 % of the fuel
consumption of heavy duty trucks at motorway speeds. (p. 114)

Out of 1 62 b| I | IOﬂ tons of truck emissions in

Europe, roughly one quarter are caused by trucks running
empty — often due to legal requirements. (p. 94)

In 2009, the logistics industry generated roughly 1 0 %
of Europe’s GDP. (p. 33)

While trucks represent just 20 % of the entire
Deutsche Post DHL vehicle fleet, they account for 80 %
of the Group's road emissions. (p. 110)

38 % of risk managers consider the availability and
price of fuel and power as one of the top future risks for
companies. (p. 58)

Up to 80 % of warehouse energy consumption
is due to lighting. (p. 122)

Towards Sustainable Logistics = 9
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Dear Reader,

Delivering Tomorrow

Deutsche Post DHL touches the world. With our network of
almost half a million colleagues, we span the globe, reaching
nearly every corner of our planet. As a global logistics company,
we are a vehicle for market and trade growth from Asia to the
Americas, from Europe to Africa. Our company influences and
affects the world in which we operate. But we are equally affect-
ed and influenced by trends and developments around the globe,
be they economic, political or societal in nature. This is why, at
Deutsche Post DHL, it has always been vital that we understand
and address factors that form the future.

This report, “Delivering Tomorrow: Towards Sustainable Logis-
tics,” is the second publication from Deutsche Post DHL to look
to the future and follows the publication of the global Delphi
study — “Delivering Tomorrow: Customer Needs in 2020 and
Beyond” — last year. It focuses on what shapes not only the logis-
tics industry, but decisively influences our common future. And
this report will very likely not be the last publication of this kind.

But why focus on sustainable logistics? In a global survey com-
missioned parallel to this report, we found that climate change
is the most prominent concern of citizens around the globe
when asked about the most pressing challenges we face. In short:
sustainability matters a lot to people. And it is important to

us — so important that providing sustainable solutions has been
integrated into our corporate strategy (“Strategy 2015”). We are
also confident that this will increase our — and our customers’ —
competitiveness.

Sustainability — with an emphasis on reducing carbon emissions —
is in fact already a central aspect of how we do business. Under
our GoGreen label, Deutsche Post DHL was the first logistics
company to offer carbon-neutral shipping services, and to pub-
licly commit to a clear-cut carbon efficiency goal.

I am sure that the pursuit of sustainability will transform the lo-
gistics industry. At the same time, the logistics industry, with its
unique position all along the supply chain and its expertise, can
offer important assistance to many sectors as they progress towards
a low-carbon economy. Logistics can help foster sustainability.



The pledge to make a positive contribution to the societies in
which we operate is an integral part of Strategy 2015. We want
to be part of the solution when it comes to lowering carbon
emissions. This report shows that this will not be without chal-
lenges. There is no “silver bullet” technology that will solve all
the problems overnight.

Change is never easy to achieve. Beyond showing the challenges
and possible solutions, one goal of this report is to stimulate
debate, be thought-provoking and, yes, at times, controversial.

I am particularly happy to see many customers and external
contributors — all of them renowned experts in their fields —
sharing their points of view in this publication. My sincere
thanks to them — and to my colleagues within Deutsche Post
DHL who have dedicated their knowledge, time and resources
to produce this report.

You can react to change, or you can proactively shape the fu-
ture. Given its special role in local and global economies, the
logistics industry has a lot to offer societies calling for sustain-
ability. T hope this publication is an enjoyable and stimulating
read, and also makes its own contribution to moving forward
towards a more sustainable future.

With best wishes,

Frank Appel
CEO Deutsche Post DHL

Towards Sustainable Logistics
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Introduction and Executive Summary

Delivering Tomorrow

“Towards Sustainable Logistics” addresses business and opin-
ion leaders, but also anyone interested in the question of how

to reach a more sustainable logistics industry. In this present
report, we seek to get a deeper understanding of the challenges
and create awareness of what can and should be done in the
pursuit of sustainability. No doubt, climate change is a serious
challenge. At Deutsche Post DHL, we recognize that the logistics
industry is part of the problem, but we are sure that the sector
will also be part of the solution — given that it is a strategic sec-
tor both in terms of wealth creation and carbon abatement.

This publication was developed with the support of numerous
experts from across Deutsche Post DHL and its divisions. Many
authoritative external experts have contributed their viewpoint
on topics that are closely connected to the objective of mitigat-
ing climate change and promoting sustainable logistics. Deut-
sche Post DHL customers supported the report, providing their
stories of success in significantly reducing CO, emissions.

To broaden the focus of this paper, we also commissioned the
Green Trends Survey. This representative survey examined the
expectations of two important stakeholder groups — business
customers and end consumers — and revealed a great deal of
readiness to make choices in favor of sustainability (see p. 46/47
for details). And, the survey showed that a change in mindset

is taking place not only in industrialized countries, but also in
emerging markets like Brazil, China or India.



Sustainability - A Word About the Word

According to the 1987 Brundtland Report, sustainable develop-
ment is “development that meets the needs of the present with-
out compromising the ability of future generations to meet their
own needs.” The authors of “Towards Sustainable Logistics”
are mindful of the fact that sustainability is a broad concept,
one which encompasses environmental, economic and societal
aspects. But in common usage, sustainability generally refers to
being environmentally responsible, and this aspect is the one
the present report focuses on. Certainly, climate change, driven
by man-made greenhouse gas emissions, is the most pressing
challenge we face.! Therefore, the authors concentrate on the
aspect of how carbon emissions can be reduced. What might not
appear satisfactory from a broader perspective on sustainability,
is a deliberate editorial choice.

1 The Point of Departure

Two essays on the nature of the very concept of “sustainability”
launch the debate — highlighting the challenges it poses to com-
mon sense, the mindset it requires and the strategies we have

to make it possible.

Clemens Beckmann, until recently Head of Inhouse Consulting
at Deutsche Post DHL and now Head of Innovation at the
Group’s MAIL division, explores in the opening essay the idea
of “sustainability.” While the concept was first outlined in the
early 18 century in the context of forest management, in
today’s complex societies, it needs to be discussed as a threat
management approach: how to avoid risks that imperil the
existence of future generations.

Sustainability can only be attained by

optimizing seemingly conflicting targets — Sustainability can only be attained by
not by maximizing a single target, optimizing seemingly conflicting targets —
Beckmann points out. He moves on to not by maximizing a single target.

describe four potential challenges that

acting sustainably poses to the human

mind: the problem of measurability, the discrepancy in time
between incurring costs and reaping the benefits, the diverging
probability assessments, and the asymmetric distribution of
benefits of and damages due to unsustainable behavior.

!In this report, the term emissions refers to carbon emissions.

Towards Sustainable Logistics
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Sustainability equals approaching challenges through holistic,
contextualized thinking, which, however, has become alien to
today’s short-term orientation in both politics and business,
writes Otfried Hoffe, Professor of Philosophy at the University
of Tubingen. As a remedy, he sees the need for leading personal-
ities to be equipped with prudence, esprit de finesse and a strong
capacity for good judgment. Hoffe proposes three strategies to
deal with the sustainability challenge: the “Genesis strategy”

of increasing human knowledge and capacities; the “Noah strat-
egy” of taking all necessary precautions to avoid a worst case;
and finally the “prophetic strategy” of calling forth fundamen-
tally new ways of behavior and living. Adapting to this way

of thinking, Hoffe concludes, would lead to a cultural change
towards an energy-saving lifestyle and, eventually, could bring
about the implementation of a stable and efficient worldwide
legal system.

2 The Logistics Industry’s Role in Sustainability —
and Vice Versa

The concrete, manifold relations between logistics and sustain-
ability are explored by Katharina Tomoff, who heads Deutsche
Post DHL GoGreen activities, the central environmental depart-
ment of the Group. Along with the worldwide web provided by
the Internet, logistics — the material web spanning the globe —
provides the key drivers of increasing participation, employment
and growth in today’s globalized economy. As a result, logistics
create roughly 9% of global GDP.

Given that supply chain and logistics

The logistics industry is of equal strategic processes are deeply embedded in value
importance in achieving lower CO; creation throughout different sectors and
emissions as it is in terms of economic industries, it is clear that the logistics in-
development. dustry is of equal strategic importance in

Delivering Tomorrow

achieving lower CO, emissions as it is in

terms of economic development. The way
forward begins by recognizing that the logistics industry is a
major source of CO, emissions, accounting for 13.1% of global
greenhouse gas emissions, according to the Intergovernmental
Panel on Climate Change (IPCC, 2007) — although, this figure
also includes passenger transportation.

As the logistics industry is expected to continue growing, so will
its energy consumption and GHG emissions, unless changes are
made. The sector needs to improve its energy efficiency and
develop viable alternatives to fossil fuels, otherwise it will also



find itself ever more vulnerable to the uncertainty of oil supplies,
as well as the increasing price volatility of fossil fuels.

However, low-carbon logistics solutions and flexible transport
modes are not yet widely available. There are few market-ready
technologies or solutions today that can meet the specific needs
of the transport and logistics sector. And, while moving towards
a low-carbon economy also requires cultural change within
companies, it is equally true that governments are still having

a hard time reaching global political agreements.

Nevertheless, numerous business initiatives are underway that
show that emissions reduction also improves cost structures. For
instance, Deutsche Post DHL has committed to improving its
carbon efficiency by 30 % by the year 2020, and is transforming
the way it does business along the way.

In future, for most companies, long-term success will be strongly
linked to more sustainable business concepts. Major trends and
developments in this regard are already shaping the way towards
a more sustainable logistics industry.

3 Trends Towards a Sustainable Logistics Industry

In the Green Trends Survey, respondents identified climate

change as one of the most serious problems currently facing the

world; the results show that environmental concerns are shared

by people in Europe, Asia and the Americas, alike. Already

today, citizens around the world are not

only concerned about climate change, but

are taking action in favor of more envi- Sustainability is becoming a key buying
ronmentally responsible behavior. Sustain-  criterion.

ability is becoming a key buying criterion.

Consequently, there is growing demand for sustainable logis-
tics products, e.g., offering carbon offsetting. As it turns out,
however, information about energy consumption and eco-friend-
liness of products is often not easily accessible: there is a lack

of transparency. Both end consumers and business customers
expect eco-labeling to become standard over the coming years.
Similarly, companies are establishing carbon accounting schemes
— an effort entailing a series of challenges, as Michael Lohmeier,
Senior Expert from Deutsche Post DHL GoGreen, points out in
a special section dedicated to this topic.

Towards Sustainable Logistics



16

While many still see a contradiction between economic growth
and environmental protection, it turns out that sustainability-
oriented business policies contribute to long-term value creation.
Not only does growing customer demand translate into more
sales, sustainability has become a key success factor in shaping
the reputation of a company. National and local governments
are increasingly demonstrating their willingness to tackle climate
change by procuring “green” products. For business custom-
ers, cost savings are already the second most important reason
to use green transport and logistics services. Once there is a real
price tag attributed to carbon emissions, the environment will be
an integral part of investment decisions. Additionally, financial
markets’ expectations are changing. Since the recent financial
crisis, long-term horizons are experiencing a revival among in-
vestors as companies with “responsible” business practices even
tend to outperform their peers.

Besides consumer behavior and economic drivers, the public
policy framework is, of course, a key influencing factor on the
path towards a low-carbon economy. Various regulatory mea-
sures could contribute to “decarbonizing” transport and logis-
tics in the future. Eliminating legislation
that causes inefficiencies within logistics

Eliminating legislation that causes processes — e. g., restrictions that prevent
inefficiencies is a first and much needed step. ~ the seamless flow of cross-border trans-

Delivering Tomorrow

port by road, rail or air — is a first and

much needed step in the direction of en-
abling more sustainable transport. Beyond these low-hanging
fruits to achieve higher efficiency, economic incentives (such as
R&D funding, on the one hand, and carbon pricing schemes,
on the other) are needed to encourage the necessary changes in
the transport/logistics business. Political solutions with interna-
tional reach are widely considered as vital to ensure a level play-
ing field and prevent “carbon leakage” through the relocation of
carbon intensive industries to countries with lax regulation.

In an excursus comparing different political approaches to green-
house gas reduction, A. Denny Ellerman, the former Executive
Director of the Center for Energy and Environmental Policy
Research at the MIT, advocates market-based instruments. Not
only will they be more efficient and more effective, concludes
Ellerman, but they will also reach every corner of economic
activity and not just those that the regulators designate, how-
ever well-informed and well-intentioned they may be.



In his essay, Detlef Sprinz, a Senior Scientist from the Potsdam
Institute for Climate Impact Research, reviews the history of
climate conferences aimed at achieving a “global deal.” These
were marked most recently by more assertive emerging market
countries defending their economic interests and by reluctance
on the part of Western countries to commit unilaterally to tough
abatement goals. This raises the question of how climate change
can be limited to achieve the so-called 2 °C target. Sprinz presents
an innovative approach to climate change policies, which he
calls the “sandwich solution.” This combines “bottom-up”
private sector initiatives based on innovation, with “top-down”
regulation through joint overall goals, reporting and evaluation
tools, and smart investment strategies.

In a joint contribution, Robert de Souza, Executive Director
and Chief Executive of the Logistics Institute — Asia Pacific, and
Professor at the Georgia Institute of Technology, together with
Zhou Rong, a research fellow at the Logistics Institute, and
Laura Bolton, the Sustainability Director of DHL Supply Chain,
outline the rapidly growing awareness sustainability-related top-
ics enjoy among consumers in Asia. The authors reckon that,
while China recently committed itself to reducing energy con-
sumption per unit of GDP by 40 %-45 % by 2020, more strin-
gent emissions requirements are set to be imposed on the trans-
port sector. Similar trends can be observed across Asia given
that four of the ten countries in the world with the highest CO,
emissions from fossil-fuel consumption are located in Asia. The
authors review ongoing legislative projects in those countries
and take stock of the growing consumer readiness to act more
ecologically. Considerable financial incentives are already being
used today to decrease the continent’s CO, footprint.

4  Sustainable Logistics Solutions

Enriched by a number of customer experiences and further ex-
pert contributions, the fourth chapter reviews both conceptual
and operational logistics solutions with a view to their carbon
abatement potential.

Reporting on his frontline experience, Sander van den Berg,
Director of Supply Chain Consulting and Network Design at
DHL Supply Chain, points out a number of challenges he has
encountered when putting CO; reduction efforts into practice
with customers. While the recent economic crisis shifted atten-
tion from carbon emissions to cost cuttings, the renewed focus
on liquidity also hampered investments with a longer payback

Towards Sustainable Logistics
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period. Van den Berg points out that the responsibility regarding

sustainability in many companies is not clearly allocated and
that departments dealing with it often
measure success using different Key

Urgency will increase once a price tag is Performance Indicators. Urgency will

attached to carbon emissions. increase, however, once a price tag is at-

Delivering Tomorrow

tached to carbon emissions, he argues.

Sourcing, manufacturing and distribution strategies (such as the
optimal network design or the appropriate modal mix) are then
analyzed in detail. To reduce their carbon footprint, companies
can switch to regional sourcing and also alter their manufactur-
ing processes, for instance, by transporting only the basic prod-
uct and customizing it later on demand, near the customer.

Furthermore, the way a distribution network is set up directly
impacts CO, emissions, making distribution strategies a crucial
factor in the set of climate-friendly solutions. Firstly, in order to
achieve a minimum level of carbon emissions, the optimal mix
between transportation and warehousing needs to be found.
Secondly, effective modal planning can decidedly lower carbon
emissions. However, important trade-offs need to be recognized
between sustainability and other objectives that also influence
the decision on transportation modes — such as cost and speed.
Finally, effective route and capacity management helps logistics
companies to become more sustainable and at the same time
save costs by better utilizing their own vehicle fleet.

This important section on sourcing, manufacturing and distri-
bution strategies is followed by an in-depth presentation of the
Group’s advanced “City Logistics” concept by Petra Kiwitt, the
Head of the DHL Solutions and Innovations unit. Given that,
since 2007, more people live in cities than rural areas, new
logistics concepts are needed that avoid congestion, pollution,
low supply chain reliability and growing cost.

Huge strides forward can be made if some systemic changes can
be realized, such as night transportation using noise-free electric
vans or consolidating freight in dedicated consolidation centers.
Dedicated “monopolies” and much stronger collaboration mod-
els are more radical approaches that would need to be aligned
from the start with all public and private stakeholders. A totally
novel idea is the “Bring Buddy” concept, in which city inhabi-
tants — by delivering parcels on their way through the city —
become logistics partners, as part of a “Bring Buddy” network.
Using smartphones as identification and tracking devices, in
future, social networks powered by Web 2.0 and location-based



services could transform into real life networks, where every
member can contribute to a low-carbon lifestyle.

The view that collaboration will open

up huge carbon reduction potentials is Collaboration will open up huge carbon
also a central insight of the contribution reduction potentials.
by Frank Straube, Professor and Head

of the Logistics Department of the Tech-

nische Universitat Berlin, and Stefan Doch, Project Manager at
the International Transfer Center for Logistics at the Technische
Universitit Berlin. Comparing a sustainability-oriented business
policy to the widely accepted concept of total cost orientation,
the authors advocate that companies should take an integrated
view of optimizing carbon emissions along the entire supply and
distribution chain. Standardization initiatives, as a prerequisite
to full-blown business cooperation, will help to build trust and
foster a more collaborative business environment, Straube and
Doch believe.

Taking a closer look at a wide array of operational solutions,
the report focuses mainly on road transport technologies, given
that road transport makes up a major part of CO, emissions
caused by logistics. While hybrid and electric vehicles have al-
ready reached the state of road testing, fuel cell-powered pro-
pulsion still seems to be decades away for logistics applications.

And, while Deutsche Post DHL sees the strong need for alterna-
tive fuels, there are no such fuels available that meet the Group’s
strict sustainability criteria. Therefore, the Group does not
support the usage of currently available liquid biofuels, the
production of which often competes against cultivating food
crops, or leads to deforestation, among other downsides.

Before game-changing powertrain systems are ready for mass
production, and due to slow fleet turnover, increasing the
efficiency of existing means of transportation is key. Improving
the aerodynamics of trucks, for instance, can bring up to

20 % better fuel efficiency. And, while weight reduction using
lightweight materials reduces fuel consumption, increasing
capacity of trucks, leading to fewer vehicles on the road, can
also be beneficial.

The trend towards dematerialization, as witnessed by hybrid
letters in the area of mail, continues with 3D printing as a new
way of desktop manufacturing of even complex objects that
once needed to be transported from far-away sites. While the
impact that 3D printing will have is hard to assess at present,

Towards Sustainable Logistics
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logistics companies can adapt by operating local and regional
production facilities to ensure the availability of high-end

3D printers, to organize the transport of raw materials and to
secure the last-mile delivery of final products.

Complementing innovations in actual transportation, increas-
ing warehousing efficiency is also key to reducing carbon emis-
sions. Given that up to 80 % of the energy used in warehouses
is consumed by electrical lighting, the savings potential becomes
evident.

5 How the Logistics Industry Will Change as it Becomes
More Sustainable: Seven Key Developments

The concluding chapter distils seven forward-looking develop-
ments as the logistics industry transforms itself on the path
towards a carbon-efficient sector. The forecasts made in this
chapter are based on the assumption that current trends towards
sustainability — as described in the third chapter — continue.
This chapter’s seven key developments are probable consequenc-
es if those trends continue and if companies, particularly logistics
providers, strive to incorporate sustainability into their business
models. Furthermore, the chapter draws substantially on some of
the expert contributions to this publication
and benefits from the assessments made in

Logistics counts — it is not a commodity. the Green Trends Survey. Here is a brief

Delivering Tomorrow

summary of the key developments:

1. Logistics counts — it is not a commodity. Logistics is not
only a chief catalyst of global trade and a defining compo-
nent behind value creation — it is also a business of strategic
importance in the move towards a low-carbon economy.

2. Technological change will be achieved through a concerted
drive from companies, governments and financial institu-
tions. Given the higher price tag attached to new technolo-
gies, mutual support and long-term planning by all key
players is essential.

3. Collaboration will increasingly be seen as an enabler to
attain sustainability; even erstwhile competitors will coop-
erate more closely. As carbon emissions reduction becomes
a priority for suppliers, business customers and logistics
companies, cooperative business models will expand both
vertically and horizontally along the supply chain.



4. Business models of logistics companies will change as sus-
tainable innovations open up new opportunities.

5. CO; labeling will become standardized. CO, labels allow
customers to compare green products. Transparency will
raise confidence among logistics customers and end con-
sumers when making climate-friendly choices.

6. Carbon emissions will have a price tag. As reducing carbon
emissions becomes more important for companies, govern-
ments and customers, it will become part of a business’
accounting and decision-making process. This will increase
the demand for a price to be attached to CO, emissions.

7. Carbon pricing will lead to more stringent regulatory mea-
sures. Companies will only accept a price tag on carbon
emissions if governments ensure a level playing field.

Epilogue

In an epilogue, Rainer Wend, Head of the Public Policy and
Responsibility department at Deutsche Post DHL, outlines
how the company is changing its business processes and making
its operations and products more sustainable. GoGreen, the
Group’s environmental protection program, has four main focus
areas: A carbon accounting and controlling system to manage
and measure efficiency improvements, a group-wide binding
target to improve CO; efficiency by 30 % by 2020, numerous
efforts to develop low-carbon technologies and solutions, and
initiatives to mobilize Deutsche Post DHL employees world-
wide. But Deutsche Post DHL is not only changing its own
business practices. With its comprehensive experience, the com-
pany is also helping customers to make their business more sus-
tainable. Thereby, Deutsche Post DHL not only facilitates global
business, but also influences sustainable business practices.

Towards Sustainable Logistics
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1 On Sustainability

Why Acting Sustainably Is Rational — Yet Challenges
the Human Mind
by Dr. Clemens Beckmann

A Question of Systemic Risk

A nobleman from the silver mining city of Freiberg in Erzgebirge
(Germany) seems to be the first to highlight the necessity of
sustainability: Hans Carl von Carlowitz, in his 1713 work,
Sylvicultura Oeconomica. Traveling around Europe, he saw

that the over-exploitation of wood as a resource was an acute
problem of his time. Shipbuilding, because it was a time of war,
as well as mining, consumed entire forests.

Von Carlowitz’s observations appear remarkably progressive,
even today: one should not act only in pursuit of profit in the
short-term, but, instead, should consider the welfare of society
at large. Man can make outsized profits by logging relentlessly,
but in doing so, he will cause irreparable damage to nature.
Rather, wood should be harvested in a manner that strikes a
balance between deforestation and reforestation, so that its
exploitation will be “immerwibrend und continuirlich” (ever-
lasting and continuous). Thus, von Carlowitz revealed the
basic principles of sustainability, 300 years ago.

Towards Sustainable Logistics
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Sustainability in Complex, Risk-Prone Systems

In today’s complex societies, sustainability relates to the actions
of individuals or stakeholder groups in dynamic political, social
or ecological systems. Such systems are characterized by a large
number of influencing factors, which often do not show linear
behavior. As a result, there are extreme states in these systems,
accompanied by strong system destabilization and high risk. A
simple example that demonstrates this phenomenon is road traffic:
at a certain traffic density, rather than a proportional slowdown of
traffic, the extreme state of congestion and standstill occurs.

Modern society has become keenly aware of systems whose
functioning is critical to the survival not only of individuals,
but also of entire populations, or even of mankind as a whole.
Recent examples in the economic sphere include the global
financial crisis and the euro-zone debt crisis, while the Iranian
nuclear standoff is an example in the political sphere. One of
the topics that has gained tremendous attention in recent years
is the threat to the environment posed by global warming, due
to man-made emissions of CO, and other greenhouse gases.

The concept of a sustainability-oriented society is not only
characterized by the quest for prosperity, progress and social
participation by all, without detrimentally exploiting natural
resources. It is also a society that neither creates nor knowingly
accepts risks that threaten its existence or that of future genera-
tions.

Sustainability as a Multiplicative Concept

There is a profound rationality and humanity behind the con-
cept of sustainability. Take, for instance, actions to benefit the
welfare of future generations, or to ensure that the most vulner-
able members of society are not excluded. Put in a mathematical
way, the very rational, basic concept is: when acting in dynamic
systems, all three target dimensions (economy, ecology and so-
ciety) are worthwhile to pursue, but in a way in which it is not
their “sum” that is regarded as optimal, but their “product.”

In other words, no single dimension may be optimized to such
an extent that one of the other dimensions is negatively affected
too much (see figure 01), meaning that certain thresholds need
to be fulfilled. And, the impact on these dimensions must be
considered in the long-term (spanning generations).



SUSTAINABILITY IS A MULTIPLICATIVE CONCEPT
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Fig.01 A balanced distribution of “15 points” leads to a higher overall result

Most people feel that the concept per se sounds promising and
evokes Kantian ethics of doing the right thing, because it’s the right
thing to do (“Always act in such a way that you can also will that
the maxim of your action should become a universal law.”) From
where, then, do the problems of sustainability derive? Why does
acting unsustainably so often appear “convenient”?

Motivational, Distributional and Measurement Conflicts
Pose Challenges

The first challenge is measurability. The three dimensions of sus-
tainable action cannot be measured in the same unit. GDP or
income per capita can be used as a measure of the economy, but
how can you measure the environmental contribution or societal
impact of a certain action? This can often be done qualitatively,
but the results are usually a lot more difficult to interpret. Partic-
ularly when a region is beginning to industrialize and prosper
economically, the ecological and social consequences of high
growth may not be evident or cannot be quantified at all.

In addition, the benefit of an action can often be identified much
easier than the damage it causes. The ecological damage, for in-
stance of the extinction of a species is very hard to quantify. In
this context, the role of the major reinsurers becomes especially
interesting. They are increasingly retained in critical situations
to determine an economic reference value for ecological risks.

The 2006 “Stern Review on the Economics of Climate Change”
attempted to put a figure on the economic cost of climate
change. According to this comprehensive assessment, the eco-
nomic impact of global warming could be at least 5 % of global
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GDP per year in a business-as-usual scenario. In the worst case,
the damage could even be up to 20 % of global GDP, per year!

A second challenge of sustainability — also touched on by von
Carlowitz’s example — is the strong dissynchronicity that often
fosters unsustainable thinking. Success is typically apparent long
before the disadvantages become evident, which sometimes can
be more than a generation down the line. Prompt rewarding
motivates unsustainable behavior, just like the immediate pleasure
of eating sweets often obscures the longer-term risks of cavities
and obesity. This problem is the root of a typical unsustainable
attitude that can be described metaphorically by the classic
expression, “Aprés moi, le deluge.” (“After me, the deluge.”).

A third challenge of sustainability is related to the perception
of reality and probability. The positive effect of unsustainable
actions is conceived of as reality, meaning a high probability of
occurrence, whereas possible significant damage is defined as
residual risk, meaning negligibly small probability.

Nuclear power provides an excellent example, where the benefit
is cheap energy production with low CO, emissions; but there
are well-known problems, such as the unresolved issue of final
disposal of nuclear waste, or the low but real risk of operational
accidents. Chernobyl reveals how events previously considered
as “dangerous, but probability almost zero,” like reactor core
meltdowns, can become reality. Clearly, risks that are severe
enough to harm the whole of mankind should be avoided, how-
ever small their probability is.

The fourth big challenge in the struggle against unsustainable
behavior is the asymmetric distribution of benefit and damage
in terms of target audience and size. For instance, a small group
of significant stakeholders (typically with privileged positions
of power) in a dynamic system may engage in behavior that
benefits themselves, while the damage caused by their actions

is spread among other, often much bigger, stakeholder groups,
and is thus mitigated.

The recent financial crisis provides just such an example, where
promising bonuses incentivized people to act unsustainably in
the financial sector. The resulting destabilization of the financial
system affected almost everybody in the world and the cost of
the global financial crisis was borne not by the bankers or the
financial sector, but by entire populations.



Time for Action

In the ecological sphere, the need for action is increasing.
Through globalization, previously limited local issues can pose
global risks. The pandemics of modern times, such as the bird
flu, or the financial crisis, are striking proof of that. The pace of
technological innovation, which facilitates globalization, further
exacerbates this problem.

In fact, it was the pace of future technological innovations and
their impact on global raw material and energy consumption
that was grossly underestimated by the Club of Rome in the
book, The Limits to Growth. Nevertheless, more than 30 mil-
lion volumes have been sold, raising awareness of the threats
that go along with unchecked economic development.

Clemens Beckmann is Executive Vice President responsible for
the new business department Innovations within the MAIL
division of Deutsche Post DHL since July 2010. After several years
at McKinsey he joined Deutsche Post DHL in 1999 and was Head
of Deutsche Post DHL Inhouse Consulting from 2005 to 2010.

Dr. Beckmann holds a Ph. D. in mathematics (further studies:
philosophy and music).
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PUTTING SUSTAINABILITY INTO PERSPECTIVE

Sustainability — Philosophical Considerations

by Professor Dr. Dres. h. c. Otfried Héffe

The term “sustainability” has become a
buzzword. That is why a philosopher re-
sponds to it first and foremost with skepti-
cism. Nowhere, among the thousands of
keywords and references found in multi-
volume tomes of philosophy, does the
term appear, which is telling. Upon closer
consideration, it becomes clear that an
important challenge has been laid bare
here, a challenge that concerns everything
human: from the individual, to the family,
the company, the school and university, to
the national economy, politics and society
at large.

With the concept of sustainability, we are
confronting a dual issue just about every-
where: that is, that the corresponding
problems can only be solved with perse-
verance and systemically — as part of a
network of challenges and goals that are
interlinked into a system; namely, a unity
and totality articulated by these elements.

In principle, both aspects are familiar to-
day, but in our everyday reality, they have
become alien. This is due to a motley
array of factors. Among them, on the one
hand, is the pressure to change - partially
real, partially only imagined; a business
economics mentality that only thinks in
terms of quarterly reporting periods, or
even shorter timeframes; and, the media
democracy, always looking for new head-
lines and favoring the political fashions of
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the day, combined with information tech-
nology that makes any news available
globally in a fraction of a second. These
and other factors favor short-term actions.

On the other hand, contextualized thinking
cannot be avoided. This knowledge, how-
ever, is integrated reluctantly into actual
work due to the division and specialization
of labor, with ever more restricted spheres
of responsibility, together with the asso-
ciated tunnel vision and jealousies.

Whether it is the general welfare in poli-
tics, company welfare in economics, the
welfare of the patient in medicine, or
happiness in life for individuals — what
matters is that a complex challenge within
a complex totality of multiple, interlinked
factors is perceived and mastered. To focus
on a single or very few aspects and then
to maximize these is to succumb to reduc-
tionism. Optimization, by contrast, is the
preferred methodology. First, you explore
which factors matter overall, then consider
their totality, carefully assess the relative
weight of the individual factors and,
finally, strive to overcome the problem

in an optimal manner that is not insularly
maximal, but holistically ideal.

A number of things are needed for this
purpose, especially from leaders in posi-
tions of responsibility: in response to
increasing specialization, a generalized
competency, including openness and
flexibility, esprit de finesse and a strong



capacity for good judgment; the readiness
to think far-sightedly; and, finally, cour-
age. The reason is that one must forgo
the (only putative) safety of maximization,
which is easier to obtain. Those who only
maximize are not merely narrow-minded
in the literal sense, i.e., intellectually limit-
ed; they are also intellectually timid. Those
individuals who are willing and able to
optimize, however, display independence
and authority.

This authority reveals itself in various
strengths. A philosophy that enumerates
these levels of strength and clarifies them
with examples becomes an eminently
practical and political philosophy. Less
independent and authoritative minds con-
sider tomorrow, while those with a greater
portion of these traits consider the day
after tomorrow, but truly free minds think
to the distant future. Once again, this
characterization applies to all areas of life.
To optimize one’s own life means consider-
ing not only the next few days and weeks,
but also the next few years. To lead your
life with independence and authority as a
whole means that you must also view it

as a whole and orient yourself around a
guiding principle — happiness founded on
integrity.

In politics, less independent and authorita-
tive minds only look beyond the business
of today to the next election. For those
with a greater degree of these generous
traits, a whole generation counts; whereas,

truly free minds consider the children of
their children. Only they are truly enabled
to provide justice to future generations —
a generational justice.

The spirit of sustainability is already in-
consistent with legislators who, through
numerous short-term reforms and counter-
reforms, rob the relevant spheres of life —
be they education and family, school and
university, or companies and other organi-
zations — of the solidity and dependability
that is necessary for longer-term thinking.

Whatever is at your disposal, sustainability
demands that the object concerned — one’s
own life, a company, a commonwealth or
humanity as a whole - be maintained in
such a way that it has future viability. This
task is not fundamentally new, and the
relevant strategies for mastering the task
do not have to be reinvented. What are
new are the prevailing conditions under
which they can be applied.

| have proposed three strategies for the
sphere of politics and these are also suitable
for companies and other areas of society:
the Genesis strategy, the Noah strategy and
the prophetic strategy. The Genesis strategy
derives from the divine command in the
story of creation to “subdue the earth;”

in secular concepts since the early Greeks,
one speaks of the endowment of language
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and reason. Both challenge humanity to
develop future viability, to expand and
deepen this ability and to safeguard it in
its expanded and deepened form.

This challenge is not, for example, only to
be understood technically. It is not enough
to develop means for any kind of purpose.
It is also not enough to become a little
more generous and to serve one’s own
welfare pragmatically. What is required is
the expansion of reason from its individ-
ual-pragmatic orientation to one that is
socially pragmatic — even moral. In relation
to an ever-so contemporary task as climate
protection, this takes into consideration
the whole of humanity and does not
merely include the present, but for the
purpose of generational justice, the future
as well. In order to achieve a success that
is sustainable here, we need an agent that
acts globally and a global legal order as a
framework.

According to the Genesis strategy, human-
ity is able to develop growing competen-
cies, i.e., increasing knowledge and capac-
ities. Nevertheless, humanity will never

be sufficiently armed against all dangers
that threaten it. Take for example, earth-
quakes, seaquakes and volcanic activity.
Even if humanity knows their causes, as
well as what areas are at risk, we will
never know the exact times, places or
intensities of their occurrence. Environ-
mental catastrophes, such as periodic
forest fires in the Mediterranean region,
or the oil spill in the Gulf of Mexico, offer
further examples. However, in these latter
cases, insufficient precautions and circum-
spection played a role.

For these and other incidents, the Genesis
strategy must be expanded and supple-
mented with the Noah strategy. It is based
on insight into the fact that we can pro-
tect ourselves to a great degree against
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many catastrophes. Catastrophes like con-
flagrations and epidemics can be largely
prevented. And precautions can be taken
against others, such as building dikes in
flood-threatened areas and keeping rescue
boats with provisions in reserve.

Two things are required for the Noah strat-
egy: specialized knowledge on the one
hand (of precautions against large-scale
fires, floods, or earthquakes, for example);
and, on the other, the ability and willing-
ness to use and apply this knowledge in

a way that is timely and effective. Institu-
tions are required here that do not retreat
from the covetous glance of real estate
developers and local politicians. In effect,
administrative bodies or other institutions
are called for that can bring the right
expertise into play and bundle this to-
gether in the best fashion. Armed with
the relevant authority and necessary
attitude, they will also have to force
through the requisite expertise against
resistance, if necessary. They will have to
be resistant to corruption and act coura-
geously. With the help of institutions and
individuals of this kind, as well a political
culture that shares a sense of responsibility,
a large portion of catastrophes can be
prevented and those that do occur can be
combated more quickly and the damage
and harm reduced as a result.

A major catastrophe or true calamity
demands even more. It requires its own
strategy — the prophetic strategy. What is
meant here is not the ability to foretell

the future; rather, it is an expectation
based on knowledge that we are imperiled
by a future that is in high jeopardy, but
that can be avoided by fundamentally new
ways of behavior and living.

The climate topic offers a good example
of the need for the prophetic strategy.
It fulfills the most important conditions:



a catastrophe looms on the horizon and

it is highly likely that its victims, human
beings, are partially responsible for it; and
that it can be prevented by a reversal or,
at least, substantially diminished.

What is required is a veritable about-face —
indeed, nothing less than a cultural change —
from an energy-intensive to an energy-
saving lifestyle. Considerations here all
too often move in circles, from climate to
energy, to climate. In reality, however, a
square is needed, consisting of the four
corners of climate, energy, political depen-
dence/independence, and national econ-
omy. An even more appropriate figure
would be a hexagon, which includes the
points of forests and the world population.

Once again, that special kind of reflection
is required, reflection that is simultaneous-
ly systemic and optimizing, and that begins

from the larger context. Not least of all, a
global legal framework, mentioned above,
is needed. Because, without a doubt, the
collaboration of different groups and types
of groups will be required: this means, in
addition to the United States and large
regional entities like the European Union,
companies that act globally as well as glo-
bally active non-governmental agencies.

For these entities to work together, the
previous approaches of international
cooperation —i.e., an increasingly dense
network of international law, several
world courts and numerous international
governmental organizations — are not
sufficient. We need a legal framework that
is as stable as it is efficient — a world legal
system. Only such a system can take on
the additional and, without a doubt, most
important task of sustainability: a lasting,
worldwide peace.

Otfried Hoffe is Professor of Philosophy at the University of Tubin-
gen and Director of the Research Center for Political Philosophy in
Tubingen. He has received numerous awards and distinctions and
has been guest professor and visiting fellow at such institutions

as Columbia University, Harvard University, and Eidgendssische
Technische Hochschule (ETH) Ztirich. Apart from being a member
of various advisory boards and commissions, and serving on the
editorial boards of numerous philosophical journals, Otfried Héffe
is also a senator of the German National Academy Leopoldina.
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2 The Logistics Industry’s Role in
Sustainability — and Vice Versa

by Katharina Tomoff

The Role of Logistics in the Economy:
Creating Opportunities, Fueling Global Prosperity

In the highly interconnected world in which we live, where the
next shopping bargain or international business opportunity
may be just a few clicks away, the transport and logistics
sector plays an increasingly important role. Logistics and
transportation companies not only facilitate the sourcing of
raw materials and supplies, they are also crucial when it comes
to assembling and warehousing products, and in getting the
finished goods to market.

The key role that transportation and logistics plays is as true for
a Nepalese charity generating vital funds by exporting tradi-
tional handicrafts, as it is for a huge multinational automobile
manufacturer with assembly plants and retail dealerships around
the world. Logistics connects people and markets through a
physical network that is just as important as the virtual network
of the internet. It makes the global distribution of the latest
“must have” gadget possible within a precise time window, as
well as enabling the specialized transport of life-saving vaccines
and medicines to field hospitals in remote locations.

Logistics is a key driver of economic growth, wealth creation
and jobs. In terms of its direct contribution to the economy,
logistics and express services account for around 9 % of global
GDP (Logistics Today, 2010). In the European Union alone,
the logistics sector generated revenues of €1 trillion in 2009, or
around 10 % of European GDP (Klaus and Kille, 2008/2009).
At the same time, the transport and logistics sector creates
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growing employment opportunities worldwide. In Germany,
for example, around 2.6 million people are employed in the
logistics industry (around 7 % of the national workforce).

The Environmental Impact of Logistics:
Recognizing the Importance of a Sustainable Approach

Having contributed significantly to economic growth, increased
employment and the creation of a global marketplace, the logis-
tics sector must now equally understand its responsibility for
the environmental impact of worldwide trade and transport —
especially the sector’s contribution to climate change. Just as
logistics contributes to economic prosperity around the globe,
it now needs to help bring about an ecologically sustainable,
low-carbon economy.

A business-as-usual scenario is not an option. The economic
consequences of climate change, with an estimated cost of
around 5 % —20 % of global GDP, have been clearly described
by Nicholas Stern (2007), while the social consequences of the
imminent flooding of entire island nations needs no elaboration.
This climate change scenario does not even include the fact that
the production of the key natural resource currently required
for most transportation — oil — will decline dramatically.

The way forward begins by recognizing that the logistics indus-
try is a major source of CO, emissions. According to the IPCC
(2007), transport, including freight and personal transport,
accounts for 13.1 % of global greenhouse gas (GHG) emissions
(see figure 02)2. The World Economic Forum (2009) calculates
that the logistics industry is responsible for around 2.8 m metric
tons of GHG emissions per year, which is around 5.5 % of
global GHG emissions (see figure 03)3.

Road freight accounts for roughly 60 % of total emissions
from the logistics and transport sector, with over 1,500 mega-
tons of CO;-equivalent emissions. Assessed in emissions per
ton kilometer, air freight today is still the most carbon-inten-
sive transportation mode, even if new generation aircraft are
expected to burn up to 20 % less fuel (see figure 04). The most
carbon-efficient transportation modes of motorized transport
are rail and ocean.

2 Or about 23% of world energy-related GHG emissions as energy production based on fossil fuels
accounts for around 57% of total anthropogenic GHG emissions.

3 Or about 10 % of world energy-related GHG emissions. McKinnon (2010a) comes to similar figures,
estimating that the logistics industry (freight transport including warehousing and goods handling)
accounts for roughly 10 % — 11 % of world energy-related CO, emissions.



SHARE OF SECTORS IN GHG EMISSIONS

Waste and wastewater

Residential and —
commercial buildingg ——— 2.8%
7.9%
___ Energysupply
Transport k
13.1% 25.9%
Agriculture
13.5%
Industry
19.4%
L Forestry
17.4%

Data refer to total anthropogenic GHG emissions in 2004 in terms of CO, eq.
Fig.02 (forestry includes deforestation) [Source: IPCC, 2007]

GHG EMISSIONS OF LOGISTICS ACTIVITIES

Logistics
3,000 ‘ Rail buildings
Air .

freigh freight

2,500 Ocean reight
freight

GHG emissions

(mega-tons CO,e per year)

2,000 Road

freight
1,500
1,000

500

Total mobility emissions:
~2,500 mega-tons CO,e

Logistics and transport activity

Fig.03 [Source: WEF, 2009]

CARBON INTENSITY OF TRANSPORT MODES

Air — short haul

Air — long haul

Road - light capacity
Road - all

Road - long haul
Rail

Sea - short haul

Sea - long haul

T T T T T T T
0.0 0.2 0.4 0.6 0.8 1.0 1.2 1.4

Fig.04 Emissions factors in CO,e kg/ton-km [Source: WEF, 2009]

Towards Sustainable Logistics =~ 35



Over the past decade, the transport sector’s GHG emissions
have increased at a faster rate than any other sector that uses
energy. Globalization and economic growth have driven an
increased need for logistics — a sector that, up to now, has
largely been dependent on fossil fuels. As the logistics industry
is expected to continue growing, so will its energy consumption
and GHG emissions (see figure 05), unless changes are made.
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Although the fuel efficiency of commercial vehicles and aircraft
continues to improve, these gains are more than offset by the
increase in their number and the total distances they travel.

As a result, energy use by the transport sector is forecast to more
than double by 2050, compared to 2000. If the transport and
logistics industry does not improve its energy efficiency and
develop viable alternatives to fossil fuels, it will find itself ever
more vulnerable to the uncertainty of oil supplies as well as the
increasing price volatility of fossil fuels. Additionally, govern-
ments that have aggressive greenhouse gas emissions targets,
such as the United Kingdom with its legally binding long-term
reduction target of at least 80% by 2050, will increasingly look
to the transport and logistics sector to do its part.

Leading the Way Towards a Low-Carbon Future

While the need for the logistics sector to respond to the challenge
of climate change is clear, low-carbon logistics solutions and
flexible transport modes are not yet widely available. The option
of switching the transport of goods from a more carbon inten-
sive transport mode to rail, for instance, depends on the railway
infrastructure being in place. Improving the efficiency of transport
modes also presents a challenge. There are only a few market-



ready technologies and solutions today that can meet the specific
needs of the transport and logistics sector. This is especially true
for air freight and long-distance road transport, where there is
currently a lack of alternative technologies and fuels.

Finally, sustainability also seems to be a cultural issue: today,
many still see a contradiction between economic growth and
environmental protection, rather than realizing how they might
go hand-in-hand. Companies or individuals who already act

in an environmentally aware or sustainable way are still con-
sidered by some to be “tree huggers.” At the same time, although
combating climate change has become a key topic of public
discourse and media coverage, governments still have a hard
time reaching global political agreements on reducing green-
house gas emissions.

As already demonstrated by many companies and organiza-
tions today, sustainability can be a trend-setting business model,
opening up new market opportunities and preparing for future
scenarios. It can also help to cut costs thanks to the introduc-
tion of more efficient processes and reduced inputs of natural
resources. Through the GoGreen program, Deutsche Post DHL
has not only pioneered the growth of more environmentally-
friendly products and services in the mail and logistics sector,

it is also transforming the way we do business.

No single company can come up with all the answers by itself.
That’s why it is important that organizations such as the World
Business Council for Sustainable Development (WBCSD) or the
UN Global Compact bring together companies from all regions
and industries committed to doing business in a more sustain-
able way. In fact, the first indices that rank companies based

on sustainability-related criteria, such as the Dow Jones Sustain-
ability Index, are already being used by investors. These indices
and rankings not only encourage companies to change their
approach to business, but they also provide a level of transpar-
ency that was previously missing.

New Business Models by 20207?

There are many trends and developments indicating that, for
most companies, long-term success will be strongly linked to
more sustainable business concepts. The following are some of
the trends and developments that are likely to shape businesses
by 2020:
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Customers will place sustainability factors higher on their
strategic agendas, creating demand for and incentivizing
the production of sustainable products and services. One
key driver will be the need to measure and reduce their
own carbon footprint.

Investors will expect companies to adopt more sustainable
business models, such as producing goods and services

with fewer natural resources, or by demonstrating how they
intend to manage the risk of future environmental and social
regulations. Expectations of how a company reports on its
sustainability-related performance, as well as the frequency
of reporting, will also increase.

Employees will be encouraged to transfer their sustainable
behaviors from the home to the workplace. A company’s
sustainability-related performance will become even more
important in recruiting and retaining employees.

Political leaders will support increasingly stricter sustain-
ability legislation (e.g., carbon accounting, biofuels, cross-
border/entry regulations that help avoid empty trucks, air
traffic control restructuring), and foster alternative technol-
ogies (e.g., solar panels, electric vehicles).

Industry alliances will be organized to set standards (e.g.,
the Clean Cargo Working Group), and promote new ways
of thinking (e.g., subcontractor management, and the issue
of companies being both customers and subcontractors to
each other).

Although some of these elements may sound visionary, the
transport and logistics sector has already started to change
its course towards a more sustainable approach. The trans-
formation to a greener business is right on our doorstep.

Katharina Tomoff is Vice President of GoGreen, the Deutsche Post
DHL global environmental protection program, a role she has held

since January 2010. In her previous role as Senior Consultant for
Inhouse Consulting — the internal management consultancy of

Deutsche Post DHL — she worked in international projects in the
areas of performance improvement, sales, strategy and business

development, including the project to set up the carbon efficiency

program for the Group.



3 Trends Towards a Sustainable
Logistics Industry

The logistics industry already started to take sustainability into
account some years ago. This shift was further reinforced by
additional trends impacting the main stakeholder groups. These
include an increasing awareness of environmental issues within
society, resulting in greater demand for green, the rising impor-
tance of economic drivers of sustainability, as well as growing
political action and regulation in this direction.

3.1 Consumers Are Increasingly Aware
of Their Market-Shaping Power

While the so-called LOHAS (Lifestyle Of Health And Sustain-
ability) consumer segment — composed of relatively upscale and
well-educated individuals — may remain an elite phenomenon
for the time being, there is still no denying that, in just a few
decades, environmental awareness has evolved from a minority
issue in mature Western societies to a top global consideration
for consumers, media and policymakers alike.

In the Green Trends Survey, conducted by Deutsche Post DHL
(see p. 46/47 for details), respondents identify climate change
as one of the most serious problems currently facing the world,
along with “poverty, lack of food and drinking water.” In fact,
60 % of all respondents identified climate as being among the
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top three serious current world problems, followed by “poverty,
lack of food and drinking water” (58 %) — while no more than
24 % of respondents singled out armed conflicts or the prolifera-
tion of nuclear weapons.

RANKING OF THE MOST SERIOUS PROBLEMS

Climate change 60%

Poverty, lack of food and drinking water 58%

International terrorism 43%

A major global economic downturn 42%

The increasing world population 30%

Armed conflicts 24%

The spread of an infectious disease 19%

The proliferation of nuclear weapons 17%

Ranking of the most serious problems currently facing the world as a whole,
Fig.06 according to the Green Trends Survey (N.A. 2%, N = 1,800)
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The poll also shows that environmental concern today is shared
by people in Europe, Asia and the Americas alike. An aston-
ishing 70 % of respondents from China and India see climate
change as occupying a top position among the major world
problems (followed by “poverty, lack of food and drinking
water,” with 52 %). This reveals that, rather than environmen-
tal concern being the “privilege” of mature Western economies,
there is a widespread awareness that sustainability is essential
for every country, irrespective of its current position on the
development path.

Echoing this, educational institutions are recognizing the shared
concern about climate change and the need for qualified people
to face it. Accordingly, the number of MBA careers that require
environmental knowledge is rising: more and more business
schools are incorporating green subjects into their curriculum
(GradView, 2010).



Behavioral Changes Already Underway -
Major Shifts Expected in Years to Come

While a single household has a relatively small environmental
impact compared to manufacturing and transportation, mil-
lions of households together are major contributors to climate
change, air and water pollution, land use and waste generation.
At the same time, at least in market-driven economies, consum-
ers have significant strategic power. Their buying preferences
determine market opportunities. And, they are increasingly
aware of this power.

Today, people around the world are not only concerned about
climate change, but are increasingly taking action in favor of
more environmentally-friendly behavior. The most common
efforts, as revealed by the Green Trends Survey, are to separate
waste, to reduce consumption of disposable items, to choose
an environmentally-friendly mode of transportation, and to
reduce use of the car. Figure 07 illustrates that 25 % of respon-
dents answered affirmatively at least five out of the eight pro-
posed actions, and 45 % answered three to five items positively.

GREEN BEHAVIOR

Separating waste for recycling 69% 31%

Reducing the consumption

of disposable items

Prefer an environmentally
friendly way of transportation

67%  33%

25%

53% 47 %

Reducing the use of your car 44% 56 %

45%

Buy seasonal and local products 38% 62%

Purchased a car that

289
consumes less fuel ]

72%

Where possible you avoid
taking short-haul flights

24% 76% 30%

None of these 95%

At least five items chosen At least three items chosen No more than two items chosen

Fig.07 Green behavior (left) and intensity of green behavior (right), according to the Green Trends Survey

Again, a more detailed look at the results shows that ecologi-
cal behavior is not just a European topic and that it is not just
European survey participants who have responded favorably.
While the numbers from the Americas are roughly similar to the
European results, respondents from Asian countries reported
particularly high rates of ecological behavior. For example, 41 %
of Asian respondents picked at least five of the items from the
above list.
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The survey findings confirm that sustainability has become a key
buying criterion: half of consumers expressed the view that they
would favor a company with green solutions over a cheaper
provider in the next ten years.

GREENER OR CHEAPER? END CONSUMERS

Bottom 3
Within the next ten years ... 10%
... Lwill favor a company
with green transport/shipping
solutions over a cheaper
. Top 3
provider. Middle 51%

38%

Fig.08 Probability: Bottom 3 = unlikely/very unlikely; Top 3 = likely/very likely

Many of the business customers polled also expected that end
consumers would further change their behavior — more than half
of them expected the majority of their customers to favor a com-
pany that uses green transport/logistics solutions over cheaper
solutions, over the coming years.

GREENER OR CHEAPER? BUSINESS CUSTOMERS

Bottom 3
Within the next ten years ... 8%
... the majority of our
customers will favor a company
that uses green transport/

o i Middle
logistics solutions over 36%
.. Top 3
cheaper transport/logistics 56%

solutions.

Fig.09 Probability: Bottom 3 = unlikely/very unlikely; Top 3 = likely/very likely

As a consequence, 59 % of business customers estimated that
the green transport of their products would be a decisive factor
for them in winning customers in future.

However, it is hard for consumers today to discern what is a
sound choice from an environmental point of view. While envi-
ronmentally concerned consumers tend to choose products that
have been locally produced in order to avoid transportation
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WINNING CUSTOMERS BUSINESS CUSTOMERS

Bottom 3
8%
Within the next ten years ...
... green transport of our
products will be a decisive Middle
factor for our company to 32%
win customers. ;3&3

Fig.10 Probability: Bottom 3 = unlikely/very unlikely; Top 3 = likely/very likely

emissions, it turns out that the calculus is not that simple: while
the distance that food travels to reach the consumer is a signifi-
cant factor, other variables, such as the transport mode, emis-
sions in the food lifecycle, usage of greenhouses, pesticides and
artificial irrigation, also substantially influence the product’s
carbon footprint. This not only points to the key role logistics
processes play in providing lower carbon products, it also under-
lines the need for clear and transparent information on carbon
footprints. Only transparency will empower consumers.

Demand for Low-Carbon Logistics Solutions on the Rise

Today, more sustainable products are usually more costly. As far
as fair-trade products and organic food is concerned, this has
not been a barrier to market success. In the UK alone, the retail
sales volume of fair-trade products increased from GBP 21.8
million in 1999 to GBP 799 million in 2009.* The market for
organic food, too, has grown considerably in recent years — by
some 70 % from 2006 to 2007 in the Czech Republic, by 24 %
in Norway and by 15 % in Germany, in the same time period.
The total revenue from organic food in Europe in 2007 was
estimated at € 16.2 billion (Padel et al., 2009).

While, admittedly, food is a very high involvement product, will
consumers demonstrate the same willingness to spend more for
more sustainable offerings for logistics products?

Both research and market data give cause for optimism here, as
the level of demand for green logistics offerings is increasing.
As previously mentioned, 51 % of end consumers replied that,
within the next ten years, they would be willing to favor a com-
pany with green transport/shipping solutions over a cheaper

+Source: http://www.fairtrade.org.uk; fair trade is a trading partnership, which seeks greater equity in
international trade and contributes to sustainable development, by offering better trading conditions
and securing rights of marginalized producers.

Towards Sustainable Logistics

43



a4

provider. Put differently, a still-encouraging 39 % of respondents
from the consumer panel answered that they would choose to
pay a premium for sending letters or parcels in a CO,-neutral
way, over the next ten years.

READY TO PAY MORE END CONSUMERS

Bottom 3
20%

Within the next ten years ...
... Lwill choose to pay a premium Top 3
for sending my letters or pacels on 41%

a CO; neutral way.

Middle
39%

Fig.11 Probability: Bottom 3 = unlikely/very unlikely; Top 3 = likely/very likely
Younger end consumers, in the age range of 20 to 50, show an

especially high degree of willingness to pay more for environ-
mentally-friendly logistics services.

READY TO PAY MORE: AGE SPLIT END CONSUMERS
Within th tt Bottom 3 Middle 4 Top 3
fthin € next ten years ... under 20 years 19% 49% 31%
... Lwill choose to pay a premium
for sending my letters or pacels on 20-29 years | 15% 41% 44%
a CO; neutral way.
30-39 years 16% 44% 40%
40-49 years 26% 36% 38%
50-59 years 40% 26% 34%
60 years or older 31% 43% 26%

Fig.12 Probability: Bottom 3 = unlikely/very unlikely; Top 3 = likely/very likely

These consumers are, on average, better educated and have more
senior positions of responsibility in organizations.

However, while many respondents seem to be willing to pay

a premium for green transport in principle, the majority of end
consumers in the Green Trends Survey still expect the logistics

industry to provide green transportation solutions in future at

the same cost as today.
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GREEN TRANSPORT AT TODAY'S PRICE

END CONSUMERS

Bottom 3
4%

Within the next ten years ...

... I request the logistics indus-
try to provide ‘green’ transport

Middle
30%

of products for the same costs

as regular transport today.

Top 3
65%

Level of agreement: Bottom 3 = disagree/totally disagree;
Fig.13 Top 3 = agree/totally agree

While the survey shows that end consumers increasingly favor
sustainable solutions, green transport is already important for
more than 60 % of logistics customers. Once again, the impor-
tance attributed to sustainable logistics is not just a European
phenomenon. Customers in Asia and the Americas consider
green transport even more important than European customers

(see “take-away” No. 3, p. 46).

The Changing Role of Logistics for Large Manufacturers — The Case of Unilever

“A major objective at Unilever is to reduce
our carbon footprint in the distribution of our
products,” says Chris Broadbent, responsi-
ble for logistics development and sustainabil-
ity within Unilever, one of the world’s biggest
manufacturers of consumer products, with
worldwide turnover of €39.8 billion in 2009.
“We need logistics providers that are not only
capable of moving and storing our goods in a
service-driven, cost-effective and reliable way,
but also with the smallest carbon footprint
possible.”

The company places top priority on carbon re-
duction and, here, distribution naturally plays
an important role. By 2012, Unilever is on tar-
get to reduce distribution-related carbon emis-
sions in Europe by 25 %. Improvements in four
areas — optimizing networks, efficient load fill,
modal switch and energy-efficient warehouses —
have all contributed to this target.

For Unilever’s logistics providers, this means
that environmental considerations become
an integral part of all distribution tenders,
and competencies in low carbon logistics and
respective innovation capabilities are an
important advantage. What is more, Unilever
requires all its logistics suppliers to have an
effective carbon management program in
place. In the UK, for example, Unilever has
embedded the Food and Drink Federation’s
environmental clause and 10-point checklist
for greener food transport within its UK trans-
port contracts. All logistics providers have to
comply with this checklist, which includes
reporting against targets for CO, reduction.

“DHL has been very active in transforming
its logistics services to make them more
environmentally-friendly,” adds Unilever’s
Chris Broadbent.
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What End Consumers and Business Customers Think About Green Logistics -
12 Key Take-Aways from the Global Green Trends Survey

In the framework of the present report, the Market Research Service Center (MRSC) of
Deutsche Post DHL? carried out an online Green Trends Survey in six key global markets:
India, China, the U.S., Brazil, the UK, and Germany. All in all, 1,800 business customers and
1,800 end consumers in these countries were asked to give their views on how the logistics
industry would develop in terms of sustainability (see pp. 143 for further details on the metho-
dology of the study). Here is an overview of the most striking results:

1.  Climate change is the most prominent concern of respondents when asked about the most
serious problems facing the world: 60 % of end consumers surveyed think it is one of the
most pressing problems, followed by poverty, lack of food and drinking water (58 %)
and a major global economic downturn (42 %; multiple answers were possible).

2. Perbaps surprisingly, the sense of urgency regarding climate change is strongest in Asia:
Climate change leads the list by far of the most prominent global challenges among
respondents in Asia, where 70 % of end consumers surveyed there say it belongs to the
most serious problems facing the world, 18 percentage points ahead of poverty, lack of
food and drinking water. Climate change ranks on a par with poverty in Europe and
slightly bebind poverty in the Americas.

3. Similarly, the importance attributed to sustainable logistics is not a “privilege” of
“well-off” European residents. What is more, business customers in Asia and the Americas
consider green transport solutions to be more important than do European customers:
while 73 % of U.S. and Brazilian respondents and 66 % of Chinese and Indian customers
say it is important, only 45 % of their European counterparts agree.

4.  Sustainability is not a marketing ploy — it has made its way right to the heart of business:
Cost savings are just as important of a driver for green transport solutions (8.3 points
out of 10) as are intangible reasons, like company reputation (8.3) or corporate respon-
sibility (8.5). In contrast, marketing, or brand perception, is the least important reason
(7.9) why business customers think green logistics is vital now or will become so over
the coming years.

S.  Logistics is increasingly perceived as strategically important for CO, abatement: Almost

two-thirds, i.e., 63 % of business customers, believe companies will regard transportation
as a key lever to reduce their carbon footprint.

5 The MRSC is a global market research institute within the Deutsche Post DHL Group and conducts market
research worldwide in cooperation with international and local partner companies in 64 countries.
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Business customers expect the logistics landscape to change: 63 % reckon they will see
more collaborative approaches in the industry and 64 % believe that CO; labeling

will become standard. Also, 52 % of end consumers say they will pay attention to
CO: labeling on services and products.

Business customers are inclined to use green logistics: While 51% of end consumers
express their preference for green transport solutions over cheaper solutions, this compares
to 57 % of business customers who say that they will favor a greener provider over a

cheaper one, over the coming years.

Business thus takes a proactive stance: Not surprisingly, given that a vast majority, i.e.,
65 % of the business customers surveyed, expects that the regulatory environment will
become much more stringent over the coming years.

Accordingly, CO, reduction is already a topic for more than 50 % of the companies
of survey respondents. In more than two-thirds of those companies, concrete carbon
reduction targets or plans are already in place.

Bigger companies lead the way around the globe: Company size is key in terms of the
importance attributed to greener transportation modes. While green transport is
important for 77 % of companies employing more than 500 people globally, only 41%
of self-employed business customers feel this way.

Business customers harbor huge expectations towards government: 70 % of respondents
believe that legislation is needed in order to bring about a substantial shift towards

a sustainable logistics industry. End consumers, by contrast, count less on government
action: only 53 % of consumers surveyed believe that legislation will effectively become
much more stringent — and only half of respondents think that political action will have
a significant impact on climate change.

Consumers expect to be presented with solutions: Two-thirds of end consumers expect
greener logistics services to be available at the same price as conventional transport.
It is noteworthy, however, that 56 % of business customers believe consumers would

prefer greener over cheaper solutions.
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The survey results indicating a growing level of demand for
low-carbon logistics services are borne out by the steep rise in
demand for the Group’s own pioneering green products. In fact,
Deutsche Post DHL was the first logistics company to offer a
range of carbon offsetting products to customers.

When GOGREEN EXPRESS was launched in January 2007

at the World Economic Forum in Davos, for example, DHL be-
came the first express service provider in the industry to offer
carbon neutral shipping options. The phenomenal increase in
sales figures achieved within the Group’s GOGREEN product
range is clear evidence of the growing demand from the consum-
er and the business side for more sustainable options. Moreover,
consumers are also showing increased willingness to pay a premi-
um for these options — as is the case with GOGREEN products.

With the GOGREEN optional service, all transport-related
emissions of carbon dioxide are first calculated and then offset
through third party carbon-reduction projects, which are certified
and rely on high quality standards.

Most of the increase in volume of shipments using GOGREEN
comes from business customers that regard it as a key ingredient
to their own carbon reduction schemes.

This view is confirmed by Severin Moser, CEO Allianz Versiche-
rungs-AG: “Deutsche Post’s GOGREEN products are a valu-
able addition to our climate protection program. Our goal is to
reduce CO; emissions from all Allianz companies by 20 % by

2012.”
GOGREEN SHIPMENTS
704,340,868
+387%
144,529,981
2008 2009

Fig.14 Increase in GOGREEN shipments
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Consumers Require Transparent Information -
And Businesses Expect Carbon Labeling to Become Standard

Do consumers have what they need to make informed decisions?
As of today, the answer has to be: only partly. While in some
cases information is readily available — for example, the energy
consumption of household appliances and cars is prominently ad-
vertised — most of the time, information about energy consump-
tion and eco-friendliness of products is not easily accessible.

A number of efforts are being made to introduce labeling of eco-
friendly goods. An example is the EU Ecolabel, a voluntary label
intended to give consumers information about products that com-
ply with certain environmental criteria. However, a comprehensive
and easy to understand carbon labeling scheme is still wanting.

In the absence of a commonly accepted, standardized emissions
labeling scheme, some companies have taken their own initia-
tives. Examples include Walkers chips, innocent smoothies and
Boots plc shampoo. However, these piecemeal approaches will
not bring the progress needed to fully unleash the demand for
low-carbon products and services, which, in turn, will create the
full-blown market for low-carbon logistics.

Nevertheless, consumers are ready: in the Green Trends Survey,
52 % of respondents indicated they expected carbon footprint
labels to become a common guidance in their decision-making
within the next decade.

ATTENTION TO CARBON FOOTPRINT

Bottom 3
Within the next ten years ... 10%
... Lwill pay attention to

carbon footprint measures

(e.g. package labels indicating

the CO, emissions) on services Middle

38%
and products. °

END CONSUMERS

Top 3
52%

Fig.15 Probability: Bottom 3 = unlikely/very unlikely; Top 3 = likely/very likely

Interestingly, in the same survey, business customers rated the
importance of carbon labeling even higher than end consumers,
with 64 % thinking that within the next ten years carbon foot-
print measures will become the standard.
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CARBON LABELS AS GLOBAL STANDARD BUSINESS CUSTOMERS

Bottom 3
4%
Within the next ten years ...

... carbon footprint measures

Middle

will be standard for services ey
o

and products globally.

Top 3
64%

Fig.16 Probability: Bottom 3 = unlikely/very unlikely; Top 3 = likely/very likely

The main challenge with labeling carbon emissions is the significant
effort — and therefore cost — involved for companies. In order for
products to carry a carbon emissions label, all companies will have
to undertake a comprehensive carbon audit of the supply chains,
which will require introducing carbon accounting and controlling.
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Carbon Accounting, Controlling and Management in the Logistics Industry

by Michael Lohmeier

Without transparent data on emissions, it
will be impossible to effectively reduce CO;
emissions. This transparency is key from all
stakeholders’ perspectives:

* End consumers need to see the “carbon
footprint” attributable to each product
to make their buying decisions

* Companies need to know the CO; emis-
sions of products and services they are
purchasing from suppliers to be able
to calculate and manage their own CO,
footprint accordingly

* Governments require this data to design
and apply appropriate policy measures
(e.g. CO; taxation)

* The public has an interest in this data as
well, in order to assess the environmen-
tal impact of a business and to gauge
the company’s responsible use of natural
resources

Three Steps to Transparency

How, then, can comprehensive transpar-
ency on CO; emissions be achieved? Three
steps are needed:

1.Emissions have to be measured (Carbon
Accounting)

2.The optimization potential then has to
be identified by defining indicators and
monitoring (Carbon Controlling)

3.Initiatives for effective carbon emissions
reduction must be designed (Carbon
Management)

Each successive step is entirely dependent
on the previous one. Carbon Controlling,
as an intermediate step, translates emis-
sion-levels identified in Carbon Accounting
into carbon performance indicators reveal-
ing the energy efficiency, i.e., the ratio of
carbon emissions per performance unit.
Thus, the progress that derives from car-
bon reduction initiatives can be identified
without being distorted by changes in pro-
ductivity. Hence, Carbon Accounting and
Controlling establish the decision-making
basis for effective Carbon Management,
since you can’t manage what you don’t
measure.

Due to the lack of international standards,
creating transparency is already a major
challenge in the first step, Carbon Account-
ing. Companies need to design their own
accounting processes and acquire the
know-how to define the level of emissions
generated by every single process, including
those provided by subcontractors. In order
to be able to attribute a carbon value to
each process, product and business unit,
processes must first be broken down into
single activities, and then the CO-emis-
sions level of each vehicle and every site
must be analyzed. Emissions deriving from
activities that are common to various
processes must be broken down and later
attributed to each process according to a
distribution key.
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Direct or Indirect?

Companies have developed different ap-
proaches to measuring carbon emissions:
the direct and the indirect methods.

The direct method uses the actual con-
sumption of fuel or electricity purchased by
the company and corresponding conver-
sion factors to calculate the related carbon
emissions. This method is largely used for
emissions that come from own operations
where consumption data is available in the
finance system. This is convenient, when
existing accounting processes monitoring
consumption are already registered in
financial accounting and, thus, double
accounting can be avoided. Through this
process, the real carbon efficiency per
vehicle could be measured; nevertheless,
applying this method is only possible for
processes that are controlled by the compa-
ny. For emissions from outsourced activities,
the direct method is largely not applicable,
e.g., for subcontracted transportation or
external warehousing, due to the fact

that subcontractors currently do not report
to their clients the amount of fuel or elec-
tricity that was consumed for a specific
shipment.

This is where the indirect method comes
into play. The indirect method derives the
carbon emissions from activity data, like
transport, usually expressed in ton-kilo-
meter, that was carried out by a specific
subcontractor. With this method, the fuel
consumption is derived from the transport
undertaken, the vehicle used (e.g., type of
aircraft, van, truck, rail, barge, container
vessel, etc.) and the average load factor in
combination with so-called emission fac-
tors. On one hand, CO; emissions calculat-
ed on the basis of indirect emission factors
do not fully reflect companies’ efficiency

Delivering Tomorrow

increase — factors such as driver behavior
or different fuel composition can hardly
be considered in emission factors. On the
other hand, for the various modes of
transport and load factors, so-called emis-
sion factors are available that convert the
transport handled by a specific vehicle type
and load factor into the corresponding
CO; emissions and thus can deliver a com-
prehensive picture of the attributable CO;
emissions to customers.

To summarize the above, one could say
that the direct method, while using actual
consumption data, produces precise emis-
sion figures and enables companies to track
their efficiency increase, whereas, the in-
direct method allows companies to calcu-
late approximate CO; figures in absence of
actual consumption data. According to the
definitions of the World Resource Institute
(WRI) and the World Business Council for
Sustainable Development (WBCSD), the
direct method is applicable to Scope 1
emissions (direct emissions which derive
from the processes that occur within the
own company) and Scope 2 emissions (emis-
sions caused in the generation of electricity
bought from external providers and district
heating), as they can be measured by regis-
tering bills, kilometers covered, or electric-
ity meters. However, as the CO; emissions of
subcontracted services (Scope 3 emissions)
also have to be incorporated into the cor-
porate CO; footprint, the indirect method is
currently seen as an internationally practi-
cable and effective way to obtain consistent
CO; data across all modes and scopes.

What's in a Unit?

Moreover, measuring is only the first step
towards becoming green. Within Carbon
Controlling, COz-emissions are translated



into CO; efficiency indicators. Obviously,
the emissions of a production site should
not be evaluated by the emissions it gen-
erates in total, but the emissions it gen-
erates per unit produced. As no common
output or performance unit can cover, for
example the performance of a warehouse
(space use) and a delivery department
(units delivered) at the same time, for
each activity a different performance unit
must be defined, in order to guarantee

the validity of the CO; efficiency indicator.

In conclusion, Carbon Management as well

as effective and efficient CO, reduction

depend on reliable Carbon Accounting
and Controlling, but there are a lot of
challenges to be overcome. Without
international standards or independent
data providers, calculating emissions is
especially costly and complex. Therefore,
independent institutions are needed in
order to create transparency and, thus,
allow companies to judge the emissions-
level of their subcontracted services (e.g.,
via programs like Smartway in the U.S.
Based on these experiences, important
industry stakeholders are striving for a
similar approach in Europe).

Michael Lohmeier is Senior Expert in the GoGreen Program
of Deutsche Post DHL, with a focus on road transportation,
real estate and carbon accounting. Before coming to
Deutsche Post DHL in 2005, he worked as Consultant and
Senior Manager in a Management Consultancy specializing
on the automotive and aerospace sectors.
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VOICE OF THE CUSTOMER

Henkel

“Omne of Henkel’s main sustainability objec-
tives is to reduce the carbon dioxide emissions
from our worldwide operations and along
our entire value chain. We established compre-
hensive data management systems for the
Scope 1 and 2 emissions from our production
operations many years ago. In order to achieve
across-the-board improvements in our opera-
tional carbon footprint, we are also looking
closely at the emissions related to the transport
and storage of our products. To determine the
amount of these Scope 3 emissions more
exactly and check the effectiveness of meas-
ures undertaken to reduce them, we also turn
to our logistics service providers. Especially
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interesting for Henkel are providers who have
a comprehensive carbon accounting system
for their operations in place. For us, the
greatest value of carbon footprinting lies in
obtaining a thorough understanding of our
value chains, identifying emission hot spots
and further reduction potentials. This helps
us to discuss the benefits of new projects with
our business partners and to respond to
increasing data requests from our industrial
and retail customers.”

Lars Siebel,
Head of Global Purchasing Logistics,
Henkel AG & Co. KGaA



3.2 The Growing Economic Value
of Sustainability

The UN Conference on Climate Change in Copenhagen once
again demonstrated the difficulties in achieving an international
climate agreement; it also confirmed that government regula-
tion and mandatory environmental performance standards alone
will probably not be sufficient to combat climate change. To

be successful, it is imperative that the private sector joins in the
challenge to reduce CO, emissions. And for business to willingly
participate, investing in sustainability has to create economic
opportunities and be financially viable.

IDEAL IMPACT OF SUSTAINABILITY ON CASH FLOW

Operating Financial
cash flow cash flow
Increase Decrease Easier access
in sales in costs to finance
« Better brand perception « Increased energy « (Privileged) access to funds
« Consumer demand for green efficiency earmarked for sustainable
products « Access to subsidies companies
« Access to (new) markets and decrease of tax « Better ratings
« Attraction of skilled workers liabilities « Investors attracted by long

term shareholder value and
better performance of stocks

Fig.17
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logistics over a ceaper provider.

In fact, according to a study conducted by the consulting firm
Accenture (2007), 87 % of the CEOs surveyed believe that sus-
tainability is important for profits — either by increasing sales
revenues, or by helping to reduce production costs. The Green
Trends Survey revealed that, for business customers, green logistics
is or will become important not only for “intangible” reasons like
company reputation (8.3 points out of 10) or corporate responsi-
bility (8.5), but also for economic reasons like cost savings (8.3).

Growing Customer Demand Translates into More Sales

Increasing climate awareness has turned sustainability into a
business virtue. In the Green Trends Survey, the majority of end
consumers have expressed their preference for a green logistics
provider over a cheaper one.

With business customers, the evidence is even more telling.
While 51% of end consumers stated they would favor green
logistics providers (see above), the majority is even larger among
business customers in the industry: 57 % of those surveyed
stated that they would favor a greener over a cheaper provider.
Here again, it is business that is driving the development to-
wards lower carbon logistics.

GREENER OR CHEAPER? BUSINESS CUSTOMERS

Bottom 3
7%

Within the next ten years ...
... our company would favor a
logistics provider offering green ~ Middle

36%

Top 3
57%

Fig.18 Probability: Bottom 3 = unlikely/very unlikely; Top 3 = likely/very likely

However, the role of the public sector must not be underesti-
mated in creating the necessary demand to jumpstart low carbon
markets. National and local governments are increasingly dem-
onstrating their willingness to tackle climate change by greening
public procurement and investing in green products. For example,
under the 2009 American Recovery and Reinvestment Act, many
tenders opened to private companies were launched toreplace
existing public goods with energy-efficient alternatives.
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But what will further drive the demand for greener products is
the very fact that sustainability has become a key success factor
in shaping the reputation of a company and its brands. For
multinational companies, in particular, it is important to have
a consistent approach to sustainability along the whole value
chain. NGOs and the public are eager to assess their compliance
with stated practices, and, therefore, “green-washing” will be
discovered. Due to the high level of media interest and the
instant spread of information through online platforms, con-
troversial behavior by companies or subcontractors in some
countries or sites can easily affect demand for a firm’s products.
For example, 91% of customers would consider changing their
purchasing habits in response to learning about a company’s
environmentally harmful practices (Accenture, 2007).

On a similar note, being perceived as a sustainable or green busi-
ness is also important from an employer perspective. Several
surveys show that employees have a clear preference for working
for sustainable companies. In a survey by the recruiting platform
monster.com, over 90 % of young professionals stated they would
be more inclined to work for a green company. In the Green
Trends Survey, 52 % of interviewees said that, in the next ten
years, they would favor employers with a green/sustainable profile
over other companies (see figure 19) — and for middle and upper
management respondents, this figure was even higher, at 65 %.

SUSTAINABLE EMPLOYERS FAVORED END CONSUMERS

Bottom 3
13%

Within the next ten years ...
... Lwill favor employers with

a green/sustainable profile
Top 3

over other companies (when 520

applying for a job). Mi;ig:z

Fig.19 Probability: Bottom 3 = unlikely/very unlikely; Top 3 = likely/very likely

Thus, the great — and growing — importance attributed to
sustainability aspects will further drive companies towards
offering low-carbon products and shape their processes accord-
ingly. It will be one important key to being competitive — on
the product market, but also in order to attract the most talent-
ed employees — a crucial asset in today’s knowledge economy.
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The Price of Carbon Will Change Investment Policies

Implementing environmentally sound practices will also lead to
significant cost savings. The initial investment may increase costs
at first, but these are often offset by long-term annual savings.
Energy efficiency measures, in particular, play a key role with
regard to cost savings. Experts estimate that in the U.S., energy
costs in different industry sectors could be cut by between 14 %
and 22 % by 2020, depending on the sector (National Academy
of Sciences et al., 2009).

For the logistics industry, significant cost savings can certainly
be made through efficiency measures. In the Green Trends
Survey, cost savings were the second most important reason to
use green transport and logistics services — on the same level

of importance as “intangible” reasons like company reputation
or corporate responsibility.

In particular, fuel efficiency in transport is vital to reducing costs,
given that overall transport (including passenger transport)
accounts for 61% of worldwide oil consumption (IEA & OECD,
2009) and fuel is the major cost driver for logistics services. Such
measures will also become increasingly important in the future
from a risk management perspective: 38 % of risk managers
consider the availability and price of fuel and power as one of
the top future risks for companies (Ceres, 2010).

Companies implementing such improvement projects often face
big upfront investments. It is particularly difficult for smaller
companies to justify energy efficiency measures if they only pay-
off in the long term.

However, companies do not always have to bear the whole bur-
den of the underlying investment. Already today, they can make
use of some government incentives, such as rebate programs,
where part of the investment needed to replace old equipment
with energy-efficient alternatives is refunded. In addition, public
funds may be used for subsidies, tax liabilities reduced for green
companies, or penalties imposed on non-sustainable ones.

Investment conditions will change considerably once there is

a real price tag attributed to carbon emissions. Once this is
achieved, environmental aspects will be an integral part of in-
vestment decisions, as sustainability becomes a key performance
indicator of the company: carbon cost will be considered a sub-
trahend to EBIT (earnings before interest and taxes).



Before such public policies are in place, however, it is largely
up to the company itself to transform its investment policies in
order to favor the transition towards low-carbon processes in-
ternally. Several paths can be considered in this regard:

* Firstly, longer pay-off periods: the level of expected returns
can be lowered for capital invested in green projects; e. g.,
the pay-off period can be longer than for classic investments,
or the expected operational profit (EBIT) for those managers
investing in sustainability projects is redefined.

* Secondly, extra budgets: green investments can be rewarded
financially or extra investment budgets made available for
sustainable investments. These extra budgets are very impor-
tant for R&D projects to develop future technologies and to
adapt new technologies for the specific needs of the logistics
industry.

¢ Thirdly, collaborative approaches: R&D is often a long-
term task, which sometimes cannot be assessed with classic
investment categories. As most of these R&D projects in-
corporate significant costs and risks, they can be facilitated
by collaborative efforts between companies, and further in-
centivised by governmental support to develop future tech-
nologies with significant improvement potential with regard
to reducing CO; emissions.

It remains clear, though, that as long as carbon pricing is not
introduced, much will depend on entrepreneurial leeway with
regard to investment decisions. This leeway can be further
encouraged if investors also reward sustainability-oriented
management with easier access to financial resources.

Towards Sustainable Logistics

59



The Growing Importance of “Responsible Investments”

The number of funds termed “responsible investments” (RI) is
expected to grow rapidly over the next few years. By the end of
2007, RI assets under management (AUM) were estimated at $5
trillion worldwide — around 7 % of total AUM. By 2013, this
share is expected to increase to 15 %-20 % — making RI main-
stream instead of a niche market (Robecco & Booz, 2008).

So far, responsible AUMs are mostly institutional mandates gen-
erating two-thirds of RI revenues. In particular, organizations
dealing with long-term liabilities, such as pension funds, stress
their responsible investment approach. The British Universities
Superannuation Scheme (USS) and the California State Teachers’
Retirement System (CalSTRS) are two such examples of large
pension funds that include environmental, social and gover-
nance criteria in their investment decision-making, to emphasize
the importance they attach to generational fairness and future-
oriented business practices. The Norway Government Fund
Systems is based on a different approach, i.e., negative screen-
ing®, by blacklisting companies not acting in accordance with
these criteria (Folketrygdfondet, 2010).

Yet, responsible investments are not only of interest to “mission-
driven” institutions. Particularly since the last financial crisis,
long-term horizons are experiencing a revival among investors
and there is a widespread view that sustainable companies

have greater potential to generate long-term shareholder value
(WBCSD & UNEP FI, 2010).

Whether a company is “responsible” or not is also a criterion
that is increasingly embedded in ratings. Well-established rat-
ing agencies have developed sustainability assessment methods
for companies and publicize the results. Asset4 (Reuters) and
Riskmetrics (MSCI) are examples of specific ratings that, besides
financial aspects, consider a variety of social, environmental and
governance-related factors. In addition, there are more climate-
focused ratings attributing a carbon beta to companies based on
factors like carbon footprint, energy efficiency, and technology
trajectory (Riskmetrics, 2010).

¢ Negative screening is a responsible investment strategy where companies with controversial business
activities are excluded (compared to positive screening, where ESG-conform business practices improve
the rating — Kempt & Osthoff, 2007)
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Analysis shows that companies with responsible business prac-
tices tend to demonstrate good financial performance. They
adapt more easily to changing regulations, in some cases even
in a proactive way, which makes them better prepared for cli-
mate change and the upcoming low-carbon economy. Since the
UN Principles for Responsible Investment were set-up to further
integrate responsibility as a criterion in investment-decision
processes (UN PRI, 2010), more than 800 asset owners, invest-
ment managers and service providers have signed on.

In an analysis by the University of Cologne on the effect of
responsible investing on portfolio performance, investments in
companies rated best-in-class according to their environmental,
social and governance practices, tend to lead to an outperfor-
mance of up to 8 % in comparison to companies rated lower on

sustainability (Kempf & Osthoff, 2007).

The promising returns of RI have resulted in an increase in pri-
vate sector demand for opportunities to invest in responsible
companies. Hence, a shift in private funds is taking pl