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Memorandum by the Postal Services Commission 
 
Introduction and Summary 
 
1. Postcomm welcomes this inquiry into the role, working methods and effectiveness of UK 

Regulators and is grateful for the opportunity to give evidence.   This submission seeks 
to give some high level answers to some of the questions posed in the Committee’s Call 
for Evidence.  We look forward to answering the Committee’s questions on January 31st 
and  we would be happy to provide more detailed responses on any points on which the 
Committee would like to probe deeper. 

 
2. There are two important distinctions to be drawn between Postcomm and the other 

Regulators from whom the Committee will be taking evidence . Firstly in regulating the 
UK mail industry our focus is largely on a single company – Royal Mail – which until April 
2003 had for over 350 years been a statutory monopoly. Secondly, Postcomm regulates 
a company that remains under Government ownership. 

 
3. Broadly, Postcomm’s view is that the UK’s system of independent regulation, and in 

particular the system set up by the Postal Services Act, for the mail industry, has 
produced significant benefits both for the regulated companies and more particularly 
their customers (which for mail includes all residents and all businesses in the UK). 
However full competition was allowed in the mail sector only in January 2006 and  much 
more remains to be done to deliver Postcomm’s vision of a competitive mail industry, 
with a successful Royal Mail at the centre of it, providing all customers with more 
innovation and a reliable universal service.  The principal benefits to date from opening 
the market to competition have been for business customers – and hence for the 
competitiveness of UK industry and commerce.  But residential customers have 
benefited too in terms of Royal Mail’s much improved quality of service. 

 
4  The ultimate success of the regulatory regime will be measured by the ability of 

Postcomm to withdraw, on the basis that the universal service is secure and that the 
competition in the market is sufficient to protect the interests of postal users.  We have 
come a long way since 2000, when Postcomm was established.  However, there is still 
some way to go and a number of challenges that we need to tackle.  Nevertheless, we 
have begun in a modest way to withdraw some aspects of regulation, and we are 
actively considering some more radical moves as part of  our Strategic Review, which 
was launched last year.      

 
Customers have benefited from regulation of the mail market1 
 
5. Although Postcomm is a relatively new sector regulator, established only six years ago, 

we believe our twin levers of progressive competition and proportionate regulatory 
incentives have led to a number of significant improvements in postal services in the UK.   

 
(a) Ensuring the universal service 
 
6. Postcomm’s primary statutory duty is to ensure the continued provision of a universal 

service.  While Royal Mail remains the only universal service provider in the UK, this 
means ensuring that Royal Mail is able to continue to provide an affordable universal 
service to all customers at a uniform tariff, irrespective of location. 

 

                                            
1 Postcomm’s regulatory duties relate to the mail market, not the post office network, though we do 
have a role in providing advice to the Department of Trade & Industry on the future of the network. 
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7. Royal Mail’s ability to finance the universal service has strengthened during the period 
that competition has been introduced.  Since the low point in 2002/03  when Royal Mail 
Group made a loss from operations of £197m (before exceptionals) it is now generating 
significant profits.  The part of the business that comprises the universal service has 
never made a loss in the period in which Postcomm has regulated Royal Mail. However 
a new and significant issue has emerged during the past 18 months, which is the heavy 
burden being imposed on  Royal Mail in funding its pension deficit and in operating a 
high cost defined benefit pension scheme. This issue alone could mean that the 
universal service may be loss making in 2006/07, when the pension deficit will have 
increased to over £6b.  Addressing these pension issues is not a matter for Postcomm 
alone: they are important challenges for both the company and its owner. 

 
8.        The mail market is subject to challenge from e-substitution but there are also growth 

opportunities in direct mail and e-commerce.  Nearly 40% of Royal Mail’s volumes are 
from direct mail and because marketeers have a choice of promotional media, this is a 
price sensitive market., In 2006/7, for the first time for over a decade,  there is evidence 
that the mail market  has moved from modest growth into a slight decline.  This could 
reflect the increasing Broadband penetration in the UK and the impact of Royal Mail’s 
attempt to fund part of its pension deficit through charging higher prices to its customers. 
Larger customers have, without doubt, become more sensitive to price levels now that 
competition has secured for them a choice of mail operator.  

 
9. Spurred by the threat of competition and proportionate regulatory incentives, Royal Mail 

has impressively raised its game in terms of quality of service.  Reliability, in terms of 
transit time, has improved to record levels from 2003/04 when Royal Mail failed 15 out of 
16 of its regulatory targets.  The number of addresses that do not get a daily delivery has 
fallen.  In addition, Royal Mail  is now experiencing  few bouts of industrial action that 
disrupt customers’ service, whereas at one time it accounted for half of all strike days 
lost in the UK economy.  Royal Mail is also now more efficient in providing the service 
than it was before the market was opened to competition.  This demonstrates that 
although some customers, especially social mailers who comprise about 10% of the 
market, do not benefit from direct competition, they still benefit from the knock-on effect 
of Royal Mail’s raising its performance level to compete for the business of the large 
business mailers.  

 
10. In terms of value for money, the price of posting letters in the UK compares  favourably 

with most other European countries with similar levels of service, despite recent price 
rises.   Among the fifteen “Western” European countries, the UK price for a first class 
letter below 100g is the second lowest and is among the top third in quality levels.  Other 
countries’ mail services achieving comparable quality typically charge considerably more 
for a first class stamp between 50 and 100g.   Most European countries have not 
progressed as far as the UK in opening up their postal markets, though in some 
countries significant capital investment by the incumbent postal operator has made them 
more efficient technically (though in most cases still more expensive) than Royal Mail. 

 
11. Postcomm’s market research, undertaken with Postwatch and Royal Mail, demonstrates 

that residential and small business users are in general very satisfied with the quality of 
the Royal Mail service and they  believe that it represents good value for money. 

   
(b) Furthering the interests of postal users through the promotion of effective 

competition 
 
12. Our second duty is to further the interests of postal users, wherever appropriate by 

promoting effective competition.  We have indeed found that the best way to further 
postal interests is through the phased introduction of competition, which we have done 
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progressively over the period 2003-2006. Opening the market has not led to a “big bang” 
in terms of a sudden influx of competitors operating at all levels.  Competition has 
developed gradually, and has largely been confined to the collection and sortation of 
mail from business customers , most of which is handed over to Royal Mail at one of 
their 70 Mail Centres (at a price) for final delivery.  This activity accounts for about 10% 
of total mail volumes. Conversely, alternative delivery operators offering an end-to-end 
service have made only very modest  inroads into Royal Mail’s market share: only 2 in 
every 1000 letters are delivered by a rival. 

 
13. Business customers have benefited directly from services offered by new entrants.  

Large mailers have also benefited by a reduction in their postage costs and the 
possibility of later collection times and/or more certainty as to the day of delivery. The 
latter feature is particularly important to direct mailers as the day of receipt can make a 
major difference to response rates. 

 
14. Royal Mail has responded to the challenge of competition by improving the way it deals 

with its customers and is now much more customer focussed than it has been in the 
past.  It is also starting to overhaul its product portfolio to tailor it to meet the future 
needs of postal customers.   

 
15. Experience in international postal markets and UK utility sectors that have liberalised 

their postal markets suggests that competition will bring further benefits to customers. 
Moreover, customers in the UK will benefit irrespective of the pace at which other 
European countries liberalise their mail markets,  However widespread EU liberalisation 
would help promote competitiveness across Europe as well as providing opportunities to 
UK companies in other mail markets.   

  
Postcomm wants its regulatory processes to be ‘best in class’ 
 
16. Postcomm has always set great store by the importance of thorough consultation and 

transparency in producing and implementing policy proposals. We base all our proposals 
firmly on evidence and  thorough reasoning.  We regularly go beyond our specific 
statutory duties to consult to ensure all our stakeholders feel they have a genuine 
opportunity to contribute to our policies.  Openness and access to information for 
stakeholders will improve understanding and strengthen confidence in a competitive UK 
postal market.  It also enhances Postcomm’s accountability to those with a stake in the 
market’s development. 

 
17. In March 2004, after a full consultation, we published procedures which set out how we 

would conduct our consultations.  These procedures were developed with regard to the 
Cabinet Office’s own revised Code of Practice on Consultation.   

 
18 To make a success of full market opening and the development of competition, we need 

to build and maintain strong ongoing relationships with key stakeholders.  This requires  
effective and proactive communication, good relationship management and strong 
information sharing.  Our stakeholder groups include: 

 
• Commercial (mail customers, mail industry suppliers, RMG and other mail operators 
• Postwatch (the consumer council for post) 
• Professional and trade bodies including small business representative groups 
• Government departments and parliamentary groups, 
• The media, both at the national level but also in rural areas where the the universal 

service has a particular significance, and 
• Vulnerable groups. 



 

 4

 
We regularly seek feedback from these stakeholders to measure the effectiveness of our 
communication. In the main, this feedback has been positive. 

 
19. To ensure that people can easily contribute to the formulation of our policies, we 

supplement our formal consultation documents with additional measures.  These include 
“Roadshows” around all regions in the UK, industry and public forums, seminars and 
workshops on specific issues, and other public or semi-public events.  In 2005/6 we 
hosted events in Newcastle, Belfast, Cardiff, Swansea, Edinburgh, Glasgow and 
Birmingham, reflecting the fact that the needs of postal users vary in different parts of 
the UK.  We also have an extensive programme of bilateral visits with key stakeholders 
and postal users to help us understand their views and to discuss how regulation should 
develop over time.  This has been especially important for our Strategic Review, which 
aims to take a holistic view of the regulatory framework and what more can be done to 
meet the aims of a quality universal service, effective competition and a planned 
withdrawal of regulation.   

 
20. In developing policies, we aim to follow best practice and in particular to be evidence 

based.  For example, we regularly undertake extensive market research, financial and 
economic analysis and stakeholder analysis in reaching major decisions.  We 
supplement our in house expertise with a range of external expert advisers.  Support for 
decisions is made available publicly for all stakeholders to comment.  We are also in the 
process of presenting our analysis in the more formal framework of Regulatory Impact 
Assessments. 

 
21. In the formatives stages of the market’s development Postcomm has a role in 

empowering customers in terms of providing information and confidence about the 
market.  We use our website, publications and events to highlight opportunities of the 
services offered by all operators including Royal Mail.  For example, we are building a 
public library of Case Studies of organisations that have switched between operators or 
to new services.  We also regularly produce short Factsheets with useful advice for 
customers. 

 
22. We consider that it is important that our consultation procedures remain appropriate in 

light of market developments and stakeholder views. A full consultation takes time to 
complete and in a rapidly changing mail market it is important that policy decisions are 
sensitive to the changing market conditions. To this end we have begun a process to 
review our current practice and identify areas where further improvements can be made. 

 
Postcomm designs regulation in line with the Better Regulation Principles 
 
23. Postcomm attaches great important to the Principles of Better Regulation and works 

within these principles when formulating its policies.  In addition to out consultation 
procedures mentioned above, appearances before Parliamentary Committees, and 
review by the National Audit Office, which help support our accountability, we are also 
determined to design and implement regulation to meet the other principles and to be 
held to account where we fall short. 

 
Proportionality 
 
24. We aim to remove regulation from any part of the market as soon as competition or the 

prospect of effective competition is sufficiently strong to protect customers’ interests.  
Examples of our proportionate approach to regulation include: 

 
• Coverage of the price control - The 2006 price and service quality review of Royal 
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Mail established the scope of the control using a competition based test, considering 
prospective as well as established competition where it was sufficient to protect 
customers’ interests.  We removed the Special Delivery service for large and 
medium sized businesses from the scope of the new control, and also introduced a 
mechanism that allows Royal Mail to apply to remove products during the price 
control (which extends to April 2010) if sufficient competition has developed.   

• Quality of service – We have reduced the number of quality of service targets from 
16 to 12, through a reduction in the number of separate end-to-end targets.   

• Pricing flexibility – We have introduced a mechanism which allows Royal Mail to 
propose changes to its pricing structures and sets out a clear process under which 
these will be considered. 

• New entrants – We are reviewing the licensing arrangements that were introduced in 
advance of  full market opening in January 2006, with a view to ensuring that they do 
not impose any unnecessary barriers to entry as the market matures.  

 
Consistency 
  
25. In developing our regulatory strategy, Postcomm must be guided by our statutory duties, 

which secure for both customers and providers of postal services a stable regulatory 
framework.  We recognise that regulatory stability and predictability is a critically 
valuable feature of any regulatory regime, particularly when investments need to be 
made with long recovery periods.  We are also well aware of the impact of our decisions 
and statements on the development of the market and of individual operators’ business 
plans.   We do, therefore, consider the provision of a stable regulatory framework as of 
continuing importance, combined with the need to evolve our regulatory policies over 
time, in a planned and transparent way, to meet changing circumstances.   

 
26. It is important that we remain mindful of other regulators’ approaches as well as seeking 

to ensure consistency within our own policies.  We have always had regard to regulatory 
precedent and think that, as competition develops, it will be important to learn lessons 
from the other regulators. 

 
Transparency 
 
27. Postcomm seeks to make its decision-making processes as clear to all stakeholders as 

possible.  Subject to issues of commercial confidentiality we publish as much of our 
analysis and the supporting studies used in our decision-making processes as possible.  
Wherever appropriate we have established criteria against which decisions can be 
made, whilst bearing in mind that introducing criteria which are too strict may prevent the 
introduction of necessary flexibility to deal with market developments.  For example, we 
have published draft guidance to the market on how stakeholders can make complaints 
about suspected anti-competitive activity.  The guidance provides a clear framework that 
should make it easier for stakeholders to engage with us on these issues.  We will keep 
these processes under review to ensure they continue to meet market requirements, 
whilst respecting legal and investigative processes and regulatory best practice.  

 
Targeting 
 
28. Having opened up the mail market to full competition , we are now seeking to focus 

regulation on targeting specific problems which are preventing competition from 
developing in the market.  For example, to complement full market opening we have put 
in place a code of common operational practice between all licensed operators.  We 
have also developed a common form of obligation for safeguarding the mail, and we are 
introducing common procedures for re-directions of mail.  These measures have been 
developed in a way that allows the market to respond competitively, and should reduce 
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the need for regulation in the future.  As part of this strand of work Postcomm is also 
reviewing Royal Mail’s management of PAF (postcode address file). 

 
29. In all its work, Postcomm seeks to be aware of the full impact of its targeted regulation: it 

needs to check not only that it is effective in meeting its intended aims, but also that the 
risk of unintended detrimental side effects is minimised.  We particularly want to avoid a 
situation where the cumulative impact of regulation in the market may obstruct the ability 
of operators to innovate and may deter new operators from entering the market. 

 
 
Challenges ahead  
 
Safeguarding the universal service.   
 
30. Experience to date suggests that market opening and the introduction of competition 

need not be a threat to the provision of a universal service. On the contrary – and 
subject only to the pension issues discussed in paragraph 7 above - compared with the 
period immediately before competition, the universal service in the UK is now subject to 
fewer exceptions, is delivered to better service standards, well within the bounds of 
affordability, and has not so far proved to be a drain on Royal Mail’s finances.  
Nevertheless there are other circumstances, most of them unrelated to market 
liberalisation, which have already begun to impact on Royal Mail and which we must 
take into account when considering how to ensure the continued provision of a universal 
service for many years to come.  

 
31. In reviewing regulatory arrangements, we shall need to ensure they are flexible and 

responsive to changing market conditions.  These challenges include Royal Mail’s huge 
pension fund deficit; and the threat to volumes and revenues coming from alternative 
communications media, as well as from more conventional competition.   

 
32. In last year’s price control review we put in place two risk-sharing mechanisms designed 

to reduce the vulnerability of Royal Mail’s finances (and therefore its ability to finance a 
universal service) to the two most significant threats, by allowing it to increase prices in 
the event that volumes are lower than expected, or that the pension deficit deteriorates 
to a substantial degree.      

 
33. We also keep the nature of the universal service itself under review, to ensure that it 

evolves according to customer needs and to other commercial developments.  In our 
Strategy Review we have launched a fundamental debate about whether it would be 
appropriate to change the scope or standards associated with the universal service to 
meet the future needs of postal users, whilst ensuring it remains affordable for Royal 
Mail to provide. 

 
Promoting effective competition   
 
34. While a start has been made in introducing competition a key challenge ahead for 

Postcomm is to improve the prospects for effective competition.  We have identified a 
number of barriers to the development of effective competition. Some of these barriers, 
such as the uneven imposition of VAT2, are outside our policy remit. The main barriers 
identified are: 

 

                                            
2 Royal Mail is exempt from charging (and reclaiming) VAT, whereas other operators must charge 
it at the full rate. 
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• Customer inertia / lack of awareness – Many customers are unwilling to consider 
switching operators, partly because of fear of the unknown and lack of awareness of 
alternative providers, particularly when mail constitutes a small part of total 
procurement budgets (typically much smaller than telecommunications or energy).  
Our Business Customer surveys indicate that awareness of competition is increasing 
(gradually) every year. 

• VAT - Royal Mail is exempt from charging VAT on services it supplies to customers – 
this places alternative providers at a price disadvantage of about 13%.  VAT policy is 
a matter for HM Treasury.  We have however made recommendations for a solution 
which would create a level playing field without imposing significant price rises for 
customers or reductions in tax take. 

• Economies of Scale - Royal Mail has significant economies of scale which we are 
addressing through enabling other operators to secure access to Royal Mail’s 
network on reasonable terms.  

• Anti-competitive behaviour -  We also pursue vigorously any allegations of anti-
competitive behaviour by Royal Mail, under the relevant conditions of Royal Mail’s 
licence. 

 
Value for Money 
 
35. We are very sensitive to the public perceptions about the costs of regulation.  Postcomm 

operate within a budget of around £10m and with a staff of about 60 people.  We are 
well served by the high level of commitment from our six part-time Commissioners who 
have a broad level of experience to contribute to our policy discussions. 

 
36. To keep our costs as low as possible we operate from offices shared with the COI in 

Lambeth and we seek all possible opportunities to share resource with either the COI or 
other Regulators.  Since 2005 several of our key finance functions have been provided 
on a shared services basis by OFGEM. 

 
Conclusion 
 
37. In summary, Postcomm believes that it has made substantial progress towards 

delivering its vision for the market of a “range of reliable, innovative and efficient postal 
services, including the universal service, valued by customers and delivered through a 
competitive market”.  However the scale of Royal Mail’s pension deficit in relation to the 
size of the company represents a major issue that has still not been fully addressed. 
Through the application of best practice – and to some extent innovation - in regulation 
and  by applying the Better Regulation Principles, Postcomm believes that it can 
overcome the remaining challenges to achieving this vision, thus allowing a significant 
scaling back of the nature and need for sector-specific postal regulation.  

 
 
 
POSTCOMM 
 
26 January 2007 
  

 


