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Foreword

T his study, Redirecting Mail: Postal Sector Reform, a collabor-
ative effort between the World Bank and the Universal Postal Union (UPU),
is a pioneer work in the area of postal services. It has raised key policy-related

messages for countries that are considering postal sector reform by reviewing the experi-
ences-positive and negative-of the reform efforts of several countries around the world
and extracting lessons on reform from other network-based industries. Past experience in
comprehensive postal sector reform is very limited indeed, even among high income econo-
mies. The postal sector has remained virtually unchanged for many decades all over the
world. However, given the advances in competition from alternative media, such as the
private courier industry and telecommunications-based services, and given that postal
services in many developing countries are operating with heavy financial losses, govern-
ments are being forced to reform the sector. In this regard, we are faced with a rapidly
growing volume of inquiries from governments to provide assistance to their postal sector.
This report is intended to disseminate policy and implementation options to reformers,
and to provide a set of "new" alternatives to the old issues-such as regulation, monopoly
protection, technology integration, and private sector participation.

The report discusses in detail the current outlook for reform, the reform of regulatory
policy, structural and legal reform, enterprise reform, and the effect on postal services of
the current technological revolution. The case studies presented here cover the reform
efforts of Australia, Canada, Chile, Singapore, Sweden, and the United Kingdom, and
provide instructive lessons.

We are pleased to present this review of international postal sector reform as part of the
World Bank's Private Sector Development (PSD) Department's program to disseminate coun-
try experiences of postal service reform. This report is one of the early efforts to promote
postal reform concepts in developing countries. Through our alliance with the Universal Postal
Union for project preparation assistance and through the Postal Reform Trust Fund that we
are organizing, the PSD Department is uniquely resourced to assist developing countries in
their postal reform.

Magdi Iskander Kevin Young
Director Manager
Private Sector Development Privatization services
Department Group
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Introductory
Statement

M any qualitative changes in the environment, both external and internal, have trig-
gered the transformation of today's postal services. Over the last few years the
globalization of exchanges in goods and services has shown dramatic accelera-

tion. This includes the service industry of which postal services are a part. As trade barriers
have fallen, large and sophisticated multinational companies, which until now specialized in
the express market, are looking more and more to take larger shares of other international
physical mail procedures. This has added an international dimension to the postal business,
not only with competitors for physical mail, but also with the providers of new electronic com-
munications products that have no national borders.

The separation of Posts and Telecommunications in a growing number of countries was
greeted at first with apprehension. Concerns were raised about the division of resources and
management expertise. The economic viability of postal services was also called into ques-
tion. This has now given way to a sense of cautious optimism that postal services can indeed
be self-sufficient and even profitable.

The rapid evolution of the transportation market, also part of the trend toward globalization,
certainly represents a challenge for postal services. But we should also see it as an opportu-
nity. The transportation market is being liberalized and is destined to reorganize itself on the
strength of worldwide links. Wherever it is seen as more economical or more efficient, road
networks are being developed as alternatives to rail transportation. Air transportation is more
flexible and less costly than in the past, mostly through deregulation but also as a result of the
larger presence of freight forwarders, multinational integrators, and customized shipping firms.

A new industrial and commercial logic is emerging, based on the need to react quickly in
orderto supply market demand. In addition, a market liberalization process is under way which,
as it pulls down trade barriers, will leave postal services more vulnerable to competition. But at
the same time it will open up opportunities to exploit new markets by taking advantage of the
development of international trade.

A postal market with a diminishing monopoly is the result of multiple factors which have
exerted a strong influence on policymakers. Important among these factors are:

1.The emergence of the private sector as a dominant force in the transportation and
communications sectors.

2. Lobbying groups established by the private couriers which, through claims that a
level playing field is needed, are actively pushing to reduce the postal monopoly to a
bare minimum.

3. The more recent orientation of financial and development agencies such as the World
Bank and International Monetary Fund, which, under the structural adjustment pro-
grams, are advocating less government and more private initiative.

i xiii



4. In Europe especially, through regulatory influence exercised by the European Union
(EU), the telecommunications market and the postal market are gradually being
liberalized. In its proposed directive on liberalization of the postal market the EU wants
to set limits on the postal monopoly and to harmonize the common universal service
obligations of its members. The issues raised, although particular to the EU member
countries, will certainly have an influence far beyond the European sphere.

The classic postal administrations are giving way to postal corporations of different colors.
Some countries have taken bold steps toward achieving true regulatory reform. We have also
seen a few examples of the complete privatization of postal services. However, in the majority
of cases, corporatization has taken place. In these situations, the national postal service pro-
vider has adopted commercial principles and gained greater management autonomy. Many
governments have started to implement the strict separation of operator and regulator.

One of the most important results of this transformation is the change in the mentality of
postal management. Accountability, often incidental in a classic postal administration, has taken
on a high profile in the new organization. Greater accountability exists before the government
or the regulator, before customers, before external auditors, and before the staff. We are be-
ginning to speak today of stakeholders in the postal business, just as we would describe the
shareholders in a private company.

However, there are still many unresolved questions that only time will answer. At present we
can state little more than that postal services are caught in an ambiguous position between the
pressures of a largely unregulated market economy and the notion of a public service obliga-
tion. This brings us to a fundamental question: regardless of the legal status and the internal
organization of postal services, what is the basic mission of a postal service provider?

For a private postal entity, the mission will be easy to define. It will be to maximize profits. But
as a public service provider, it may be difficult to judge its performance solely on commercial
grounds. As a service to society, the national postal service provider will have to negotiate a
compromise with its government. It will be up to the national authority to fix the role of the
national postal service provider vis-a-vis the customers it serves. In this respect, it must not be
forgotten that postal banking is part of the financial strength of many postal services and plays
a vital role in the sustainable development of numerous developing countries.

Postal managers will have an important role to play, for example, in helping the national
government make informed decisions on postal matters. These decisions, of course, must be
both politically convincing and economically viable.

The new environment has caused postal services to be more aware of their level of contribu-
tion to the gross domestic product. This awareness can strengthen the position of the national
postal service providers in the eyes of national policymakers. For governmental recognition
and support, the national postal service provider must better explain its role as a major trans-
porter of goods for the business sector. Without this recognition, a fair assessment of the
contribution of the postal service provider to the national economy is impossible.

In today's postal environment, customer satisfaction is determined not only by how well the
product is designed to meet needs, but also by the quality of service provided in the delivery.
The world's postal services are making every effort to improve their quality of service. The
International Bureau of the UPU is certainly conscious of the important role that it can play in
this area.
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New postal products and services are making their appearance. Hybrid electronic mail (al-
though present volumes are still rather modest) has enormous potential to replace anticipated
losses of traditional mail volumes in future years. Direct mail provides another unique opportu-
nity to build mail volumes within the developing as well as the developed countries. Both
advertising mail and mail order fulfillment services are experiencing significant growth. Appro-
priate encouragement and cooperation between postal services and the direct mail industry
will produce greater development of these eminently postal services.

From the point of view of management, the new trends are encouraging. The management
style of the past was often bound to rules and regulations. There was a bureaucratic indiffer-
ence to the needs of the customer. But now we are beginning to see greater management
autonomy, flexibility, and decision-making at the appropriate levels. With the decline of mo-
nopoly protection and the establishment of corporate structures, a more business like focus on
financial performance and quality of services will increase. The stakeholders in the world's
postal services will certainly place more demands on management than in the past.

This will result in the emergence of a new management culture. The emphasis on human
resource development will be on developing people who can conceive and implement change.
What will matter to the new postal managers will be results rather than the rigid application of
rules. They will have to exhibit a greater sense of responsibility, as well as foresight gained
through better knowledge of the multiple factors affecting the postal market.

Finally the area of technology may well be where the most far-reaching changes will take
place. We are experiencing today an incredible explosion of information. The telephone, fax,
electronic mail, and other new forms of electronic communication are showing tremendous
growth and their growth is proceeding at a much faster pace than that of physical man. With
electronic mail, new multimedia messages, and the great interest shown in the Internet, this
trend toward greater use of other forms of communication will accelerate during the coming
years. Postal services must understand that even as the volume of physical mail items may
continue to increase, their share of the overall communications market is likely to show a
steady decline.

For postal services in a number of countries, technology has been a generator of growth for
physical mail. Countries have used transportation technology to deliver mail to customers
more rapidly and have used technology for improvements to their infrastructure, from postal
counters to the automation of the postal processing chain. But these technological advances
need to be extended to the postal services of all the UPU member countries. Unless this
happens, we run the risk of increasing even further the gap between the information rich and
the information poor.

The explosive growth of the communications market will also force more postal services to
move beyond the core, physical mail business. They will have to diversify in order to broaden
the range of choices they offer their customers. New hybrid postal products which combine
electronics with hard-copy delivery are being used successfully today by the more innovative
postal services.

These are just a few preliminary thoughts on some of the trends that will determine the
future growth of postal services. Change and reform will be crucial to ensuring this growth. A
growing number of postal services have shown us that reform works. Now we, within the UPU,
will have to convince all postal services that their future depends on their willingness to begin
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the postal reform process themselves. Those postal services that take a passive approach to
the future will be unwittingly helping to lead the postal business toward obsolescence. Accept-
ing the status quo will mean that the market share now held by postal services will continue to
erode in favor of competitors and the newer forms of communications media.

On the other hand taking a proactive approach gives us the means to anticipate future
changes. The World Bank study on Postal Sector Reform has produced a number of key
messages and strategies for postal services and governments alike to consider when embark-
ing on their own reform movements. The UPU had the opportunity to contribute to this study
and must congratulate the World Bank on the excellent work done. I hope that this study will
produce a lively and constructive debate within the postal community and that it will become a
valuable tool in the future development of postal services.

Thomas E. Leavey
Director-General
of the International Bureau of the Universal Postal Union
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Agenda
for Reform

F or an overwhelming majority of countries, the postal service is
the most basic and most common means of communication.
In these countries the postal service is, in some areas, the

only link serving the entire populace; it also serves as the most im-
portant medium of communication for business and commerce. In a
world where reliable and speedy communication is essential to the
success of rapidly globalizing trade, industry, and services, the de-
velopment of this sector is vital. The sheer size and impact of the
sector are also significant in terms of the employment that the sector
supports and the proportion of GDP that the sector generates. In
spite of this, the key role of this sector and its significance for eco-
nomic progress and social development were not acknowledged by
governments in the past. As a result, while significant progress in
terms of reform has been made in other public service sectors, the
postal service is one of the last bastions of the old order.

In many develcping countries, the postal service operates with huge
inefficiencies and offers a poor quality of services to the public-ser-
vices that, in addition, have not respcnded to the needs of the chang-
ing market. Consequently, the post has become a significant financial
burden on the government. Until recently, postal services could oper-
ate with cost and service inefficiencies because they faced virtually
no challengers. As state-owned companies they had no fear of going
bankrupt. Many had tidy non-mail income earners such as a postal
savings bank or a contract to distribute government benefits. As for
the mail segment-the core product-monopolies on collection, trans-
port, and delivery kept rivals out; in addition, there were few alterna-
tive means of communication. The telephone service, which was the
main "competitor," was also run by the post office. All these factors
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which protected the postal service provided no incentives to improve
performance.

However, this situation is changing significantly and rapidly. Gov-
ernments are no longer prepared to continue covering the losses of
the postal sector as public revenues are becoming more scarce. In-
deed, many countries are dismantling the integrated PTT (Post, Tele-
phone, and Telegraph) structure, and thus the post office is more
exposed financially without the support of telecommunications and
postal banks. There is growing competition from the private courier
industry and the electronic communications industry. Even with con-
tinued monopoly protection in some areas of business, postal vol-
umes face a significant threat of erosion if the postal service remains
intransigent regarding change. Unless national postal services adapt
to the changes in government priorities, in customer needs, and in
the communications industry, they face a bleak future. If they reform
early, however, postal services could benefit significantly from the
explosive growth in overall communications worldwide. Some postal
services, at least, have taken heed.

Recently some countries have awakened to the need to reform.
While only a few countries to date have implemented full-scale postal
reforms, some of these reforms show quite workable and interesting
results that have relevance for other countries that are attempting to
modernize their postal service. This study analyzes some of these
reforms and highlights their successes as well as the difficulties en-
countered. Despite the success of some of the reform programs dis-
cussed here, it should be borne in mind that such sectoral reform
takes time to implement fully, and that even those countries that have
implemented reforms have not yet completed their journey.

Objective of The main objective of this study is to review some of the major postal
sector reforms around the world and extract key policy-related mes-the Study sages for those countries that are considering postal sector reform.
In its discussion of this subject, this report does not look at the pay-
ments systems and financial services typically undertaken by postal
services. These systems and services are a topic for future studies.

To date, very few countries have implemented reform programs in
the postal sector. Those that have done so are generally high income
countries. Owing to time constraints, the study examined only six
countries: Australia, Canada, Chile, Singapore, Sweden, and the
United Kingdom. This does not in any way imply that the selected six
countries represent only the best cases of reform. The selection of
the case study countries was based on a number of factors includ-
ing: serious need for reform, lessons to be learned (positive or nega-
tive), access to information, availability of data, willingness to
participate in the case study, and geographical spread. In addition to

2



1. Agenda for Reform

the six case study countries, the study team gathered information on
reform steps taken by postal administrations in many other coun-
tries. Thus, the key policy messages that have emerged from the
study are based on the experiences of about 35 countries. These
policy messages were further validated through a cross-country analy-
sis of key data and information relating to the postal sectors of more
than 125 countries.

Following this chapter's discussion of the outlook for reform in the
postal sector, Chapter 2 covers reform of the regulatory policy, while
Chapters 3 and 4, respectively, discuss corporatization and commer-
cialization of the postal service. Chapter 5 provides a picture of cur-
rent technology reform in relation to the postal service and its overall
importance to the service's development. Six case studies provide a
detailed look at differing experiences with postal reform around the world.

This review of the postal sector and the experiences of postal reform Key
in countries across the world have led to the following concusions: essages on

1. There is a Need for Reform in the postal sector. This need
is particularly evident and urgent in low income and middle Reform
income countries. Policy

2. Enterprise Reform is being adopted increasingly for the
postal sector in many countries, and the process is acceler-
ating and is following a broadening range of approaches.
There are some good examples to support the fact that en-
terprise reform can bring about efficiency and enhanced ser-
vice. However, most of these experiences are in high income
countries. Unfortunately, several postal administrations have
used corporatization as the only reform approach and have
hoped that the legal transformation would lead to sustain-
able improvement in performance.

3. Very few countries have undertaken Regulatory Reform.
Some countries have taken bold steps in this area. Examples
include Argentina, Finland, Sweden, and the Philippines. A
few other countries have made marginal attempts at regu-
latory reform. Most countries have either ignored regulatory
reform, and thereby continue to keep the entire postal sec-
tor under monopoly protection, or have deferred any policy
actions in this regard.

4. State ownership is overwhelmingly the predominant Institu-
tionalApproach found in the postal sector. There are only a
few privatized postal services (an example is seen in the
postal services of the Netherlands through public owner-
ship of a share of the PTT company). Apart from these few
cases, the private sector has not been involved in the man-

3
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agement and financing of postal operations. However, the
study evidenced a growing interest among developing coun-
tries in involving the private sector.

5. Postal services must undertake Technological Reform. Al-
though the overall communications market is experiencing
an explosive growth, and although the postal sector is also
benefiting from this growth, maintaining the status quo would
ultimately lead the postal sector into obsolescence. Tech-
nological reform would help the postal sector fortify its busi-
ness and financial position in the near term and would help
reduce the risk to the sector of complete replacement by
other communications media in the long run. Only a few
countries have recognized the immediate need for techno-
logical reform.

1. Need for Reform

In most low income countries, and in several rural areas in middle
income countries, paper mail is the only medium, or the predominant
medium, of communication. Not only personal communication but
also business to private and private to business transactions are de-
pendent on the postal service. Thus, a viable postal service is a basic
commercial need for an economy. In countries where the postal ser-
vice is unreliable, people are forced to use other modes of communi-
cation which are usually expensive and could carry a substantial cost
to the economy as a whole.

There is an urgent need for postal service reform in low income
and middle income countries. Evidence from the study underscores
this message. The major reasons for introducing reforms in the postal
sector are the following.

* The sector is usually of considerable importance to gov-
ernments. It typically represents a significant portion of
GDP and is also a large employer. For example, in the
EU the postal sector represents 1.8 percent of GDP and
employs over 1.6 million people. In many countries it is a
socially sensitive sector primarily because of its heavy
unionization.

* The sector is inefficient in most developing countries. The
service is often unreliable and has not been responsive
to market needs and trends. In addition, the cost to con-
sumers of covering the system's inefficiencies, either
through high tariffs or Treasury transfers to cover defi-
cits, is very high in many developing countries (see, for
example, Box 1.1).

4



1. Agenda for Reform

Box 1.1 An Example of Operating Deficit Coverage

The operating deficit of the Post Office of one Financial Performance of the Post Office, 1994
country from the Latin American and Carib- (in indices, 1992 = 100)
bean region in 1994 was about 84 percent 50 100 150
of that in 1992. The apparent reduction in
operating deficit was due to a tariff increase Mail Volume (excluding EMS) 98
In fact, mail volume actually declined over this
period. Indeed, if these two years are com- Operafing Revenue 131

pared, the implied tariff increase over and _ Enu
above the retail price inflation is about 24 per- Operating Expenditures 115

cent. With this in mind, it can be concluded Operating Loss 84

that the cost to the customers, through tariff
and deficit covered by the Treasury, increased
significantly Isee figure on right).

* The sector represents a consistent large financial drain on the
budget. In most developing countries the service is unable to
generate sufficient income to cover its operating expenses.
As a result, the sector suffers from chronic underinvestment.

* An efficient, universal postal service could generate substan-
tial welfare gains. Owing to the poor service quality, the public
will often resort to alternative modes of communication, which
are always more expensive than the postal service.

In addition, since considerable commercial and financial trans-
actions are carried out by mail, any excessive delay in mail
delivery leads to a higher transaction cost.

* One of the "infrastructural facilitators" of economic growth is,
in fact, the postal service. As economic activity grows, so does
the number of commercial and financial transactions by mail.
An efficient postal operation is important to the success of this
growth cycle.

Financial Performance

In terms of return on sales, the postal sector throughout the world is
operating at a loss (about -3 percent return on sales). Given that the
postal service in most countries is still operating as a government
department, the return on sales shown by these postal administra-
tions does not take into account many cost or expenditure items that
are normally considered in generally accepted accounting principles
(e.g., the cost of financing investments). This accounting deviation is
particularly significant in the case of middle income and low income
countries, since in high income economies there is a higher propor-
tion of corporatized postal services using commercial accounting prin-
ciples. Thus, the true losses would be higher than 3 percent of revenue.
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Even with this accounting aberration, it is nevertheless clearly evi-
dent that there is substantial disparity in profitability across the differ-
ent economic categories of countries (see Figure 1.1). While the postal
operations of high income countries almost break even (-1.5 percent
return on sales), middle income countries are running at a huge loss
of about -15 percent return on sales-a performance 10 times worse
than that of high income countries. The profitability of low income
countries (about -30 percent return on sales) is twice as low as that
of middle income countries, or 20 times worse than that of high in-
come countries.

Figure 1.1
Sector Profitability, 1993

Return on Sales High Middle Low
(percent Income Income Income

-10

-20

-30

Source: Universal Postal Union (UPU).

In the case of the postal sector, particularly that of developing coun-
tries (see Box 1.1), poor profitability is due not only to cost inefficien-
cies but also to lack of growth. The service offered by the postal
organization in many countries has not changed in decades, and is
not in line with market needs and industry dynamics.

Resource and Asset Utilization

Although only 16 percent of the world's mail volume is handled by the
postal services in developing economies, well over 40 percent of the
postal infrastructure is located within these countries (see Table 1.1).
To collect, process, transport, and deliver this 16 percent of the world's
mail, developing countries employ 43 percent of the world's postal
workers and carry 57 percent of all of the permanent post offices of
the world. The necessity for fixed network assets is dictated by a
multitude of other factors besides mail volume, including the geo-

6



1. Agenda for Reform

graphic and demographic characteristics of a country. Developing
economies have approximately five times the population and one-
and-a-half times the surface area to service as do industrialized econo-
mies, and developing countries thus have more than double the
population density as well. Although there are limits to what can be
deducted from aggregative analysis, the above would seem to imply,
given the network characteristics and economies of scale associated
with this sector, that developing economies possess a far more fa-
vorable population density for the postal sector to service. Therefore,
if anything, they are in a superior position to benefit from cost econo-
mies through increased utilization of their networks. Nevertheless,
increased utilization of their networks applies only in a case by case
basis to countries with dense population.

Table 1.1
Distribution of Postal Infrastructure, Area,
and Density, 1992

Permanent Letter Population
Staff (%0 Post Offices (°/a) Boxes I%l per km2

Developing Economies 44 59 42 55

Industrialized Economies 56 41 58 21

Source: UPU, Five-Yearly Report on the Development of the Postal Services,
1982-86, 1987-92.

The excess of postal infrastructure located in developing econo-
mies relative to the mail volumes they service, even after taking into
account the population and size of these economies, would appear
to imply either or both of the following:

1. The postal network is not being optimized and considerable
inefficiencies exist in the operation and administration of the
service

2. The postal service has considerable excess capacity which
it has not been able to utilize.

Moreover, resource and asset utilization in developing countries is
worsening, primarily because growth is hampered by the poor quality
of service. Whereas industrialized countries are experiencing a mod-
est positive growth in mail per capita, developing countries are actu-
ally experiencing a decline in mail per capita (see Figure 1.2).
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Figure 1.2
Average Annual Growth of Mail per Capita, 1987-92
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Source: UPU, Five-Yearly Report on the Development of the Postal Service, 1982-86, 1987-92

Investments

One of the immediate and profound casualties of poor financial per-

formance and asset utilization is the level of investment. Therefore, it

is no surprise that the postal sector suffers from chronic low invest-

ment levels. Since most of the network resources and facilities are in

a poor or an unusable state in developing countries, significant in-

vestments are needed if a quality service is to be offered at low cost.

The postal sectors of developing countries typically require invest-

ments in the following areas.

1. Network Rebalance: The postal network of many develop-

ing countries has been preserved intact for many years, al-

though the mail flow patterns have changed significantly

(mainly because of urbanization and economic develop-

ment). Thus, there is an urgent need to rebalance the net-

work to correspond with the logistics of mail operations. This
typically calls for the construction of new post offices, sort-

ing centers, and collection centers in optimal locations. The

objective of rebalancing is to develop the optimal network

to provide good service at the lowest possible cost.

2. Network Rehabilitation:A significant proportion of postal fa-

cilities in low and middle income countries is dilapidated.

This applies not only to buildings and equipment but also to

transportation assets. Thus, not only is service performance

affected because of frequent vehicle breakdowns, but the

public is reluctant to use the postal service because of the

apparent lack of security.

3. Service Expansion: Investments are needed to extend the

postal service to cover all residents of the country and to

8
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provide products and services that are responsive to spe-

cific market requirements.

4. Systemization: Basic systems such as financial and man-

agement control systems and track-and-trace systems for

EMS are typically not found in developing countries. These

are essential instruments for providing a reliable service and

for enabling management to take appropriate tactical and

strategic actions. Unfortunately, some developing countries,
prior to investing even in basic management control sys-

tems, have spent large sums of money in automating their
sorting functions (for example, using optical character rec-

ognition sorters, or automatic sorting machines). Automa-

tion will not provide any net benefits if there are not sufficient
mail volumes to process through a sorting center, since the
acquisition and operating costs of automated sorting are

very high. Automation should be looked at very carefully as

an integral part of a comprehensive reform program.

5. New Products:To maintain their position, and indeed to for-

tify their competitiveness, postal organizations have to de-

velop hybrid products using the traditional mail operations

and electronic communications technology. This would in-
volve investments in research, technology acquisition, and

joint ventures. The payback for such investments could have

a moderately long gestation.

One good indicator of postal sector development (although this is

not always the case) is growth in investments. Given the need for

improvement, one would expect a steady growth in investments in

developing countries. As is shown in Figure 1.3, over the 10-year
period up to 1993, there has been no real improvement in the level of

investment in the world postal sector. In low income countries not

only is the level of investment much lower than the world average,

but there is a rapidly diminishing trend (except for 1993).

Figure 1.3
Level of Investment in the Postal Sector

Worid Posta Sector Low Inccrne cournies
Investment per 1,000 mail hems, In SDRs
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Source: uPu.
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It is evident that the postal service sector is caught in a vicious
circle of poor financial performance which causes a lack of invest-
ment, thereby preventing either improvements in the quality of ser-
vice or expansion, which generates even lower usage of the sector
and mail volumes, which further perpetuates the cycle (see Figure
1.4). To disengage this sector from this downward spiral, urgent re-
form measures are called for.

Figure 1.4
The Vicious Circle

Poor Fnancial
/ Performance 

Low Mai Voume 

\ |~~~~Low Investment Lvl 
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2. Enterprise Reform

The term enterprise reform refers to programs implemented primarily
by the enterprise itself to provide it with a more commercial orienta-
tion. In commercialization, market principles are introduced into the
entity, while corporatization provides a legal transformation that sub-
jects the entity to the legal requirements of a private firm. Such a
transformation can be an effective enabler of change.

Commercialization
An increasing number of countries have recognized the importance
of commercializing their postal service. Commercialization is the pro-
cess of introducing market principles into postal administrations.
Therefore, core areas such as finance, accounting, strategic plan-
ning, marketing, and so on are either introduced or strengthened in
postal administrations. Training may be provided for core functions,
experienced personnel may be brought in from the private sector, or
the management function may be contracted out for specific periods
in order to hasten the learning process and ensure its effectiveness.
While some restructuring measures are within the realm of any postal
administration's autonomy, the authority to take many commercial-
ization steps may have to be specifically included in legislation or
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explicitly sanctioned for a government department or a statutory cor-
poration. However, a limited liability company, which holds all the
powers of a legal entity, normally has the freedom to undertake most
reform measures.

Commercialization need not necessarily follow or precede
corporatization. Postal administrations can do much to improve the
quality of services and to develop financial self-sufficiency and a
market-oriented outlook even without the legislative changes that ac-
company corporatization. In a few postal administrations, such as
those of Chile, Singapore, and Sweden, these changes have been
introduced sequentially, and corporatization is regarded as the next
major step in the process of postal reform. However, complete com-
mercialization cannot be achieved without the appropriate autonomy,
accountability, and incentives that corporatization grants the postal
service, nor can corporatization by itself lead to successful reform.
Therefore, it is vital that both processes be implemented for reform to
achieve its goals. Some postal administrations have chosen to first
initiate the corporatization process, accompanied and followed by
commercialization, in the interests of clarifying the institutional envi-
ronment (the roles and responsibilities of all parties) and thereby ac-
celerating reform.

Changes at the policy level, such as market deregulation, the es-
tablishment of an autonomous regulator, or the corporatization of the
post, affect the parameters within which the post operates. However,
commercialization focuses on what it is that the post itself can do to

improve its performance within these parameters. Therefore, the steps
taken to corporatize and commercialize the post may be termed en-
terprise reform.

Corporatizationz

Corporatization is the process of giving postal administrations an in-
dependent legal status and subjecting them to the same legal re-
quirements as private firms. Thus, the entity is subject to standard
commercial and tax laws, accounting criteria, labor laws, etc. What is
more important, by explicitly separating the ownership and manage-
ment responsibilities, the postal service renders itself less suscep-
tible to government influence. This process enhances managerial
autonomy by to some degree insulating the postal service from non-
commercial pressures and constraints. It also clearly demarcates the
role of the government as owner of the enterprise, which is distinct
from the operation of the enterprise. Corporatization is an important
step in the ongoing process of commercialization. Most postal ad-
ministrations which have reformed for the sake of operational effi-
ciency and market alignment have placed great importance on
corporatization.
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By conferring a distinct legal structure on the postal service,
corporatization converts the problem of official governance to the still
difficult task of corporate governance-the creation of an optimal sys-
tem of accountability and incentives within the postal administration.
Therefore, it is necessary to introduce explicit contracts between gov-
ernments and postal enterprise managements in order to run the
postal service according to market principles. Without these disci-
plines, management and resource allocation decisions will not reflect
commercial realities.

The present study looked at a number of cases of recent postal
enterprise reform experiences throughout the world. The following
conclusions can be drawn from these reform experiences.

* Most of the successful postal enterprise reform experiences
are found among high income countries such as New
Zealand, Canada, and Singapore. This is primarily because
the threat of substitution by other communication media is
greater and is overtly transparent in high income countries.
Additionally, in many such countries there has been an over-
all emphasis on the self-sufficiency of state-owned enter-
prises, imposed by the government.

T There are only a few cases of successful enterprise re-
form in developing countries. Two primary drivers exist
for developing countries to initiate enterprise reform. First,
serious postal reform has taken place in countries in which
the government has initiated an overall public sector re-
form to improve the efficiency of government agencies.
Agencies that were considered significant "cash drains"
on the treasury, or those that consistently offered poor
value to the public, were prioritized for reform under the
overall public sector reform program. The postal service
usually meets the criteria for prioritization as one of the
government agencies in need of urgent reform (as, for
example, in Trinidad and Tobago). The other primary driver
of serious reform in developing countries is the emergence
and steady growth of a private postal sector. Although the
provision of most of the services offered by the compet-
ing companies may be illegal, enforcement of the exclu-
sive privileges of the incumbent is more or less impractical
and is too costly. The threat of competition has forced the
postal organizations themselves to recognize the need to
improve efficiency and to introduce quality service (see
Case Study 2, on Correos de Chile, in this report).

* A significant number of postal organizations which have
undergone corporatization have unfortunately considered
the corporate transformation as the only required reform.
As a result, their post-corporatization operational and fi-
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nancial performances have not improved because reform
did not include commercialization.

* Those postal organizations that have successfully imple-
mented enterprise reform have brought about significant
benefits for the public (in terms of better service, new prod-
ucts, and value for money), for the government (in terms
of tax revenue), and for the enterprise or its parent (in
terms of retained earnings, higher salaries, etc.). How-
ever, even these postal organizations consider enterprise
reform to be an intermediary step in the entire reform.

* Successful postal enterprise reforms have been led by a
common postal policy and strategy adopted by the gov-
ernment (the owner), the postal organization (the opera-
tor), and the regulator. This approach has maintained
explicit and corresponding objectives, and the govern-
ment, the postal organization, and the regulator have
worked together toward the development of the sector as
a whole. A good example of this is found in Singapore.
TAS, the regulator, and the government have consistently
aimed to ensure that tariffs stay within acceptable limits,
that consumers benefit from a wide range of high quality
services, and that Singapore Post continues to make pro-
ductivity and efficiency gains. As long as these conditions
are met, Singapore Post is free to maximize profits pro-
vided that part of these profits is reinvested in the busi-
ness or directed toward sector development.

• Even in cases of successful enterprise reform in which
dramatic improvements in efficiency, product offerings, and
quality of service have been achieved, government own-
ership and control has restricted the competitiveness of
the postal service. The United Kingdom, where the Brit-
ish Post Office was perhaps one of the earliest post of-
fices in the world to go through a systematic
corporatization and commercialization program, is a case
in point. Today, the Post Office has not only achieved sub-
stantial efficiency gains, but it also provides outstanding
service levels. However, the government-imposed Exter-
nal Financing Limit (EFL)1 and the traditional Treasury re-
straint on postal activities are hindering the Post Office's
ability to act as a commercial organization and to meet
the challenges and opportunities of international compe-
tition. Indeed, the Post Office would like to be free to raise

' The External Financing Limit (EFL) is one of the three targets set by the govern-
ment. While the other two targets are considered appropriate, the EFL is
seen as a constraint on the postal business and its development. Details of
the EFL are provided in the United Kingdom case study.
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money without being subject to the Public Sector Bor-
rowing Requirement and free to make investments with-
out having to consult the Treasury frequently.

3. Regulatory Reform

Enterprise reform can and does benefit postal service up to a point.
Beyond that, further improvements are achieved only through policy
changes relating to regulatory and institutional reform. Regulatory
reform, in the context of the postal sector, focuses mainly on (1) the
extent of monopoly powers and exclusive privileges granted to the
post office; (2) the competitive structure within the sector; and (3) the
appropriate mechanisms to ensure the proper functioning of a public
service (for example, tariffs, quality, and coverage for the regulated
services). Many decisions to be made stem from the issue of com-
petition, such as how the sector should be organized and what insti-
tutional approaches should be adopted to foster efficiency and
innovation while maintaining contestability or competition.

The study has drawn the following conclusions.

• There are very few cases of regulatory reform in the postal
sector. Most developing countries have indeed preserved
the original monopolistic structure with no changes at all in
the scope of exclusive privileges since the creation of their
postal services. It is therefore not uncommon to find that
monopoly protection applies to all products of the post of-
fice, with the exception of express mail service (EMS), which
in most developing countries is a new addition. However,
owing to the problems of enforcement, the number of pri-
vate sector postal operators is on the increase although the
operations of these service providers are considered illegal.

- Many countries that have recognized the overall benefits
that result from liberalizing markets have in fact not liberal-
ized. Governments are reluctant, often without justification,
to open postal markets. Even the EU, which has been liber-
alizing many markets within it, has recently decided that it
will reduce but retain the exclusive privileges for letter mail
for the time being.

* There is implicit evidence that such exclusive privileges have
not served the postal service well. This "market guarantee"
is perhaps the main reason (although not the only reason)
why postal services in many developing countries have re-
mained inefficient in terms of both cost and service. It is
clearly evident that in EMS, owing to competitive pressure,
the cost and the service of the post office are usually better
than those of other product categories. Even so, it is not
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uncommon to see that the dominant players in EMS are
always the private operators.

* It is possible for the post office to operate in a completely
liberalized market. Sweden, Finland, and Argentina stand
as proof. However, for demographic reasons and for the
resulting cost differences between a rural letter and an ur-
ban letter, some other countries consider it safer to remove
the monopoly gradually through a progressive but system-
atic relaxation of exclusive privileges (see, for example, the
Australia Post case). Explicit and transparent subsidization
of non-commercial social activities by the government al-
lows the post office to conduct a commercially oriented busi-
ness and levels the playing field for the post office (see, for
example, the Sweden case).

* In principle, many approaches developed in infrastructure
sectors could be brought into the postal sector in order to
introduce competition or contestability efficiently. For ex-
ample, interconnection (as is found in other network indus-
tries such as telecommunications and gas supply) could
feasibly be introduced into the postal network. This study
evidenced no such approaches in the postal sector in de-
veloping countries. However, in high income countries there
is growing interest in, as well as partial adoption of, such
approaches.

* Many countries, even those in which the postal service is
corporatized, do not have a proper regulatory process or
institution for the postal service. In many developing coun-
tries, fundamental regulatory issues such as tariff levels,
structure, and increases are effectively determined by the post-
master general alone. This gives the postal service a further
disincentive to improve efficiency and quality of service.

It is natural that a close link exists between the extent of regulatory
reform and the institutional setup (particularly the ownership issue).
If the postal service remains under government ownership, it is likely
that the controls imposed by government will have to remain in order
to ensure that the post office does not abuse its privilege of being
"underwritten" by the taxpayer. These controls usually prevent the
post office from entering joint ventures or from having the same ac-
cess to financial markets and the same degree of commercial free-
dom as its competitors. For this reason, the British Post Office has
seen competitors attack its core markets but has been unable to fight
back because as a public sector body it faces government restric-
tions on its activities. Therefore, countries which plan to embark on
postal reform should consider regulatory reform in conjunction with
institutional reform.
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4. Institutional Approaches

The institutional framework for the sector is key to its success in pro-
viding high quality service at competitive costs. Several institutional
approaches are available to governments for the management and
development of their postal sector. However, it is evident from the
experiences of other sectors that enterprise reform is both more fea-
sible and more effective when the private sector is involved as man-
ager, investor, financier, and, increasingly, part owner.

While it is possible to make a public enterprise work well without
changing its ownership, World Bank and other experiences clearly
show that under these circumstances success in commercialization
has been elusive. The record of reforming public enterprises without
involving the private sector is largely unsatisfactory.

Some of the reasons cited for not involving the private sector-or for
not giving up government control of the postal service-are listed below.

* The provision of universal service will not be respected

* Other public service obligations will be abandoned

* Profit orientation will result in higher prices

• Workers will be made redundant.

While improving efficiency is at the heart of such reforms, public
sector goals can also be accommodated under an institutional ar-
rangement involving the private sector. For example, it is feasible to
cost the postal service's non-commercial activities separately, and to
allow revenues from these non-commercial activities to be augmented
by the government as part of its social services program. In this way,
the costs associated with the social elements of the postal service
are isolated and the subsidization is made explicit and transparent.
Sweden has recently implemented such an explicit subsidization (see
the Sweden Post case study for details). It is indeed possible to con-
tinue to realize non-profit objectives while increasing private partici-
pation in the supply of services. Thus, both universal service and
public service obligations can be preserved (as in Sweden) even under
a competitive environment involving the private sector.

A sound regulatory framework and a properly prepared contract
will ensure that a private operator does not abuse its power on is-
sues such as market power, tariffs, operational practices, and human
resources management. For example, it is a common practice to bring
in the private sector for management on a predetermined, explicit
tariff evolution formula. The factors that make up the tariff formula
are closely regulated.

The study evidenced a strong move toward involving the private
sector in the operations and financing of the postal service, regard-
less of whether a country is high income, middle income, or low in-
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come. Typically, the rationale for privatizing or implementing some
form of private sector involvement includes the following:

* Governments increasingly feel that there is no longer a need
for them to own or operate the postal service. Social ser-
vice obligations could easily be built into the privatization
framework. Many countries have done this in other socially
sensitive sectors.

* Governments of developing countries would, and should,
prefer to direct public funds toward poverty alleviation and
investing in social sectors. Underwriting the losses of the
postal service and investing in postal development are
not priorities. Consequently, governments feel that if
postal infrastructure needs to be developed to support
economic growth, the most prudent approach would be
to involve the private sector in the operations and financ-
ing of postal services.

* Implementing a comprehensive reform requires a strong in-
stitutional capacity that is typically not found in the current
organization of the postal service. Any form of private sec-
tor participation is an effective way of immediately strength-
ening the capability to implement and effect change in almost
all areas of the business.

A variety of options are available in which the private sector is in-
volved in all or some of the postal operations and postal develop-
ment. Private sector is involved in has worked well in other
infrastructure sectors such as telecommunications, power, transpor-
tation, and water supply and distribution. It is possible to involve the
private sector efficiently in postal services despite the fact that natu-
ral monopoly elements may exist in the sector and that the postal
service contains certain public service obligations which are consid-
ered "non-commercial" (see Chapter 2 for details). Three types of
private sector participation models are briefly described below-man-
agement contracting, concession, and joint ownership.

In management contracting, a public authority contracts with a pri-

vate company to provide specific services for the operation and main-
tenance of the postal service. These services could include the
provision of key staff for technical assistance, operations, mainte-
nance, marketing, new product development, finance, and project
management. Compensation to the private company would be of the
type made under contracts for consulting services (time-based, lump
sum, percentage of revenue, cost-plus, etc.). The responsibility of
the private company would be limited to that part of the system oper-
ated on behalf of the public authority. Where the complete operation
is contracted out, customers legally remain clients of the public au-
thority and the private company is compensated in accordance with
the terms of the contract. There are several types of management
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contracts, including those which include a productivity bonus to the
contractor or a share of the profits. Such incentivized management
contracts provide the operator with the stimulus to be entrepreneur-
ial, as well as to exceed the contractual targets.

In a concession system, the public authority contracts out develop-
ment and operation to a single private operator, or to a consortium of
companies. The concessionaire finances, invests in the appropriate
technology, constructs, and operates, at its own risk, all facilities and
networks for the provision of postal services. On the termination of
the concession, the concessionaire must return the postal system to
the public authority in perfect condition. This means that during the
life of the concession the concessionaire must replace dilapidated or
non-functional equipment and facilities, make the necessary addi-
tional investments for better operation and sales enhancement, and
also recover its invested capital.

The major difference between a management contract and a con-
cession is that in a concession contract the concessionaire assumes
full commercial risk-that is, if the postal operations make a loss, the
concessionaire realizes the loss. Equally, if the concession makes a
profit, the concessionaire will keep it after paying the necessary taxes
and dividends. In a management contract the commercial risk as-
sumed by the operator is considerably smaller. In a fixed fee con-
tract, for example, no operation risk is assumed. In incentivized
management contracts, part of the operator fee is linked to the
operator's performance. Although it is possible to have a manage-
ment contract that involves investments, in general, if a primary mo-
tive for involving the private sector is to bring in private capital to accelerate
the development of the sector, then a concession may be the most ap-
propriate approach. And a concession gives the operator greater au-
tonomy, since the operator assumes the full commercial risk.

Joint ownership involves a new partnership under which the em-
ployees, the sub-postmasters, and the government could each hold
significant shareholdings in the business, together with a strategic
partner that has a strong interest in the business and that could pro-
vide not only financial capital but also technical and management
expertise. The retention of government shareholding is an indication
of the government's continued commitment to the vital public ser-
vices that the post office provides. It also allows the government and
the employees to share in the company's future success through its
shareholding.

However, if this option is to add value to the development of the
postal service, it is essential that the retained government shareholding
should not leave the government in control of the business. If the
government were to retain a majority shareholding, it would still be in
control, the post office's borrowings would continue to count against
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the government's public sector borrowing requirements, and the tax-

payer would effectively be underwriting the business.

For the post office to operate as a private sector company, the
government must sell a majority of the shares and must also involve
the strategic partner's ownership in a significant way. As long as the
government is only a minority shareholder, the business would be
classified to the private sector and would be free from public sector
controls. This option provides the post office with the commercial free-
doms that are most necessary if it is to respond to increasing compe-
tition and market dynamics, and could also benefit the consumer by
allowing the new company to develop new services.

Figure 1.5 presents a comparison of relative attributes of various
institutional models for the postal sector.

Figure 1.5
Relative Attributes of Different Institutional Models for the Postal Sector
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In order to implement postal reform in the most effective way,
and also to realize rapid benefits such as enhanced efficiency and
improved service, the optimal institutional approach is to involve
the private sector in the management and financing activities while
retaining full, or partial, government ownership. While in some
countries it might be difficult to transfer operations fully to a pri-
vate operator, an attempt should nevertheless be made to gradu-
ally increase the private sector's role.

5. Technological Reform

The postal service as operated today is very much based on physical
distribution. The mail is collected, transmitted, and distributed physi-
cally. Indeed, in the postal services of almost all countries, the labor
component of the total cost is in the range of 60 to 85 percent. This
high labor content contributes to the physical limitations in service
provision-particularly as regards cost and service levels. In the most
efficient postal service, a first class letter, if posted by close of busi-
ness, can only be delivered the next day. While this is remarkably
quick for a largely manual-based system, even this delivery rate can
be challenged today by the rapid innovation and growth in electronic
communications. With this in view, this discussion of technological
reform addresses the postal sector's urgent need to respond to the
ongoing communications revolution.

Today, in many countries, even in developing countries where the
telecommunications industry has been reformed, the use of electronic
communication for business transactions has rapidly become afford-
able. In developing countries, because of the high hardware and link-
up costs, electronic communication systems are usually owned by
larger business companies. However, "intermediary" service provid-
ers (for example, small bureaus that provide fax, E-mail, and other
electronic communications services) are also emerging rapidly in de-
veloping countries, albeit only in the urban centers. Close examina-
tion of the market for traditional postal services clearly indicates that
the problem is more urgent than is realized. For example, as is seen
in Table 1.2, most mail demand is generated by the business com-
munity (about 85 percent of mail). This pattern is similar for all coun-
tries, including developing countries. Additionally, it is the business
market segment that attaches greater importance to high service stan-
dards and reliability, and the competitive threat from alternative com-
munications media is greatest in this area (see Figure 1.6).
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Table 1.2
Typical Composition of Mail, by Origin and Destination,
in Developing Countries
Percent
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Figure 1.6
Competitive Threat from Electronic Media
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It is ironic that the postal sector has expended so much energy
arguing for legal protection from direct competition via monopoly pro-
tection and exclusive privileges, when the immediate and most sig-
nificant threat is from the rapidly evolving electronic communications
industry. Even if post offices remain partly protected by a monopoly,
the most severe competitive attack is from electronic communica-
tions service providers, which are not, and are unlikely to be, subject
to any restrictions in competing in the overall communications mar-
ket. Postal operators need to realize that they are part of an overall
communications market and that they do not have a privileged or
special position in this respect; in other words, they must adapt to the
new and evolving situation.

The key messages, then, concerning adaptation to the changing
market characteristics, are:

* The postal sector must clearly recognize its position as part
of the overall communications market, with changing cus-
tomer requirements, and must initiate, with the greatest ur-
gency, a comprehensive technological reform.
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* Any postal authority that is planning to reform or improve its
postal service should include technological reform high on
its agenda.

* Often the prime constraint to introducing technological ad-
vances into the postal service is the legislative framework
itself, and also government-imposed financial controls.Tech-
nological reform starts with a review of, and appropriate
amendments to, the legislative and regulatory frameworks.

* The investment requirements needed for technological re-
form can be substantial and the required skills are new to
the postal sector. In this regard, postal services may need
to form alliances with other private communications com-
panies in order to rapidly implement technological reform.

Perhaps the most important policy message is that unless the postal
service integrates communications technology into its service provi-
sion, the economics and the changing market preferences may pre-
vent the post from providing a truly universal service.

Although it is not the intent of this study to recommend a specific
course of action for postal services, this report offers certain policy
options in Chapter 5. At a primary level, postal services could take
either a passive option or a proactive option. The passive option is an
evolutionary one: in other words, the postal sector could continue to
provide the traditional services with some changes at the margin (such
as opening a fax bureau service). The proactive option, on the other
hand, acknowledges the need to take immediate action and adopt
electronic communications technology through the development of
hybrid messaging services. In this regard, there are four strategic
options open to the postal sector: Minimal, Intermediate, Expansion-
ist, and Exclusive (see Figure 1.7). These strategies are outlined in
detail in Chapter 5.

The postal sector should bear in mind that it already has a signifi-
cant competitive edge. As has been noted, typically about 75 percent
of the mail is destined to households. For the mail to reach individual
households, there must be a strong delivery network. The postal ser-
vice is perhaps the leader among the few organizations that have
this delivery capability. Thus, the postal sector has a choice: it can
build on this strength and become one of the important players in the
overall communications market, or it can maintain the status quo and
allow its wide network to become increasingly underutilized, thereby
allowing the postal service to become a victim of the ongoing com-
munications revolution.
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Figure 1.7
Technological Reform Options

Policy Options Strategic Options

In recognition of the magnitude of the changes urgently needed inNe
the postal sector, governments of low and middle income countries
(and, indeed, of some of high income countries as well) should give Direcfions
greater priority to immediate, comprehensive reform. It is clear from
the worldwide review of reforms discussed here that the following
four broad principles should be adopted for the postal sector:

Principle 1. A reform program should be initiated immedi-
ately if the country is faced with a poor quality postal ser-
vice or if the postal service is unable to generate or raise
sufficient funds for its development, or, again, if the
sustainability of a low cost universal service is being threat-
ened by growing competition (owing to volume erosion).

Principle 2. A comprehensive reform program should be
undertaken. Many countries examined for this study have
implemented independent programs in several functions of
the post office or have undertaken partial reforms. Although
these efforts lead to some improvement in those particular
functions, very little global benefit in the overall postal ser-
vice is realized. This is one of the primary reasons why sev-

eral countries have spent a significant amount of resources
on improving the postal service and yet have failed to im-
prove the service at the customer end.

Principle 3. Traditional beliefs shouldnot be allowed to limit
the nature and scope of the reform effort. This is particularly
true in dealing with sensitive aspects such as universal ser-
vice, monopoly, competition, market definition, social obliga-
tions, and private sector participation. The communications
industry, the market preferences, and the supply economics
have all changed dramatically since Rowland Hill's postal re-
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form in 1840. It is time for the postal sector to respond to these
changes.

Principle 4. Govemments should take charge of the reform
program. Since a comprehensive program includes legal,
regulatory, and institutional reform components, the man-
agement of change has to come from the government, not
from the post office.

The way to move forward is to rethink the basic design of the postal
sector and to prepare and implement a comprehensive reform pro-
gram quickly. The following chapters provide new dimensions for the
old issues of, for example, monopoly, competition, universal service,
tariffs, regulation, commercialization, institutional arrangement, pri-
vate sector participation, and technological integration. The specific
reform design largely depends on the objectives for the sector as a
whole. However, in general terms, for many developing countries sig-
nificant benefits could be achieved by fostering some level of compe-
tition in the sector through relaxing the scope of the monopoly given
to the national postal service operator. Competition is the best force
for introducing rapid commercial orientation and business realign-
ment. However, since in most developing countries the national op-
erator can easily be won over by the private sector, a level playing
field should be created for competition before any changes are made
to the competitive regime. Creating a level playing field includes not
only providing appropriate amendments to the existing legislation and
regulatory framework, but also upgrading the business capability of
the national operator so that the incumbent can compete "equally"
with the competitors. The most prudent, and most rapid, way of up-
grading the management capability of the postal organization in low
income and middle income countries is to bring in the private sector
for the management, and possibly the financing, of the postal ser-
vice. Such an institutional approach, which could be in the form of a
management contract, a leasing contract, or a joint venture, provides
immediate access to proven modern management techniques, busi-
ness marketing approaches, project management capability, and tech-
nological know-how that otherwise would take the postal organization
a very long time to develop by itself.

In general terms, as a way of suggesting appropriate reform paths,
the following points should be taken into consideration. The postal
sectors of low income and middle income countries could be classi-
fied into two broad groups: Group A: in this group the postal service's
basic network infrastructure has to be extended or rebuilt in order to

242



1. Agenda for Reform

provide a minimum level of universal service; and Group B: this group

comprises those postal sectors that have the basic infrastructure but

need to rehabilitate and modernize the network for cost and service

optimization. Group A can approach its reform in two broad ways:

1. The postal service enters into a concession type of arrange-

ment with the private sector, where the private operator will

take on the full responsibility of operating the postal service
andexpanding or rebuilding the network as specified by the

government's sector objectives. The contract period would

vary depending on the investment requirements for the ex-

pansion, but typically a concession is for a longer period

(about 10 to 20 years). The concessionaire will have the

responsibility for implementing most of the commercializa-

tion and technological reform programs.

2. The government takes on the responsibility of expanding or

rebuilding the postal network infrastructure and only then

passes the entire operation on a management contract ba-

sis or other form of private sector participation approach to

the private sector for a fixed period of time, during which
most of the commercialization and technological reform pro-

grams will be implemented.

Option 2 may be more suitable in countries where the network is

so poor that no regulatory reform can be undertaken prior to building

a sufficient supply capacity (e.g., where there is a true reason for

keeping a wide monopoly for some time), or where the private sector

is unwilling to take on the operation.

For reasons stated earlier in this section, Group B postal sectors

should involve the private sector early in the reform program. Private

sector participation should be for the full management and possibly

the financing of the postal service, as in a management contract with

investments, or in a joint venture.

The reform could be implemented fully at once, or a phased ap-

proach could be used. In either case it is important to implement a

full reform program to achieve the maximum benefits. Figure 1.8 pro-

vides a selection of postal reform actions.
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Figure 1.8
Possible Actions for Postal Reforms
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Condusion In several countries the postal sector is at a trigger point. If nothing is
done and the status quo is maintained, then it is likely that the sector
will continue to erode as competitors and other communications me-
dia take over the market. Under such a situation, it may not be pos-
sible to provide a postal service at a reasonable cost or to ensure
universal service. Given the importance of this sector, particularly in
developing countries, such a situation would lead to adversity in the
net welfare.

However, countries that commit themselves to postal reform could
turn their postal service around so that it becomes an important player
in the communications market. The benefits of a carefully planned
and well executed reform program can be significant. Argentina, for
example, embarked on a comprehensive postal reform in 1993. This
reform involved full commercialization, complete liberalization of the
market, and private sector participation in the management and fi-
nancing of the postal service. Within two years of reform, even be-
fore the reform process was completed, the sector and the consumers
were reaping considerable benefits. During this period, mail volume
grew by about 40 percent, and 98 percent of the letter mail was deliv-
ered on time (an improvement from 78 percent in 1993). The con-
sumers also benefited-the average price of delivery fell by over 65
percent. An interesting point from Argentina's experience is that, af-
ter removing the monopoly and introducing competition, not only did
the overall mail volumes grow, but the volume of the national postal

26 service increased substantially.
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Annex 1:
Concerns

~- about --

;_>. _] Postal X

Perceived Concern Response

1. The postal service is a dying * First, there is a considerable technology gap between
form of communication which countries. As a result, for an overwhelming majority of
will inevitably be replaced by countries the postal service is the predominant communi-
electronic forms of communica- cation mechanism.
tion. Therefore it is pointless to . In absolute terms, mail volumes have been increasing de-
restructure/reform the postal spite the evolution of technological communications sub-
sector. stitutes. Even in countries which are the most

technologically advanced, the growth in mail volumes
seems to indicate an overall increase in the potential for
communication.

* Traditional mail also services a niche that electronic com-
munications does not in terms of the features associated
with hard copy mail, as well as economies associated with
it for large volume, less urgent segments.

* The postal service can play a crucial role in making tech-
nology accessible to every consumer through its perva-
sive retail and delivery network.

2. The postal service is the com- * A reliable and efficient postal service is a vital asset to
munications lifeline of a nation. any country. However, if the postal service is plagued by
Therefore, it should not be tam- financial and service inefficiency, these shortcomings need
pered with. to be explicitly addressed in a systematic manner, all the

more so because of the vital role the postal service plays
in communications. If this is not done, the service will con-
tinue to diminish in its value and contribution and will even-
tually wither away .

* More capital-intensive and sensitive sectors, such as wa-
ter, are being actively restructured in order to improve
them. The postal service has the potential to learn a lot
from the experience of these other sectors.

* Although they may not be perfect substitutes, there are
other communication mechanisms available, such as the
telephone, facsimile, electronic mail, etc.
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Perceived Concern Response

3. Service to the public will suf- . The operator is legally compelled to provide a nation-
fer. A large number of post of- wide counter service or postal access. In areas where
fices (especially rural) will be usage does not justify the establishment of a full post
closed or replaced with office, provision of these services at existing banks,
agency outlets that offer lim- shops, etc., makes perfect commercial sense. These
ited services. postal outlets/agencies can be mandated to maintain a

certain external appearance and certain service stan-
dards (as in franchises) so that the public does not feel it
is lacking a postal establishment.

* The government can choose to explicitly subsidize the
retention of unprofitable post offices where it feels this is
vital in the interests of the community. This was the ap-
proach adopted in Sweden to maintain counter services
for financial transactions in remote areas.

4. Postal rates will rise by too * Postal rates to most users should reflect the true cost of
much if the service is to be fi- the service. Therefore, the focus should be on improving
nancially self-sufficient.This is efficiencies in order to keep rates at an acceptable level.
socially unacceptable. Rates should not be increased to compensate for opera-

tional inefficiency. At the same time, there is no reason
why the service should be underpriced if there is no clear
social reason.

* Generally 60 to 80 percent of the mail is generated for
the purpose of business/institutional communication.
There is no reason why, as in any other input, this clien-
tele should not pay the full price of the service. If the
service is subsidized by the government, the obvious ben-
eficiaries of the subsidies are the commercial mailers.

* It has to be acknowledged that an underpriced postal
service will probably compromise on service. There is
no social value to fostering an inefficient postal service.
In addition, the public is willing to pay for a reliable, speedy
service, the proof of which lies in the excessive use of
expensive courier services in countries where the postal
service is inadequate.

* For the segment that relies on the postal service for per-
sonal communication: (1) postage is a most insignificant
component of expenditure; (2) this segment will also ben-
efit from a reliable, if more expensive, service.

5. The quality of service will de- . Explicit contracts will mandate compliance with quality
teriorate if the postal adminis- of service standards, and service performance will be
tration is driven by profit specifically monitored. This can only bring about an im-
motives. provement as opposed to the current system, where

performance goals may not even exist.
* In postal services that have reformed (Singapore, Swe-

den, the Netherlands, Finland, Canada, and the United
Kingdom, to name a few), the quality of service has im-
proved.
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Perceived Concern Response

6. The social objectives will not * Legislation and an explicit contract with the postal op-
be fulfilled by a corporatized, erator will mandate compliance with social obligations.
privatized, or liberalized However, the costs of these obligations should be cal-
postal service. culated and either explicit compensation should be pro-

vided for them, or a judgment should be formed as to
whether the enterprise is financially capable of servicing
these obligations without additional compensation, as in
Sweden. This approach confines subsidies, if necessary,
to the social obligations and also makes the process
transparent. In the past, by shouldering their fiscal losses,
governments have implicitly subsidized the entire opera-
tions of the postal sector.

7. Corporatization converts em- * Wages, employment opportunities, promotions, and com-
ployee legislation from civil pensation should be based on performance and be dic-
service statutes (public law) to tated by the market value of the job. There is no reason
private contracts (commercial why a certain class of employees should be immune from
law). Thus, the employee these pressures.
loses out.

8. Corporatization is an excuse to * It is true that most postal restructurings are accompa-
lay off postal employees nied by some labor rationalization. This is because these

operations are generally overstaffed to start with. The
postal service cannot provide the best service at a mini-
mal price if it does not have the flexibility to staff itself
suitably. As a policy decision, the government should de-
cide up front whether the purpose of the postal service
is to provide employment or to provide a service. The
two aims cannot be reconciled.

However, if employee retrenchment is inevitable, so-
cial assistance has to be provided to unemployed work-
ers in a systematic fashion. In addition, as in any other
corporation, the postal service has to be accountable for
good employment practices for its remaining employees.
Experience has shown that employees in reformed postal
services experience improved working conditions be-
cause of an explicit human resources policy, increased
training, potential for mobility within the service, and com-
pensation which rewards performance. In addition, postal
services are capable of attracting better qualified em-
ployees after reform, as in the case of Sweden.
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Perceived Concern Response

9. The government will lose for- * The government no longer has to subsidize the entire
eign exchange (terminal enterprise (if it was making losses).
dues) if the postal service * Thegovernmentwillfinanciallybenefitfromtheintroduc-
has control of its own rev- tion of corporate tax, VAT, and dividends/financial return.
enues. Net terminal dues are This should more than suffice to compensate for the loss
generally positive in develop- of terminal dues as a source of foreign exchange.
ing countries.

10. National post offices can * Given the appropriate contracts, and explicit compensa-
never compete with their ri- tion for the social aspect of the service that it has to shoul-
vals in the private sector be- der, these obligations should not be a bar to commercial
cause of the expensive success. Generally, no other organization can rival the
obligation to maintain univer- delivery and counter network of the national post office.
sal services at fixed prices. It should be able to draw on these assets to compete

with its rivals, provided it is given the freedom to do so.

11. The post is incapable of be- * The existence of profitable postal services such as those
ing financially self-sufficient. in Australia, New Zealand, Sweden, Finland, the Nether-

lands, the United Kingdom, Singapore, Malaysia, and the
United Arab Emirates would seem to indicate that this is
not true. The Chilean and New Zealand posts have trans-
formed themselves from loss-making to profitable ser-
vices. The postal business, while maintaining the basic
social obligations, can be a profitable business.
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Regulatory Policy
Reform

The postal sector in almost all countries is protected. Even in
countries where free market forces are prevalent in most sec-
tors, the postal service is allowed to continue to operate un-

der the monopoly protection. The justification for this situation is cen-
tered around universal service provision. It is a long-held view that to
provide postal service to all residents, even in the remotest parts of
the country, it would be necessary to protect the service from com-
petitive providers that might service only the lucrative market seg-
ments and leave the unprofitable segments to the national operator.
Yet these monopolies in some developing countries still leave a sig-
nificant proportion of the rural residents unserviced.

There are, of course, significant benefits in preserving the univer-
sal service concept, although the specific definition of universal ser-
vice is debatable and may-and should-vary depending on the
specific circumstances, It is clearly evident from the experiences of
the once-protected markets that services improve when their provid-
ers must compete. Thus, the important question that governments
face is how to bring about a reform in the postal sector that will ben-
efit the public through both universal service and competition at the
same time.

At present the public providers of most postal services claim that
this is not possible. They argue that, because it is expensive to ser-
vice remote areas, they need to be compensated by having a mo-
nopoly in lucrative areas and using the profits from it to subsidize
their loss-making services. Certainly this policy, which has been used
by many governments for a long time, is one of the options, but not
the only one, It is questionable whether the cost of preserving univer-
sal service is as high as many postal organizations claim it to be. To
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take an example from another area, the true cost of providing tele-
phone services to uneconomic British customers is about 2 percent
of turnover (see Box 2.1). Moreover, a U.S. study concludes that it is
likely that sparsely populated rural areas would still have service if
the universal service requirement was removed (see Box 2.5 later in
this chapter). One of the main forces behind Sweden's abandonment
of the postal monopoly was that the cost of the obligation to deliver
mail to all areas, including the country's barren north, was roughly
offset by the benefits of scale and the advantage of being able to
have a nationwide service.

Box 2.1 Private Delivery of Public Service Obligations
in the United Kingdom

Recent experiences in the infrastructure sectors have shown that regulatory systems can en-
sure that services that have an element of public service obligation are delivered by private
sector firms. The case of British Telecom (BT) in the United Kingdom is a good example. When
BT was privatized, it was obliged to provide telephone lines and call boxes throughout the
country, including the remotest parts. There are now 122,000 BT call boxes in the country,
compared with 86,000 in 1987 (when BT was privatized), an increase of more than 40 per-
cent. There has been a significant improvement in the reliability of phone boxes so that 95.7
percent are now working compared with only 75 percent in 1987. Many phone boxes are
not profitable for BT to operate, but BT is legally required to keep them going. At the same
time, BT's prices overall have fallen by around 35 percent in real terms since privatization.

Up to the present, governments that have wanted to improve their
postal service have concentrated on chipping away at the margins of
the state monopolies. It is important to realize that several options
are open to governments in terms of setting an effective regulatory
policy for the postal sector. It is possible that the cost of preserving
the monopoly outweighs the cost of other policies. For example, given
that the volume (the main cost driver) of mail collected or delivered
in sparsely populated areas is relatively insignificant in comparison
with total mail volume, it may be cheaper for the government to sub-
sidize remote users of postal services directly than to bear the cost
of preserving the monopoly.

The study team made the following observations.

* Very few postal services have introduced regulatory reform.

* The few countries that have studied the costs of service
provision have found that the additional cost of adding the
public service obligations to the postal service is between
2 and 30 percent of the total cost (under a regime of opti-
mized operations). This points to the feasibility of continu-
ing the public service obligations even under a fully
liberalized market regime. (This issue is discussed further
in the next section of this chapter.)
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* Gaining some knowledge of the cost of service is a prereq-
uisite to designing a regulatory policy. Governments should
disaggregate the cost of postal service and analyze the cost
components to determine the true cost of providing univer-
sal service. In light of the cost analysis, governments should
re-examine the costs and benefits of preserving the mo-
nopoly. This type of analysis would make it easier for a gov-
ernment to assess the most suitable regulatory policy for its
postal service. Only a very few postal organizations or gov-
ernments have carried out such an analysis.

* There is an increasing trend, particularly among high in-
come countries, to reduce the scope of monopoly protec-
tion in order to widen the non-reserved areas to foster

competition. On the other hand, in many countries, particu-
larly in developing countries, no changes have been made
to the scope of monopoly protection.

* In most countries the definition of universal service (that is,
that all residents of a country should have reasonable ac-
cess to core postal services at affordable prices) does not
relate to optimal service economics. Many countries are
attempting to provide the same level of service to all resi-
dents, including those in remote areas. In fact, there is no
need to provide this level of equality when the cost of truly
providing such service is very high. Customers attach greater
value to reliability than to frequency of service. Even with a
uniform tariff, a rebalanced universal service that is in line
with user needs could be provided economically.

* Regulatory reform has the maximum benefit when it is con-
sidered as a component of an overall postal service reform.
This is particularly true in countries in which the postal ser-
vice requires considerable upgrading in order to deliver ser-
vice to acceptable standards. Isolated regulatory reform in such
situations could lead to net welfare losses (see Box 2.2).

* There is very little evidence of private sector participation
with the view of introducing contestability into the postal
sector, although private sector involvement has been used
successfully in other infrastructure sectors such as gas sup-
ply, power, transport, and water. Even where infrastructure
service is provided economically by a single supplier, com-
petition from alternative suppliers for the right to supply the
market can improve efficiency. In this regard, it is fair to say
that the postal sector has ignored the potential benefits that
could be brought in through private sector participation in
all or most of the postal operations.
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Box 2.2 Deregulation without a Strategy

One country in East Asia completely removed the monopoly protection during corporatization
through the enactment of a new postal services act. Prior to the new act, the service quality of
the national postal service had been poor: delivery within the metropolitan capital area aver-
aged six days and interurban delivery averaged eight days. Corporatization and deregulation
exerted pressure on the post to improve its service levels. Indeed, soon after the new postal
act became effective, delivery in the metropolitan capital area was down to four days and
interurban delivery averaged six days. Nevertheless, these new service levels are not satisfac-
tory from the viewpoint of the market, particularly the business market segment. Therefore
competitors (private firms) are gearing up to provide a more rapid postal service at a low
uniform price in the main urban centers. Volume losses are expected to be high, and the
national postal service is expected to have the burden of mainly servicing the rural segments.
Should this be the case, the postal service would find it difficult to provide a truly universal
service at low cost.

The governments mistake was to hope that the new postal act and the removal of mo-
nopoly alone would be sufficient to improve the quality of service of the post. Although the
new act provided the correct incentives, the postal service was unable to introduce the needed
changes rapidly because of insufficient investment capital and lack of the institutional capacity
necessary for implementing the transformation.

The government is now undertaking a comprehensive postal service reform in order to
strengthen the capacity and capability of the postal service. This reform includes the mobiliza-
tion of private capital, so that universal service at low cost is ensured in a completely deregu-
lated environment.

Competition The public service obligation (which includes the provision of service
Policy and to residents in remote areas) is perhaps the overwhelming "policy

bottleneck" in keeping competition out of the sector.
PubliC However, the experiences of other infrastructure subsectors indi-

Service cate that it is possible to inject competition while continuing to pro-
vide those activities that are considered public service obligations.

Obligations To address this issue, it is useful to divide the overall postal service
business into two segments-commercial service and public service.

1. Commercial Service Segment: This is the commercially vi-
able business segment of the postal service which is ca-
pable of generating adequate revenues to cover the service's
operating and investment costs. This business segment
should be run primarily on market-based pricing principles
(even with uniform tariff constraints). There is no need to
subsidize any of this portion of the postal service. If the postal
operator is making a loss in this segment, it is because of
bad management practices or restrictions on economic tar-
iff increases by the government for political reasons, or both.
The commercial service segment includes most letter mail,
almost all parcels, Express Mail Service (EMS), most
counters, and most giro services. This segment represents
about 70 to 98 percent of the postal service in value terms.
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In high income countries, where the postal volume is rela-

tively high even in sparsely populated areas, commercial

service represents a high proportion of the total business

(about 85 to over 98 percent), Whereas in developing coun-

tries the figure is much lower (typically about 70 to 75 per-

cent of the total business) (see Figure 2.1).

Figure 2.1
Broad Segments of the Postal Service Business

70-98% %

|Commai uN

* Most letter mail * Letter service to remote
* Parcels areas
* EMS * Some regional post office
* Most counters counters
* Most giro services, etc. * Frequency of service

* Newspaper distribution
* Literature for the blind, etc.

2. Public Service Segment:This segment of the postal service

business is legally required from the postal operator as ser-

vices to be carried out for the benefit of the less privileged
portion of the residents. Thus, typical business activities that

fall under this segment include letter mail service to sparsely

populated areas, maintenance of regional post office

counters in such areas, newspaper distribution to all rural

parts of the country, and distribution of literature to the blind.

These are unprofitable activities; they bring either no rev-

enues or revenues that fall far below the fully allocated cost

of service. The public service segment represents about 2

percent (in high income countries) to 30 percent (in low in-

come countries) of the total business.

A key factor in determining policy regarding the scope of monopoly

and the degree of competition to be allowed in the sector is the per-

cent of total postal business that belongs to the social service seg-

ment. In high income countries, the percent of total business

represented by the social service segment is very low. Thus, it is eco-

nomically feasible and politically palatable to remove the postal mo-

nopoly completely and still continue to provide the public service

obligation at the same level (see the Sweden Post case study and
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Box 2.4). There is a belief, however, that in developing countries this

social service segment represents a very high percentage of the total

business (because of lower mail volumes and a greater proportion of

rural population). It should be noted, however, that most of the mail-

generating customers in developing countries are in the urban areas

that there is relatively little mail flow to or from sparsely populated

areas, and, in fact, the social service sector's percentage of total

postal service business ranges from about 10 to 30 percent.

The activities and costs relating to the social service segment, once

isolated, would provide a sound basis for determining the explicit sub-

sidies to the postal operator for these non-commercial functions. The

subsidies could be channeled from the appropriate government min-

istries. For example, subsidies for the distribution of newspapers to

rural areas and literature to the blind could be provided by the Minis-

try of Education, while subsidies relating to universal service could

be provided by the Ministry of Communications, Transportation, or

Public Utilities. To negotiate the terms of such subsidies efficiently, it

is necessary to understand the cost of providing the entire postal

service, and, in particular, the cost of providing the public service

obligations (see Box 2.3).

Box 2.3 Transforming the Retail Network in New Zealand

New Zealand Post has implemented a significant reconfiguration in composing its retail net-
work away from company retail outlets to private sector agencies. With restructuring, al-

though the number of official post offices has decreased (see figure, below), contact points
for basic postal services have increased dramatically. Although the postal service is
corporatized, the Deed of Understanding with the government mandates the maintenance

of the retail network at specific levels. For example, in 1990 the Deed required a network of
at least 880 outlets excluding stamp retailers. An amendment of the Postal Act also man-

dates that the Post furnish information about its retail network. An amendment to the Postal
Act also mandates that the Post furnish information about its retail network. This
reconfiguration of the retail network (I1987 and 199 1 is shown below in the figure.

Therefore, although the level of service cannot be compromised, the postal service is
allowed to be the bestjudge of this

The Reconfigured Retail Network, 1987 and 1991 kind of retail network that can best

L1987 m1991 service the population, given the
2,000 demands for its services and the

1,500_ costs of providing them. If the case
arises in which economically

1,000 - unviable outlets are required to be

soo M * maintained on social grounds, the

° _______- __M__________________________ government has the option of ex-

Official Post Post Stamp Total plicitly compensating the Post for
Post Agencies Delivery Retailers these outlets, thereby reconciling

Offices Centers
Source: New Zealand Post. the retention of financial account-

ability with social accountability.
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A thorough cost analysis is one of the prerequisites for any policy Cost
decision, particularly in the postal sector. Since most government .
departments do not follow commercial accounting principles, a spe- -sa raggregafilon
cial effort (through, for example, an Activity Based Costing Method)
should be made to isolate cost by product or service category. Such

a cost analysis could provide the policymaker with most of the nec-

essary information on the postal service with regard to which regula-

tory policy is best suited to that country's postal operation.

Sweden was one of the few countries that undertook a cost analy-

sis (in 1991) to evaluate the cost of its regional and social responsi-

bilities within the Sweden Post letter mail and the Post Giro business

units. The intent of this analysis was to have a better understanding
of this business and also to collect the information that would bring

about a more businesslike relationship between the Post and the

government on some of the critical issues such as social responsi-
bilities. The government encouraged this analysis in order to better

determine the most appropriate regulatory policy for the country (see
the Sweden case study and Box 2.4 for further details).

Box 2.4 Deregulation in Sweden

In the early 1 990s the Swedish Government authorized a systematic analysis of the postal
market by an independent consulting firm. This analysis divided Sweden Post's obligations
into three categories and recommended the following responsibilities:

* Social responsibilities in the letter service: This encompasses delivery of newspapers, and
of literature for the blind, elderly, and disabled; emergency situations; letters to other Nor-
dic countries; letters sent by non-profit associations, etc. The study recommended that (Iv
for newspaper and stamp delivery, temporary subsidies should be paid by the relevant
ministries and rates should be gradually raised to market prices; and (2) for the remaining
social obligations, Sweden Post should receive full cost compensation from the relevant
agency or ministry.

* Regional responsibilities in the letter service: This covers Sweden Posts obligation to pro-
vide nationwide service at a single unitary tariff with a 95 percent delivery reliability for
overnight mail. It was concluded that the economic costs associated with these regional
obligations approximately equaled the benefits of economies of scale and scope that Swe-
den Post enjoys. Since Sweden Post's profitability could cover the provision of these ser-
vices in sparsely populated areas, no compensation was recommended.

* Regional responsibilities for cash payments: This assesses the costs incurred by Sweden
Post in providing a cash payment service for the state on a daily basis in areas where no
bank is available. The study recommended that the Postal Giro be compensated for the
extra cost of maintarning this service.

On the basis of this analysis and for reasons provided earlier, it was decided that the mo-
nopoly protection was no longer necessary even though the universal service would be main-
tained. By 1995, apart from Sweden Post there were two companies operating letter or com-
bined letter and parcel services, one delivering computer-produced letters in the Stockholm
metropolitan area and the other with a large share of unaddressed bulk mail. A few interna-
tional integrators and postal administrations have also evinced interest in entering the Swed-
ish postal market. As far as Sweden Post is concerned, it is not competition from alternative
operators that it fears but competition from alternative forms of communication.
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The social responsibilities that Sweden Post felt should be directly
subsidized by the government represented only 2.7 percent of its
turnover. This was the cost of providing the public with all the social
obligations set by the government. In addition, Sweden Post felt that
no further compensation was required from the government to pro-
vide a regional universal service. Sweden Post concluded that the
letter business unit's profitability was sufficiently high to cover the
costs of servicing sparsely populated areas, even after a price struc-
ture adjusted to market conditions was introduced. Consequently,
Sweden abandoned its monopoly in 1993.

Sweden Post offers a good example of the importance of develop-
ing a robust understanding of the costs of the various activities of the
postal service and the various costs of the social responsibilities that
it must continue providing as a national operator. Such an under-
standing provides a good basis for enabling both the government
and the operator to take the most appropriate and commercially logi-
cal decisions that are beneficial to the operator as well as to the
customers.

Universal One of the first steps in regulatory reform is to clarify the definition of
universal service in view of its social andeconomic justifications. Cost

Service is directly related to the level of service. It is no surprise that, under
universal service as defined earlier in this chapter, many postal op-
erators have a relatively high cost of service anda considerable over-
capacity of network resources, including labor. Market surveys of
customer preferences indicate that users in developing countries at-
tach greater importance to the reliability of the service than to the
frequency of service.' This preference is greatest in countries where
there is a poor level of service. When reliability is no longer an issue,
user preference is focused on frequency, and users are willing to pay
a premium for more frequent service. Therefore, it is important to
understand the minimum customer requirements and the delivery
economics of providing a certain level of service. This could mean
that every resident in a country has easy access to the core postal
services but that the frequency of service varies (within predeter-
mined limits) depending on the distribution cost structure. Such a
system can receive public acceptance as long as assurance is given
with regard to reliability of service. Box 2.5 gives the results of a U.S.
study on rural delivery service.

'From a 1993 market survey in 25 countries, by respective postal administrations.
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Box 2.5 Rural Delivery in the United States

The need to offer an economical postal service that is universal has been the principal argu-
ment used by postal administrators and governments to justify the continuation of the service
under government control and supervision. in a recent quantitative study, the U.S. Postal Rate
Commission analyzed rural delivery costs in the United States and compared them with urban
delivery costs. The study concludes that it is likely that if the universal service requirement
were eliminated in the country, even sparsely populated rural areas would still receive ser-
vice. This is primarily because, in the U.S. postal system, there is no real difference between city
and rural addresses in carrier time required, and the revenue from mail delivered to rural areas
as a whole exceeds the cost of handling and delivering that mail.

The average time per day per delivery is 1.04 minutes for city delivery and 1.07 minutes for
rural delivery, primarily because businesses require more time per delivery than do residences
(the average delivery time on business routes is five times the carrier time of that on residential
routes); in addition, city routes have a high proportion of bisiness deliveries. This business
delivery time is high because; (1) businesses receive almost three times as many pieces per
delivery as do residences; (2) in business areas carriers travel by foot; and (3) there are no "curb
delivery" routes in business areas. As a result, rural carrier time per delivery is only I 0 percent
higher than city residential route delivery time. Other factors come into play as well: the labo'
cost on city routes is slightly higher because of wage differences and higher overtime work,
and delivery vehicle costs for rural routes are lower because carriers use their own vehicles for
delivery and are paid an allowance, whereas for city routes the postal service has to maintain a
delivery fleet.

Although these results may apply only to the United States (where the per capita annual
mail volume is very high-over 600 pieces), and although it is difficult to extend the analysis to
assess the impact on the cost equilibrium if the universal service requirement or the monopoly
were to be removed, the study raises some useful points for policymakers. The results of the
study lead to the following conclusions.

. Traditional beliefs, particularly about universal service and monopoly requirements, may
be questioned in the future by governments which are hard pressed for resources and
looking to redefine public service obligations.

* Appropriate policy actions should only be taken after careful analysis of cost structures
and cost dynamics of service provision.

* Even in cases where there is a stgnificant cost difference between urban and rural deliv-
eries, the difference could be closed by altering the service level for the rural residents.

* There may be no need for the government to run the postal service in order to ensure
universal service provision-it is a matter of cost-service optimization. The government's
role is more valuable in providing the most appropriate legal and regulatory framework,

(Robert Cohen, et al, "Rural Delivery and the Universal Service Obligation: A Quantitative Investigation," in
Regulation and Nature of Postal Delivery Services, Michael A. Crew and Paul R. Kleindorler, eds., Boston:
Kluwer Academic Publishers, 1995)

In sparsely populated areas, where the cost of delivery is relatively
very high, one way to determine user preferences is for the users
themselves to define the service level. Rural communities could thus
determine the minimum level of service acceptable to them. If the
cost of service is above what is dictated by the economics of provid-
ing an optimal universal service, the postal operator could either ne-
gotiate a service level within the delivery economics with the rural
community, or the rural community could pay the excess of the cost
of providing an optimal universal service (for example, via semian-
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nual explicit appropriations through local or property taxes). In fact,
the rural community could demand any array of services at any fre-
quency and pay the difference in cost (see Figure 2.2). Such commu-
nity based "market-driven" service provision has been effective in
other infrastructure subsectors, particularly in rural water supply and
sanitation .2

Thus, if a good quality postal service is to be provided at low cost,
governments should focus on the elements of universal service, such
as universality, affordability and confidentiality of core services, and
should give less importance to providing an equal level of service to
all residents.

Figure 2.2
Market-Driven Mapping of Universal Service

Relative cost of providing different levels of ser-vice

Direct cover of
excess cost
by the
community

-- -- -- -- - ... . -- - -- - - --- ---- __--..--...----------... .. .

Optimal cost of
providing a universal
service to a rural
community

Efficient cost Cost of Option 1: Option 2:
of providing servicing
postal service community Renegotiated Excess cost of
to a wral preference service level seNvice met by
community (lower service community

level than (higher service
preferred) level)

M onopoly As Chapters 3 and 4 demonstrate, enterprise reform can bring about
Sco e cost and service improvements only up to a point. Beyond that, it is

C Pe necessary to address the issue of the most appropriate regulatory
policy for the postal service. The central theme in this regard is com-
petition.

Postal services are usually given some form of exclusive privilege
or protection regarding certain aspects of the postal market. The ra-
tionale is to allow them to capture the monopoly benefits associated
with being the sole provider of the service in order to compensate for
the universal service requirements imposed on postal services.Thus,
service requirements are funded by a cross-subsidy within the letter
service which spreads the cost of providing the service across all

Perhaps one of the most famous cases is the Orangi project in Pakistan for the
provision of sewerage services. There are numerous other examples.
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postal users. It is argued that it is impossible to provide a nationwide
postal service at reasonable rates without this monopoly protection.
This is a much studied, much debated, and controversial issue in the
postal sector.

If some extent of protection for postal services is to be retained,
the scope of these exclusive privileges should be based on a careful
consideration of the cost of the primary obligations and community
service obligations of the postal service and the availability of alter-
native services. This decision will also be heavily influenced by the
government's philosophy regarding the extent to which free market
forces are beneficial to the development of the postal sector as a
whole. The scope of the exclusive privilege may be narrower than
the scope of the obligations, since the rationales for the two differ. A
typical example is the case of parcels, which might be part of the
universal service obligations and at the same time a competitive area
as well.

To define the scope of the exclusive privilege given to postal ad-
ministrations, a combination of various criteria is used.The basic clas-
sification is that of content or type of product: for example, parcels,
which are goods-bearing items, are usually excluded from the mo-
nopoly, and international mail is also increasingly exempt from the
reserved areas. The next criterion is weight. For example, in the EU
the limit applied ranges from 0 g (no protection) to 2 kg. Some admin-
istrations apply a price criterion; this is the case in the United King-
dom where the upper limit for the exclusive privilege of the postal
area is set at a value of £1. Still other countries protect their postal
services by applying a price threshold above which competitors must
price their products. Several combinations of weight and price pro-
tection are also used in defining the scope of the monopoly area (see
Table 2.1 in this chapter and Annex 1 in Chapter 3 for examples).

For a postal service that is part of a government department, a
broad approach is usually used which reserves a wide range of ser-
vices and specifies exceptions. However, when a monopoly is being
granted to a postal service operator through enabling legislation and
a licensing/concession process, the normal approach is to specify
the minimum essential extent of exclusive privileges. The geographi-
cal extent of the monopoly protection also needs to be specified. The
definition of exclusive privileges must recognize reality, such as the
existence of couriers and document exchanges and the need for their
continued existence given the commercial demand for their services.
It is important that legislation clearly specify the extent of the mo-
nopoly protection. More important, it should be borne in mind that
monopoly protection does not serve its purpose unless it is enforced.
Lack of enforcement undermines the government's credibility, cre-
ates an uncertain regulatory environment, and works to the detriment
of postal development (see Box 2.6).
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Box 2.6 The (Chaotic) Legal and Regulatory Framework in Chile

The regulatory situation is unique in Chile in that the legislation applying to the exclusive
privileges of the postal service (Correos de Chile) is contradictory and is not enforced. In
addition, the interpretation of activities or bisinesses that the post may engage in is subject
to interpretation of the Postal Law, which is very broadly worded.

The Postal Law (as written in 1960) provides for a monopoly over "pieces of mail,' fairly

ambiguously defined as encompassing items such as letters, newspapers, packets, and docu-
ments. Thus the Postal Law spells out the obligation of the post and the exclusive privileges it
enjoys over the provision of postal services. However, in 1980. during the era of military rule,
a 'Supreme Decree" was issued by the government allowing for the private carriage of mail.
This decree still has the full force of law and is thus in direct contradiction to the Postal Law.
Correos de Chile serves as the regulator in terms of the 1960 Law and is responsible for
enforcing its own monopoly However it has chosen not to do so, because there is strong
support for private business in Chilean culture, and the Supreme Decree has created a situa-
tion in which the success of any attempt to enforce its monopoly seems doubtful.

Consequently, Correos de Chile is faced with intense competition from a host of small local
private postal companies, local and national bus companies, and international courier com-
panies. In fact, Chile Express, a subsidiary of the former government telecommunications
corporation, which has been privatized, alsc competes with Correos de Chile in the provision
of mail.

In addition, the business and commercial activities that Correos de Chile may engage in
are subject to the approval of a government body known as the General Controllership. This
body has defined Correos de Chile's role very narrowly by limiting it to providing traditional
postal services only, as specified by its 1 982 legislative mission statement and further defined
by the definition of "pieces of mail' in the 1960 Postal Law. Thus, Correos de Chile is pre-
vented from expanding its range of agency services or from providing elecruonic and hybrid
services.

Thus, severe structural and regulatory constraints limit the postal services operating au-

tonomy and prevent it from enjoying the commercial freedom that its competitors enjoy.
Correos de Chile has commercialized its operations to the maximum extent possible within
the current structure. However, beyond a certain point, a level playing field is necessary in
terms of the competitive and regulatory environment for Correos de Chile to remain viable.

While only a few countries (for example, Finland, Sweden, and Ar-
gentina) have completely removed monopoly protection for their postal

services (see Boxes 2.4. and 2.7), there is an increasing trend to-

ward reducing the extent of monopoly protection for postal adminis-
trations (see Table 2.1). It is argued that regulation of a monopoly is

generally less efficient than are market forces in ensuring the accept-
ability of services. Free choice on the part of the customer will bring

success to services that provide value for the price. This phenom-

enon can be seen with parcels and express mail service, which are
generally competitive services. In a government department with
monopoly protection, there may not be sufficient incentive to com-
pete effectively in delivering services and in restraining costs. How-
ever, in a commercial structure with explicit profit and service targets,
the threat of reduced monopoly protection provides strong incentives
for ensuring a competitive postal service.

4 2
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Table 2.1
Who's Liberalizing?

Market Segment

Publications Consolidated Direct
International Express Electronic Agency /Packets Remailing Marketing

Country Letters Parcels Ma I Mail /H-ybrd Services Services /Documents Interconnection /Bulk Mail

New Zealand f / V 1 / / * 

Australia / / / / / I /

Singapore / U / ,/ / / * /

Argentina ,/ / , / I / I /

Sweden , / / / V/ V/ , /

Finland V / V/ / / /

Key Notes
/ -Allowed New Zealand In New Zealand, liberalization of the review vwill assess whether the letter monopoly should

*= Not Allowed postal market was planned in three phases (1) in 1989, contnue. Forty-five percent of the revenue was
weight protection was lowered from S00 g to 200 g generated from competitive areas in 1994.

Restricted and price protection was NZS 1.25, (2) In 1990 price Singapore. The exclusive 1 5 year license that

protection was redLuCe c to NZS I on. and SO) In 1991 Singapore Post rhas on the oclivery of mail expires In
price protection was further reduceci to NZS0 80. Thiis the year 2007. Apart from letters and postcards, all
Is the current protection level against a letter price of items are open to competition In 1993-94, 56
45 cents charged by the Post in 1994. In 1991, 53 percent of the postal volume and 67 percent of the
percent of revenue was generated from competitive total revenue was generated by monopoly Items.
product segments At some future point, full Singapore Post is sensitive to the expiration of its
deregulation and privatization of the Post are also to exclusive license in 2007 In order to prepare for this,
be consiCereC. as well as for the ongoing competition from

Australia: In Australia, In 1994 (i) weight protection technological advances, the Post is trying to wean
for letter mail was reduced from S00 g to 250 g and itself from reliance on its monopoly product
(2) price protection was reduced from ten times Argentina See Box 2 6
Australia Posts standard lette, rate (45 cents) to four
timres the rate. 0a,her areas which have been completely Sweden See Box 2.4
deregulated include outward international mail, Finland While the postal market has been com-
interconnectionbybulkmailersatspecifiedmailcenters pletely deregulated in Fnland since 1994, Finand
(see Chapter 41, transfer of intra-company mail by third Post was the only license holder for :he provision of
parses, movement of documents within an exchange mail
network, and catalogues and leaflets In 1996 a further

Often there is resistance to liberalization on the grounds that the
bulk of the population lives in rural settings and the financial burden
of providing a universal service merits the monopoly protection. This
argument is questionable for two reasons:

1. Even in countries in which the majority of the population
resides in rural areas, the bulk of the mail is generated and
received by the commercial and government sectors which
are easily accessible.

2. If the government explicitly compensates the postal service
through a direct budget subsidy for the economically unviable
services that it has to perform, there is no justification for
the continuation of monopoly protection. The cost of such a
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subsidy may be a lot less for the government than preserv-
ing existing monopolies intact. Terminating the monopoly
protection would also promote transparency and clarity, and
would provide incentives for efficiency. Certainly, it is worth-
while calculating the costs and benefits of either approach.

Additional country examples of the scope of monopoly protection
are given in Annex 1 to this chapter.

Box 2.7 Deregulation in Argentina

In June i 994, after a careful analysis of the different options for the postal market, the Argen-
tine government completely eliminated Encotesa's monopoly on letter mail. In fact, since the
I 970s a system of private permit-holders. -permissionaries," had been servicing the postal
market in Argentina. In spite of much higher prices, the private sector had captured 49 per-
cent of the postal market by 1993. In 1994. approximately 250 private firms serviced the
postal market, although four private competitors (allegedly with common ownership) ser-
viced almost 90 percent of the private share.

The deregulation was undertaken for the following main reasons:

• Although Encotel had a statutory monopoly on letter mail, this had never been en-
forced.

X It is believed that the postal business does not differ widely from other business fields
and is subjected to strong competition from other services. The free market model
being adopted widely in the rest of Argentina is thus being extended to the postal
sector.

• The government feels that the market should dictate whether the postal service should
be a monopoly because of the network scale economies and synergies among the
various postal products. If these economies are indeed valid, the industry is likely to
evolve into a few major competitors with some niche players. The removal of the legal
entry barriers to the market will introduce, in addition to direct competition, the ele-
ment of contestability, which will prevent abusive price practices that adversely affect
the society.

The government, through the deregulation of the postal market and its commercialization
program, has realized the following significant benefits:

1993 1995 Change
Total volume of mail 449 million 645 million +40%
Revenue ArgS775 million Arg$ 968 million +25%
On-time Delivery 72% 98% +27%
Average price of

delivery of mail Arg$ 1.75 ArgSO .60 -65%/6

Interconnection Interconnection is another means of introducing competition into the
national postal network, particularly in the upstream activities of the
postal service. Like the telecommunications, electric power, trans-
portation, and gas supply sectors, the postal service is a network
industry. This network structure has important implications for the
analysis of efficient industry structure in the market for postal ser-
vices. The provision of postal service requires few specialized facili-
ties. As a result, the exit barriers are low since most of the postal
service's assets, such as land, buildings, and vehicles, could be dis-
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posed of quite easily. Thus, there are low sunk costs involved in pro-
viding postal services. Box 2.8 discusses some advantages of inter-
connection as it applies in Australia.

Box 2.8 Interconnection in Australia

In 1994, the Australian Postal Corporation Amendment Bill was passed to liberalize the postal
sector. Further mail services were opened to competition and protection was removed in sev-
eral other areas. A key feature of the amendment of the Postal Act was the introduction of
"interconnection."

Interconnection permits bulk mailers to bypass the Posts linehaul transport service and
lodge their pre-sorted mail at designated mail centers for delivery by Australia Post. This gives
businesses greater choice and incentive to interconnect with Australia Post's network rather
than to lodge their mail at the nearest post office. Mail interconnected in this manner will
receive discounts for the pre-sorting and drop-shipment services performed. Australia Post has
developed pricing arrangements to offer interconnection discounts based on avoidable costs.
The current pricing arrangement is based on three letter sizes for bulk mail (medium, large.
and extra large), and each letter will also have "Same State" or "Other State" pricing.

While this limited access regime does not constitute complete deregulation of this activity, it
does permit bulk mail customers of the Post to perform the sorting and certain aspects of the
delivery operations by themselves. The provision of discounts increases the incentives for these
customers to continue to use the Post for their mailing purposes. Complete interconnection,
however, would also permit consolidators, integrators, and all mail carriers to access the postal
service network.

The postal service in almost all countries is a vertically integrated
industry. Rather than looking at the service as one integrated busi-
ness, it is more meaningful to examine the postal network in terms of
separable components. The postal network, in a stylized form, has
five components: retail services, collection, sorting, transportation,
and delivery.

It should be noted, however, that there is a basic asymmetry be-
tween the inward and outward movements of mail. Several studies
have indicated that there are significant economies of scale in the
delivery function. In addition, it is generally believed that there are
substantial economies of scope between delivery and collection. The
physical network associated with delivery could be utilized for the
collection function as well, which would do away with the need to
duplicate the fixed costs of delivery to carry out collection. However,
the peak load nature of the postal service may give rise to a stronger
form of economies of scope. The distribution of the arrival of mail for
inward delivery (final delivery to destined addresses) has a peak pat-
tern: mail arrives at set times, within a narrow window of time, in bulk,
throughout the day. The distribution of the arrival of mail for collec-
tion, on the other hand, is even throughout the day. The staffing level
and operations are usually planned to absorb the peaks of the inward
delivery work load. This gives the post office extra capacity to pro-
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cess outward activities during periods of little or no delivery activities.
This shared, synergistic capacity relationship between inward and
outward mail flows has a significant impact on the incremental costs
of both. The economies of scope found in collection and delivery are
stronger than those resulting from the mere sharing of resources and
overhead.

Free entry, though a necessary condition for economic efficiency,
is not always sufficient to stimulate the needed competition, and may
not be possible to implement immediately. In particular, where there
is a sustainable natural monopoly, there is a need to consider inno-
vative means of extending competition. The most important innova-
tion in telecommunications, electricity, and gas has been the realization
that there is no compelling reason why the monopolist should have
an exclusive right to use its distribution network.

Today many cases of such vertical "unbundling" exist in infrastruc-
ture sectors, particularly in telecommunications, gas, and electricity.
The postal service is another sector in which vertical unbundling could
help improve the efficiency of service delivery. In the postal service,
this would mean that the pricing of postal service components is un-
bundled and access to each essential monopoly service component
is priced on a nondiscriminatory basis.

The real issue at stake is to determine nondiscriminatory terms of
access to each of the post office's postal network components. For
example, let us assume that a new private entrant wishes to compete
with the post office in undertaking all postal activities except the local
delivery function and would like to access the post office's local deliv-
ery network for final delivery. For the sake of simplicity, if it is as-
sumed that the financial objective of the post office is to break even,
under a regime of nondiscriminatory access pricing the rate that should
be applied to the private entrant is the average-cost bundled rate
less the incremental unit cost of all nondelivery functions. This rate
should be available to any competitor willing to deliver pre-sorted,
route sequenced mail to the loading dock of a local post office.

The policy framework as described above is capable of ensuring
that a competitor at least as efficient as the existing postal service
has the appropriate incentive to enter the market. It could be argued
that competitors might capture all of the gains of efficient entry under
the regime of efficient access pricing. It should be noted that nondis-
criminatory access pricing merely requires that there be equal terms
of access to the delivery network for competitors and for the relevant
portions of the post office's network. The level of the nondiscrimina-
tory access charge is determined by the (regulated) profit require-
ments of the enterprise. In fact, under such circumstances, a local
delivery monopolist (i.e., the post office) could earn the maximum
possible monopoly return without providing nondelivery services ex-
cept in cases where it is the low cost producer.
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Certain issues may need to be addressed when equal network
access to postal competitors is introduced. In almost all countries
there is significant averaging of costs in postal services, owing to the
requirement for universal service with a geographically uniform tariff
structure. The costs of service could vary significantly across market
segments, and there is a high degree of cross-subsidization among
addresses of different geographical areas and among high volume
mailers (i.e., businesses) and casual mailers (i.e., residential). In most
countries there is a simple rate structure based on a geographically
uniform tariff. A critical issue, therefore, would be the degree of cross-
subsidization that governments would wish to see retained among
the different market segments. The more governments wish to retain
cross-subsidy, the more complex the access charging arrangements
will have to be in order to fund cross-subsidy.

It is clearly evident from the study's worldwide review of tariff struc- Aspects of
tures and pricing principles that the pricing policies being adopted by icing
most postal services are ineffective and are detrimental not only to Prclng oicy
the development of the sector as a whole but also to the survival of
the national postal service itself. It is not the intent of this study to
recommend pricing policies-it is a matter that should be left in the
hands of the respective policymakers. However, the study has iden-
tified two primary policy issues in the field of pricing: (1) price rigidity,
and (2) regulatory pricing.

Price Rigidity: Most postal administrations, in accordance
with the embracing legislation, have a fixed pricing struc-
ture that varies according to the class of service or to vol-
umes. For example, for a large mailer prices are determined
according to a pre-formulated table of discounts relating to
volumes. The postal service does not have the flexibility to
deviate from this pricing structure. As the monopoly scope
is being reduced and more competition is being introduced
into the traditional service areas, postal services are finding
that they are crippled by this price rigidity. As a result, the
competition, which often prices each customer individually
according to operating profit contribution, can easily cap-
ture the large accounts. This practice is evident in many
countries in which the monopoly scope is being reduced to
allow competition into certain market segments. Thus, it
becomes important to ensure a level playing field in the area
of pricing. If competition is brought into previously protected
market segments, then the legislative framework should be
altered to ensure that the postal administration may make
decisions, including pricing decisions (within a regulated
framework), on a commercial basis. Achieving this objec-
tive may be difficult until the postal service retains a mo-
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nopoly or exclusive privileges in any segment of the postal
market, because the competition could (and does) allege
that a monopolist can abuse its privileges by cross-subsi-
dizing the "commercial" market segments with "protected"
market segments.

Regulatory Pricing Regime: As has been mentioned, non-
discriminatory access pricing is an important means of in-
troducing competition into postal service provision. If all
service providers were charged the same price for access
to and usage of the postal network, any differences in their
costs would be due to differences in their efficiency in pro-
viding the service. If the competition should force prices to
costs, then by choosing the lowest cost carrier the final con-
sumer could ensure that the costs of the postal network
would be minimized. In this case, it would be necessary to
determine unbundled rates for collection, outward sorting,
transportation, inward sorting, and delivery. These rate ele-
ments would have to be established for each class and cat-
egory of service. The competitive service providers could
then choose any segments of the network (see Figure 2.3).
If such a system of unbundled service component rates is
to enhance the efficiency of the (public and private) postal
network, the main issue is reduced to determining nondis-
criminatory terms of access for the postal service's local
delivery network. Under a regime of nondiscriminatory ac-
cess pricing, the postal service would pay the same rate for
access to the local delivery network as would any of its
competitors.

Figure 2.3
Nondiscriminatory Access to the Postal Network
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2. Regulatory Policy Reform

In the interests of social welfare, the revision of postal tariffs has Tariff
traditionally been subject to government approval. The increasing
separation of the postal service operator through the process of Regulation
corporatization, combined with the retention of some monopoly ser-
vices, gives the issue of regulating postal tariffs significant relevance.
This regulation has been considered essential to prevent the poten-
tial abuse of monopoly powers by the postal operator, in terms of
both overcharging customers for its monopoly services and cross-
subsidizing competitive services, thereby deterring entry into other
market segments through predatory pricing. Nevertheless, it is also
recognized that regulation should give the postal service the highest
possible degree of flexibility in business decisions, and should permit
it to retain incentives to achieve efficiencies and provide high quality
innovative services.

The usual mechanisms in place for price regulation are the require-
ments to achieve overall cost-recovery and an approval process for
price changes proposed by the postal administration. In some cases
there is a further requirement to be profitable in individual products,
or across monopoly and competitive segments, in order to avoid the
potential for cross-subsidization. At one end of the spectrum, full con-
trol for any revisions to the tariffs of reserved services may lie with
the relevant ministry or with an independent authority. On the other
hand, the postal service operator may be permitted to change prices
within a certain limit, such as following a price-cap scheme (RPI-X
formula).

Corporatization has brought a more commercial approach to postal
management and therefore a less intrusive, bureaucratic, and politi-
cally driven rate-making process is required. Price caps have the
benefit of containing built-in incentives to achieve cost reductions while
giving the postal service entrepreneurial and commercial freedom
within a clear regulatory framework. However, price caps will be ef-
fective only if: (1) the postal service is the residual claimant of profits
(once all expenses, including financial returns to its owner, are cov-
ered); and (2) the postal service is given full autonomy to achieve
efficiency improvements and cost reductions.

It is increasingly evident that only the prices of monopoly services
require regulation, and that the pricing of services considered com-
petitive (such as courier and parcel services in general) should be
left to the commercial judgment of the postal service board or man-
agement. (This is also increasingly the practice.) Market forces should
ensure that the prices for competitive services are not set too high. In
addition to the pricing of monopoly services, the following may also
require specification with respect to price regulation.

* The power to grant discounts for preparation of mail (for
example, pre-sorting or drop shipment) or for various com-
mercial reasons should rest with the management.
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* An overall requirement to operate in a commercial manner
and not cross-subsidize between the reserved and unre-
served services should be put into place.

* Interconnection charges may also be regulated when it is
decided that access to the delivery network of a postal ser-
vice should be provided to competitors in the interests of
developing the postal sector as a whole.

In addition to the regulation of tariff revisions, another critical issue
in postal pricing is the ability to recover costs. The provision of postal
services is often underpriced because of the social, and hence the
political, sensitivity of the service, and because cost data are not
developed by product segment and therefore cost levels are unknown.
It is important that price increases not be utilized as a mechanism to
conceal cost inefficiencies. However, it is equally important that, once
costs are under control, well-established, commercial pricing prin-
ciples are used to prevent distortions in resource allocations. For the
segment of the population that is dependent on the postal service for
personal communication, it is unlikely that the disadvantage of pay-
ing in full for the service will outweigh the benefits of improvements in
service.

Country examples of tariff regulation are provided in Annex 1 to
this chapter.

Regulatory The concept of regulation is relatively new to the postal field and its
relevance has been increasing with the restructuring and growth of

Framework competition in the postal sector. The most prevalent form of regula-
tion is where the postal department itself continues to play the role of
regulator. In such a case, the department is authorized to delegate
its monopoly operations through licensing, if it so chooses. The role
of regulation is minimal under such an arrangement because of (1)
the lack of explicit contracts with which the postal department has to
comply, and (2) the minimal incentive to promote competition. How-
ever, once a postal service evolves beyond a government depart-
ment, impartial and informed regulation will be necessary for the
following purposes:

1. To ensure that the universal service is provided according
to standards which meet the objectives of government (in
terms of accessibility, affordability, and quality of service).

2. To justify the continuation of reserved services and advise
the government on the scope of the universal services.

3. To ensure that both the postal service and the government
are meeting their obligations.

4. To ensure that fair competition exists in non-reserved ar-
eas. Where network access is permitted in a multi-operator
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postal sector, the terms of interconnection may also require
regulation.

5. To ensure consumer representation, if a separate body does
not exist for this purpose.

A major factor in deciding on the form of the regulatory body is that
effective regulation requires both independence and integrity. There-
fore, it is best if the regulator is seen as independent of both the
owner (the government) and the operator (the postal service). The
form of the regulator may also be dictated by its cost, the volume of
work and expertise involved, and the swiftness required of decision
making. Since these factors vary within countries, there is no single
blueprint for a successful regulatory framework or body. As a result,
there is a vast array of regulatory forms, which can be broadly cat-
egorized as follows:

* Within the postal department itself, where the monopoly
operator continues to play the role of regulator.

* Where operation is separated from regulation but regula-
tion is retained within a ministry of the government. This
usually occurs when the postal service has been
corporatized but ownership and regulation have not yet been
separated.

* Where there is an "independent" regulatory body which ei-
ther reports to a government ministry or acts as an inde-
pendent commission, thereby separating ownership,
operation, and regulation.

The division of powers among the owner, the operator, and the
regulator is a potential source of conflict. In the interests of the postal
service as a whole, it is preferable if the regulator is sufficiently strong
and autonomous to be unaffected by direct government controls. The
regulator should be concerned in a neutral fashion with all of the
operators in the postal market, licensed or otherwise. Therefore, to
ensure a level playing field as well as to ensure that all parties are
meeting their obligations, the regulator should have access to infor-
mation from all operators to satisfy itself that the terms of the license
are being complied with. It is essential to strike a careful balance
between the minimal information required for effective regulation and
the cumbersome regulatory requirements that may negate the ben-
efits of both corporatization and liberalization.

Licensing is another form of regulation. Licenses may be issued
for a variety of reasons: to provide functions that may be more effec-
tively supplied by a licensee; to enhance competition by opening up
certain reserved service areas; to service areas in which the post is
not performing adequately, etc. Licensing was regarded as a mecha-
nism to raise revenue for the government, but it is realized increas-
ingly that the treasury will be best served by taxes on a healthy
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industry. To this effect, when Argentina deregulated its postal sector
it also eliminated the A$0.38 postal fee that private postal operators
paid to the government. As far as licensing is concerned, the main
powers of the regulator will be to grant licenses, set terms for licenses
and ensure that they are being met, collect license fees if they exist,
and revoke licenses or impose penalties for noncompliance.

Some examples of licensing are given below.

* In Ecuador private carriers were used to provide services to
localities not served, or insufficiently served, by the Post.

* Peru permitted mail delivery by private carriers on the basis
of prior authorization and payment of a set fee per item.
Chad permitted the same practice for domestic mail con-
veyance.

* Venezuela has contemplated a domestic licensing agree-
ment with a guarantee of collecting a commission on each
item entrusted to the licensee.

Under a deregulated or liberalized postal regime, the function of
licensing will be more to register rather than to authorize operators to
service the postal market. Under this scenario, active regulation can
actually stimulate and promote competition in the interests of the sector
far more than can the absence, or presence, of ineffective regulation.
By establishing the rules of the game and ensuring that the game is
played according to the rules, the regulator promotes transparency
in the market, which renders the optimal amount of market entry fea-
sible. It is natural that the incumbent postal service operator will pos-
sess considerable advantages owing to its sheer size, its
experience, and its monopolistic access to the postal network.
Potential market entrants will be hindered by a lack of information
concerning cost and revenue information; consequently, it is vital
that the regulator establish ground rules and methodological prin-
ciples to be used in establishing interconnection. The regulator will
also have to ensure that the postal operator is not abusing its mo-
nopoly position to cross-subsidize services that are competitive,
thereby eliminating competition.

The central purpose of removing the postal service from direct gov-
ernment intervention and controls, thereby granting it greater au-
tonomy and flexibility to operate, will be defeated if a stifling regulatory
regime is imposed. Therefore, it is better if the regulation is output-
based or result-based rather than applied through direct interference
in the operations of the postal service. The functions of a regulator
should be confined to ensuring that government policy is implemented
in the entire postal sector and that the postal sector develops in the
interests of the nation as a whole.

Country examples of regulatory frameworks will be found in Annex 1
to this chapter.
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The postal sector, in its reform efforts, needs to rethink many of the New
traditional designs relating to the regulatory policy aspects of postal
service and to craft a regulatory policy that is meaningful and is also Directions
responsive to the many changes that the sector has undergone and
is undergoing in terms of industry and competitive structures.
Policymakers in the postal field should consider the seven points de-
tailed below.

* Introducing Competition. In many low income countries,
where the postal market is still not well developed (i.e., where
mail per capita is relatively low), it may not be prudent to
remove the monopoly completely. However, in these coun-
tries competition can and should be introduced in segments
of the postal market such as parcels, EMS, and parts of the
letter mail. Thus, the scope of monopoly should be reexam-
ined with a view to its reduction. As the postal market be-
comes more developed, the low and middle income countries
will have greater flexibility regarding the monopoly scope.
Argentina, which has completely removed monopoly across
the postal service, has set a precedent for a feasible ap-
proach for those countries with high mail volume.

L Licensing Exclusive Privileges. Governments that prefer
to maintain a monopoly for a portion of the postal market or
other exclusive privileges should only do so on a licensing
arrangement with an operator. The license grants the op-
erator the privileges for a fixed period of time only. Such
licensing arrangements do in fact limit the "market guaran-
tee" for the operator. At the end of the licensing period the
government should review the regulatory situation again to
determine the way to proceed.

* Redefining Universal Service. The definition of universal
service should be redesigned as one of the prerequisites
for reform. In defining the level of service and service stan-
dards to be provided to rural residents of a country, the eco-
nomics of delivery should also be considered. Otherwise, it
would be difficult to sustain a low cost service for the entire
postal operation.

* Unbundling Costs. Whether the postal service is planning
on providing nondiscriminatory network access to competi-
tors or not, unbundling the total cost of the postal service
across its value chain, from collection to retail operations, is
a worthwhile exercise. This not only provides a basis for
determining the best means of introducing competition, but
it also helps to quantify the social obligations that the postal
service is required to carry out on a fully allocated (activity)
cost basis.
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* Pricing the Social Obligations. Delivering mail to and
maintaining outlets in remote areas of the country, together
with providing non-commercial services to certain groups
of the population, should be costed in order to understand
the impact of these obligatory services on sustaining a com-
mercially oriented business. If necessary, direct payment
for these services should be sourced from the government.

* Introducing a Flexible Pricing Regime. Although prices
and price development should be regulated, it is important
to give the postal operator the flexibility to respond to mar-
ket preferences and competition. This means that the tradi-
tional approach of not being able to deviate from a
predetermined, rigid table of tariffs should be abandoned.
As long as monopoly is reduced or removed, the freedom
to set commercial prices and to flexibly price the services
also becomes increasingly feasible.

* Establishing a Regulatory Regime. The regulation of the
postal service, or, indeed, the regulation of the postal sec-
tor, should not be left to the postmaster general, or to any
agency that is directly linked to the post office. A clear, trans-
parentregulatoryregime should be established and the regu-
latorshould be located in as independenta place as possible.
It is important to "privatize" as many as possible of the audit
functions (for example, the audit of service quality) by using
external auditors.

Many of the regulatory "freedoms" (such as providing pricing flex-
ibility to the post office, allowing the postal service to enter other busi-
nesses) are linked to the controls that governments typically impose
on the postal service. These controls are in principle imposed be-
cause the risks assumed by state-controlled postal services are ulti-
mately underwritten by the taxpayer. In particular, government controls
over borrowing by the post office provide a discipline over all funds
that are raised with the backing of the taxpayer and for which the
government is ultimately accountable. Without such controls, a na-
tionalized postal service would have a clear advantage over com-
mercial rivals, both in competing for business and in raising new funds
on capital markets. Public sector controls are designed to prevent
public corporations from exploiting this privileged position. Given the
nature of the commercial activities into which the postal services
should plan to extend their business, governments would find it diffi-
cult to free the postal service from all controls as long as the service
remains in the public sector.

For this reason, and for many others that have been cited in Chap-
ter 1, it is important to institutionalize commercial freedom in a post
office as early as possible. Many of the high income countries that
have achieved commercial freedom have done so after 10 or 15 years

54



2. Regulatory Policy Reform

of reform effort. The postal sectors of many developing countries do

not have the luxury of spending 10 years on the reform of their ser-
vice. The quickest and easiest way to achieve commercial freedom
(as is noted in Chapter 1) is for the postal service to bring in the
private sector to manage and finance its operation. Thus, the ability
to incorporate many of the regulatory aspects discussed in this chap-
ter is closely linked to the establishment of an appropriate institu-
tional framework.

In most countries the postal sector has preserved a traditional regu- Conclusion
latory regime. This stance has been justified by the view that to as-
sure universal service, even to remote parts of the country, there
must be a postal monopoly, as competitors might not service unprof-
itable areas. This position is one of the approaches that is open to
governments, but it is not the only one.

Today this view is being challenged. In some developing countries
the postal monopoly still leaves some rural residents without service,
and experiences have shown that services in formerly protected
markets can improve when providers compete. Meanwhile, there are
regulatory innovations in other areas of infrastructure from which les-

sons can be extracted.

This chapter has highlighted the importance of using cost disag-
gregation in order to understand the economics of the sector. The
chapter also offers the decision maker the possibility of other options
for providing postal sector service. It also examines the importance
of an impartial and informed regulatory framework for the operations
of the postal sector.

This regulatory framework should ensure the postal service's abil-
ity to compete efficiently in the market. It should cover, among other
areas: service provision, the scope of monopoly and exclusive privi-
leges, fair competition, the financial control regime, tariff regulation,
licensing, and consumer representation. The chapter also discusses
the nature of the regulatory regime and points to the effectiveness of
output-based or result-based regulation that fosters the development
of the sector as a whole, rather than regulation that interferes in the
sector's operations.

There is much to be learned in the area of postal regulatory reform
from countries such as Sweden and Argentina that have taken steps
in this area, and also from regulatory policy innovations in other infra-
structure subsectors.
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dAnnex.l .-:.::
Monopoly Scope CoUtY
Papua New Guinea: The legal framework within which the Post ex- - .
ists is relatively underdeveloped. The 1982 PTC Act does not explic- . &tal
itly address the issues of who the regulator is, what is regulated, or S :;
what the scope of the monopoly is. Although legislation provides a
monopoly privilege to Post and Telikom Corporation (PTC) Post for i
the carriage of letters up to 500 g, this is not enforced. There is also
open and active competition in international mail markets and in par-
cel and courier services. The existence of a below cost domestic
letter rate and its interaction with the terminal dues has led to a large
"remailing" practice from Australia and New Zealand, by a large pri-
vate courier company, through PTC Post. TNT, DHL, and Federal 7
Express are strong competitors within the postal market. For further
commercialization of the postal service the government will have to
develop a coherent legal and regulatory framework.

Finland: Finland officially deregulated its postal services in 1991-
and was the first country in the world to do so. The Postal Services
Act came into force at the beginning of 1994, and Finland Post's new
terms and conditions of delivery are based on this Act. As a license
holder, Finland Post Ltd. is responsible for providing basic postal
services throughout Finland. The Act also requires Finland Post to
ensure that basic postal services are equally available at a standard
price throughout the country. As of 1994, there were no other license
holders. The Telecommunications Administration Center, which is the
regulatory authority for the Post as well, has issued further guide-
lines to define the terms of the Act.

Tariff Regulation

New Zealand: The Deed of Understanding between New Zealand
Post and the government specified that only the basic first-class let-
ter rate was to be regulated through a price-cap mechanism. The
Board of New Zealand Post has the authority to set postage rates
without government involvement except for price surveillance by the
Commerce Commission. The Post has complete discretion to set
prices in products for which it does not have any protection. The pro-
visions of the Commerce Act apply to New Zealand Post and can be
invoked if prices are deemed to be anti-competitive.

The Netherlands: A tariff control system agreed upon with the gov-
ernment determines the company's scope to amend postal rates.
Under this system, average price changes may not exceed the move-
ments in wage costs in the private sector. The Post amends postage
rates for business customers each year within the scope allowed by
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the statutory tariff control system. The rates for private users remain
unchanged for as long as possible.

Singapore: The rate changes for the monopoly products of the Post
(letters and postcards) are controlled by TAS, the regulatory author-
ity. Pricing for the competitive products is within the discretion of the
Post, however. Pricing for the monopoly products began to be for-
mally regulated as of 1995 in order to ensure affordability and inter-
national rate competitiveness. The tariff mechanism aims to keep letter
rates below the average tariffs of Hong Kong, Taiwan, and South
Korea (before this, prices were benchmarked to the tariffs of 10 coun-
tries). In addition, the rate examination process includes examination
of the cost components of letter mail in order to monitor input cost
increases as well as efficiency increases achieved by the Post.

An interesting aspect of regulation in Singapore is that the regula-
tor is primarily concerned with ensuring the provision of a good postal
service at affordable rates throughout Singapore.1 Thus, prices of the
monopoly service are capped to ensure affordability, but, unlike the
situation in other postal administrations, the regulator is not concerned
with the financial returns of the Post. Therefore, the Post has maxi-
mum incentives to achieve cost efficiencies. Permitting the Post to
earn and retain robust financial returns may also be an implicit policy
of the regulator in the interests of the postal sector as a whole, since
Singapore Post is committed to reinvesting its retained earnings in
the development and improvement of its service.

The Czech Republic: Until April 1995, the Post's prices on mail ser-
vices were specifically and individually subject to Ministry of Finance
approval. With the development of a cost model (on a consultancy
basis from another postal administration) that allocates direct and
indirect costs to each product, the Ministry has adopted a more lib-
eral approach to postal price regulation. This approach permits the
Post to set its own prices as long as it follows the principles embod-
ied in the model. This involves assuring that no cross-subsidization
takes place between monopoly and non-monopoly products, that price
increases are reasonable in relation to inflation, and that network
costs are shared by all activities. In addition, the Ministry has re-
served for itself final approval of four mail categories thought to be
politically sensitive: letters weighing up to 20 g, parcels weighing up
to 10 kg, cash-to-cash money orders, and newspapers.

The pricing approach utilized in the Czech Post is designed to em-
phasize cost factors and to generally base prices on average costs.

This is different from most countries where not only are pieces explicitly regulated
but the Post has a mandate to break even or achieve a "normal" rate-of-return,
implying an implicit rate of return regulation as well. For example, in the United
Kingdom the British Post Office is subject to an explicit price cap and, through
the EFL, an implicit rate-of-return scheme as well.
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Demand and elasticity have not been factored into pricing as yet, nor
have all services been priced to cover their costs. The sensitive cat-
egories that are priced by ministerial discretion are still priced below
the model costs. These products were heavily subsidized under the
planned economy and their prices are being phased upward to re-
cover full costs.

Regulatory Framework

Sweden: The Postal Services Act laid the basis for a supervisory
authority responsible for monitoring the application of the Act and
intervening in the case of anomalies. This regulatory body, which is
now functioning, is the National Swedish Post and Telecom Agency,
a section of the Ministry of Transport and Communications. Thus, the
functions of ownership, operation, and regulation have been com-
pletely separated. Operators that intend to service the postal market
are obliged to register with the Agency but do not require any form of
licensing or formal authorization. The Agency is charged with pro-
moting competitive neutrality in the postal services market and has
also undertaken certain tasks of a public nature from both the Post
(such as the opening of undeliverable letters) and the government
(to be the signatory of international intergovernmental treaties in the
postal field).

Argentina: The Comisi6n Nacional de Correos y Tel6grafos (CNCT),
the postal and telegraphic regulatory agency in Argentina, was cre-
ated in 1992 within a closed postal market, but with the deregulation
of postal activity its role takes on a far more active dimension. Its
self-stated functions are: the defense of the consumer; commercial
loyalty; and the defense of competition. At present the regulatory re-
gime is being crystallized. Recently, the Argentine Senate approved
legislation imposing heavy regulation on the postal services market-
only 18 months after the 1993 Decree that drastically cut back on red
tape.

The United Kingdom: In the United Kingdom, where the current regu-
latory authority is the Postal Section of the Department of Trade and
Industry, proposals are being considered for the establishment of an
independent body, the Office of Postal Services (analogous to Oftel
and Ofwat), which would oversee the quality of universal service and
would also advise the government on the scope of the postal mo-
nopoly. A quasi-governmental body, the Post Office Users National
Council, also plays a supervisory role in terms of representing the
public interest.
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3 ............ .....
Enterprise Reform:
Structural and
Corporate
Transformation

I- Tntil very recently, the structure of the postal sector varied

little among countries. Although change is gradually taking

place, even today in most countries the postal service is

provided by a state-owned Post, Telephone, and Telegraph (PTT)

Administration within a government department. The traditional justi-

fications for this have been the following characteristics of the sector:

its vital role in communications, the obligation to provide a universal

service, and, consequently, the high infrastructure costs. There has

been a general belief that, because of these characteristics, postal

services are best provided under a government monopoly within the

PTT structure.

Historically, the importance of the postal service to communication

and development has been understated, if not ignored, which partly

explains why the postal sector has been unaffected by the renais-

sance that is transforming all other areas of infrastructure. However,

countries have been forced increasingly to look at the postal sector

because (1) the legacy of negligence has led to a crisis in the sector,

and (2) dramatic changes in the approach to other sectors, espe-

cially telecommunications, have forced the issue.

Today, the postal service stands at a crucial crossroads: if the sta-

tus quo continues, the service's contribution to development will rap-

idly diminish. On the other hand, the adoption of a proactive stance

toward reform could transform the postal service into a valuable na-

tional asset. With this in mind, this chapter and Chapter 4 explore

options for reforming the postal sector and examine the ways in which

a few countries have taken the initiative of reform. In these two chap-
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ters, enterprise reform is discussed in detail in terms of achieving
such reform through commercialization (Chapter 4) and
corporatization (this chapter).

The term enterprise reform refers to a group of performance im-
provement programs that could revitalize the postal service's effi-
ciency and service quality. These programs focus on functions,
resource deployment, and processes within the postal service orga-
nization. The design, implementation, and management of such pro-
grams is referred to as commercialization. To be successful,
commercialization requires commercial freedom, flexibility in deci-
sion making, and independence in issues relating to resource de-
ployment. Typically, such changes, as they would apply to the postal
service, could be brought about through corporatization, which would
involve a legal transformation of the postal service into a corporate
entity. Thus, enterprise reform refers not only to commercialization
but also to the facilitating processes required to implement the com-
mercialization programs, including corporatization.

This chapter concentrates on the structural determinants and leg-
islative processes that make it possible to provide a good postal ser-
vice. The mechanics of the enterprise-focused programs that are
required to improve the service will be dealt with in the next chapter
under the banner of "commercialization." It is important to keep in
mind, however, that achieving effective results through structural trans-
formation goes beyond legislative changes to a change in the basic
organization outlook and business ethos (see Chapter 4).

The present study evidenced a broad range of corporatization ex-
periences, some of which were effective and some of which were
not. The following conclusions were drawn concerning success in
structural and corporate transformation.

• Many countries that have gone through corporatization have
ended the reform at that juncture and have hoped that the
transformation itself would provide a sufficient basis for per-
formance improvement. In some of these cases, however,
the operating autonomy gained through the corporate trans-
formation was effectively taken away, because the postal
service continued to make substantial losses and therefore
the government had to intervene in the running of the busi-
ness. Thus, more than corporate transformation is needed.

* Separation of the postal service from the telecommunica-
tions business provides the needed structural clarity, and
the incentives, for strategic performance improvement. The
traditional integrated PTT structure has been a factor in
constraining the development of the sector. Under a PTT
structure, the postal service does not receive adequate po-
litical or managerial attention because it represents a mi-
nority proportion of the PTT's business.
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* The embracing reform legislation should provide both the
flexibility and the incentives for the reformed postal service.
Even some high income countries that have undergone a
comprehensive enterprise reform program have found them-
selves handicapped by restrictions on commercial behavior.

* The monopoly aspects of the postal act should be specified
only for a fixed period of time (preferably a short period)
and should be subject to policy review at the end of that
period with a view to narrowing the scope of monopoly pro-
tection. The threat of the possible reduction of monopoly
protection in itself provides an incentive for improving per-
formance (see the Singapore case study).

The main objectives of postal reform (as discussed in previous Corporatization
chapters) are:

* To improve the quality of service

* To make the postal service financially self-supporting

* To run the postal service on commercial principles

* To continue to provide the social obligations.

Corporatization,1 as a means of achieving these objectives, is the
process of giving postal administrations an independent legal status
and subjecting them to the same legal requirements as private firms.
Thus, the entity is subject to standard commercial and tax laws, ac-
counting criteria, labor laws, etc. More important, the explicit separa-
tion of ownership and management responsibilities (e.g., through a
board of directors or other body) renders the postal service less sus-
ceptible to government influence. This process enhances manage-
rial autonomy by insulating the postal service from noncommercial
pressures and constraints. It also clearly demarcates the role of gov-
ernment as owner of the enterprise, which is distinct from the opera-
tion of the enterprise. Managerial and organizational autonomy does
not imply complete freedom, however. The government, as owner of
the corporation, continues to set sectoral policies and goals while
leaving detailed planning and implementation of the service to the
administration. In addition, the enterprise is subject to regulatory
oversight.

Corporatization, merely by providing the postal service with a dis-
tinct legal structure, converts the problem of official governance to
that of corporate governance-the creation of an optimal system of
accountability and incentives within the postal administration.There-
fore, explicit contracts are needed between governments and the

While the term "corporatization" is used rather widely, for our purposes the tran-
sition to a limited liability company (and all issues associated with it) is re-
garded as the process of corporatization.
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management of the postal enterprise so that the postal service can
operate on true market principles. Without such disciplines, manage-
ment and resource allocation decisions will not correspond to realities.

At the outset, we would like to stress that legislative changes can
only give the postal service the freedom to reform itself. From then
on, the success of reform depends on the initiative taken within the
postal service itself to operate on commercial, market-based prin-
ciples. On occasion, varying degrees of commercialization have been
introduced into postal services even before corporatization. However,
whichever comes first, the implementation of both corporatization and
commercialization is necessary for complete postal reform to take
place.

This chapter captures the various structural, legal, ownership, and
market options available to the post and the steps involved in the
transition from one phase to another, with a view to maximizing the
benefits of postal reform (see Figure 3.1). The decision on where to
place the postal service along the spectrum of each of these four
aspects will have a tremendous impact on the key parameters that
need to be addressed for postal reform: accountability autonomy,
incentives, and competition.

Figure 3.1
Four Dimensions of Policy Options (with examples)

Post & Government
Telecom Department Government Monopoly
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The traditional combined P&T (Post and Telecommunications) or PTT Post and Tele-
(which includes Telegraph as well) organizational form is still preva-
lent in many countries. Since both post and telecommunications be- communications
long to the larger communications sector, it has been customary to
place the two within the same organization. It was felt that under this
arrangement the sharing of common facilities and resources would
maximize the economic and social benefits as well as the develop-
ment of both sectors. As a result, unlike other areas in infrastructure
which have been sheltered by the government, the postal sector has
remained under the double mantle of both the government and tele-
communications (see Annex 1 to this chapter for a listing of structural
arrangements in selected countries).

There are three broad levels of structure for P&T:

* They belong to the same organization

* They are separate operational entities, but both are under
the same supervisory authority and are governed by the
same texts

* They are completely separate.
From the telecommunications sector's perspective, the dynamism

of the sector is constrained by its links to the postal service. Since
the postal service sector is far more labor-intensive, and because its
employees are usually under civil service statutes and are often heavily
unionized, the capacity for organizational change and restructuring
is reduced for the P&T as a whole. In addition, the telecommunica-
tions sector very often subsidizes the operations of the postal sector,
thereby curtailing its own expansion.

In reality, this integrated organizational structure has severely handi-
capped the development of the postal sector as well. The postal ser-
vice in developing countries typically constitutes 10 to 15 percent of
a P&T in terms of revenue, and thus management, planning skills,
and attention tend to be dedicated to the telecommunications sector.
Therefore, the postal sector rarely receives the benefits of a clear-cut
policy and development plan. Because of the integration of accounts
in a P&T, especially as regards expenses, accountability and perfor-
mance incentives are at a minimum in the postal sector. The postal
sector not only has the government to subsidize it-it also has tele-
communications to buffer its existence. This structure is not condu-
cive to letting the postal sector come into its own.

From an operational perspective, it is not clear that telecommuni-
cations and the postal service enjoy their presumed level of syner-
gies. First, the postal service is not only in the communications market,
but in distribution as well. In fact, its pervasive retail network and
delivery capacity are generally unparalleled by other organizations.
In addition, the two sectors cannot be more dissimilar in terms of
their capital-labor mix, and this has significant implications for the
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needs and targets of both sectors. The management and operational
expertise required differs greatly for the sectors: both sectors target
different product needs within their customer base, and both interact
with entirely disparate entities on the supply side. At most, these sec-
tors may have the potential to share retail space in providing their
services and to utilize each other's services as inputs.2 This is not a
sufficiently valid rationale to justify the integration of the two sectors.
It is preferable that they operate at arm's length and with a well-de-
fined system of market pricing for the utilization of each other's facili-
ties and services, thereby maintaining a commercial separation and
maximizing accountability in both sectors.

Most countries that are contemplating reform in the postal sector,
or that have implemented reform (the United Kingdom, Australia, New
Zealand, Argentina, Canada, Chile, Tanzania, to name a few), are in
the process of separating, or have separated, the postal service from
telecommunications for the reasons specified above. In the case of
Sweden the two services were never integrated.

An example is provided by New Zealand Post, where the govern-
ment was encouraged to separate the postal service from the other
businesses because of the post's deteriorating performance.

Prior to 1987, the New Zealand Post Office, which was a depart-
ment of the state, had been responsible for the provision of tele-
communications services, postal service, and retail banking.
Telecommunications constituted 60 percent of revenues, while
postal services accounted for only 25 percent. Retail banking rep-
resented only 15 percent of revenues. Under this arrangement,
the postal sector suffered from the following constraints:

* Decision making was centralized

* Telecommunications issues dominated

* Capital was scarce and, when available, was channeled into
telecommunications

* Political and social issues took priority over commercial is-
sues

* Marketing initiatives and customer support were weak

* The organization was slow to respond to market pressures.

Within this environment, the postal business was incurring trading
losses and also suffered from a paucity of strategic capital invest-
ment. Very little finance was devoted to upgrading mail processing
facilities and equipment. For all of the above reasons, service stan-
dards slipped and New Zealand Post's market share decreased. In

2 Increasingly, the postal sector is providing a combination of electronic and hy-
brid services which draw heavily on communications technology (electronic
mail, facsimile, etc.). While this may be regarded as a source of synergy for
the two sectors, it may well be a source of friction (see Chapter 5).
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view of this situation, the government separated the post from tele-
communications and banking and corporatized all three. New Zealand
Post is now a limited liability company, headed by a board of direc-
tors and owned by two ministries.

In a few countries postal services and telecommunications have
been retained within the same organization, although attempts have
been made to maximize operational and even financial separation.
The reasons for retaining or adopting an integrated structure are:

* To maintain a continuity within change

* To be able to offer a broad range of communications ser-
vices within one organization

* To harmonize the relative roles and activities of the two sec-
tors (e.g., in the provision of electronic and hybrid commu-
nications services).

Further examples of the structure of post and telecommunications
are given in Annex 2 to this chapter.

The primary functions of postal legislation are: (1) to provide a na- The Legal
tionwide postal service that fulfills the social and economic objec-
tives of the government; and (2) to regulate and facilitate the Transformation
development of the postal sector in the interest of the nation as a
whole.

While legislation is important to achieve these functions, it should
be borne in mind that the advantages of corporatization are to grant
the postal service the independence and flexibility to meet commer-
cial challenges and develop the sector in a rapidly transforming and
increasingly competitive market. Care should be taken to see that,
while the postal service should meet its obligations, excessive legis-
lation and regulation should not handicap the service to the point of
negating all the benefits of corporatization. The operation of market
forces should be allowed to dictate, to the maximum extent possible,
the desired output of services and ensure that this output is achieved
at the least possible cost.

A multitude of reform issues should be considered during the
framing of postal legislation (whether primary, transitional, or sub-
ordinate) for the transformation of a postal service from one legal
status to another. These issues vary with the legal customs and
principles of each country (see Figure 3.2). The establishment of
a postal service under any of the legal options, or change of legal
status, requires different forms of legislation. The departmental
model is created by an act which establishes the department and
authorizes its operations. The establishment of a statutory corpo-
ration generally requires two acts.
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Figure 3.2
Structure of Postal Law
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Source: UPU Guidelines, 1994.

1. Core Postal Law. At minimum, this enabling act establishes
the legal status of the postal service and specifies the struc-
ture, powers, functions, reserved services, obligations, and
privileges of the postal operator (and regulator if the regula-
tory function is put into a separate organization). This act
will be the legal constitution of the postal operator as a cor-
porate body and should contain everything necessary to
enable the postal service to have an independent legal ex-
istence, to own its assets, and, to some extent, to manage
its revenues and expenditures. In addition to the core law,
subordinate legislation and adherence to international trea-
ties and conventions may have to be factored in separately.
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2. Transitional or Vesting Legislation: This legislation vests the
assets and liabilities of the former entity in its successor,
and also specifies the initial capitalization and the rights and
obligations of employees affected by the restructuring. Since
this legislation is pertinent only to the restructuring phase, it
is preferable not to include it with the core act.

In the case of a limited liability company, which operates under
private law, the legal constitution of the postal enterprise will be the
Memorandum of Association. Therefore, the transition of a postal
service to a limited liability company generally requires a brief speci-
fying those aspects in which the postal service may differ from a com-
pany, or any special provisions that prevail over company law. Postal
law also needs to nominate the company to be licensed for postal
purposes. A separate act establishes and authorizes the regulator.
Legislation may also specify measures to ensure the continuity of the
organization (perpetual succession) irrespective of the continued
existence of a government, minister, board, or chief executive.

In some countries the change of status of a postal administration is
conducted by an instrument lower than a law, such as an ordinance,
a decree, or a simple decision.

Examples of legal transformation can be found in Annex 2 to this
chapter.

Postal services may be broadly classified into the following legal struc- Legal Status
tures, in increasing order of enterprise autonomy.

1. A government department under the jurisdiction of a minis- of the Postal
try or state secretariat, or an independent ministry Service

2. A statutory corporation (also referred to elsewhere as a
public corporation or public enterprise), which is generally
wholly government owned, and is controlled by the parlia-
ment, government, or a special committee

3. A limited liability company under companies' law, which may
be:

a. A wholly or partially government-owned company

b. A privatized company, in which the controlling interest
or full ownership lies with the private sector.

These three legal structures are described below.

Government Department:This is the most prevalent and traditional
legal form for many postal services in developing countries. All func-
tional responsibility for the postal service is assigned to a govern-
ment department, which does not possess a separate financial or
legal status. Because of the lack of financial separation from the rest
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of the ministry and the ambiguity of accounting principles, the enter-
prise is often either highly subsidized when it makes losses, or uti-
lized as a cash cow if it generates profits. As a result, the enterprise
is starved for investment and maintenance funds and, consequently,
the quality of service deteriorates. Lack of financial separation is also
detrimental to the postal service because of low managerial account-
ability and incentives. Management is aware that it will be buffered
by a soft budget constraint and therefore has no motivation to achieve
increased productivity or cost efficiencies. Given the multitude of in-
stitutional options that have been tried for the provision of infrastruc-
ture, there is little justification for assigning all functional responsibilities
for the postal sector to a government department. The government's
role is more appropriate for providing overall policy guidance and
sectoral planning.

Statutory Corporation:This is a limited reform step whereby a statu-
tory company is established by an act of parliament. This institutional
form allows the company to acquire a financially separate status and
is therefore useful in making management accountable for the utili-
zation of resources in response to competitive pressures. The postal
administration is given autonomy in operation and maintenance, and
is expected to operate the enterprise like a business.

The postal administration is generally supervised by the parliament,
government, or an independent committee. Explicit cost-accounting
is introduced which helps identify the revenue and expenditure
streams and the viability of individual products. Postal administra-
tions are generally obliged to balance revenue and expenditure and
are occasionally required to make a specified financial return. None-
theless, because ultimate responsibility for the provision of the ser-
vice and all liabilities of the enterprise rest with the government, the
establishment of a statutory company achieves limited results in re-
forming the postal service sector-although it could be a useful step
in the continuing reform process.

Limited Liability Company: The establishment of a limited liability
company involves the dissolution of a government department or statu-
tory body and the transfer of its assets to a new corporate entity which
operates under company law. The enterprise may still be fully or par-
tially government owned, or it may be fully owned by the private sec-
tor. The government exercises limited supervisory authority over a
limited liability company and also imposes certain obligations on such
a company.

Under this legal form, postal administrations are obliged not only to
balance revenue and expenditure, but also to make profits for the
Treasury. The enterprise is responsible for meeting its service obli-
gations and also for shouldering all of its liabilities and commercial
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risks. In return, the enterprise is given a high level of managerial
autonomy and flexibility. The monopoly privileges of the postal ad-
ministration are usually transferred to a licensing system which is
subject to periodic review. The introduction of rigorous financial ac-
counting identifies activities which are non-remunerative. If these
activities remain justified as essential public services, they should be
financed by explicit government subsidies or justified on other eco-
nomic grounds. This institutional form has the advantage of introduc-
ing the maximum market pressures and also increases the scope for
market-based financing.

The choice of legal status should depend on the needs of the sec-
tor and the urgency of reform, as well as on the balance which the
government may want to attain between management's autonomy to
act in a fully commercial manner and the constraints necessary to
ensure a satisfactory level of personal and public accountability.

While some postal administrations have evolved through these
options by following a phased process, others have moved directly
from a government department to a limited liability company. There
are several variations of these three broad legal options as well. For
example, in the United Kingdom the Royal Mail is a statutory corpo-
ration but two of its subsidiaries are limited liability companies. In
several countries, although a postal service is a government depart-
ment, it may have relatively greater autonomy in terms of the budget,
the maintenance of separate accounts, etc. Therefore, the spectrum
of legal options available to the postal service should be regarded as
a continuum rather than as the three discrete states presented here.
For a comparison of the different legal forms of postal administra-
tions, see Table 3.1.

To date, no postal administration has been fully privatized, although
this was under consideration in the United Kingdom and is in prepa-
ration in Argentina. However, the partial sale of shares of the postal
service has been provided for in the Postal Act of the Philippines and
has also been undertaken in the Netherlands and Germany.

Further examples of legal classifications of the postal service can
be found in Annex 2 to this chapter.
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Table 3.1
Comparison of Legal Options

Government Statutory Limited Liability Privatized
Department Corporation Company Corporation

Functions
Ownership S Private sector
Sectoral Planning & P S Stat State tate

Investment & State ;90 Stt Stat approva for0 large0200$00 amoun:;0:ts Enterprise ;

RegulationStt(itrato Sae(nenoStt(etraStt(xenl

TariffsSttSttEnrpie(ihnEtrrs(whn

Ownership Features
Legaly Parliament Parliament Sharehoiding ministers/ Private
Responsible to private shareholders sharenoiders
Separate Legal Status No Yes Yes Yes
Sharenolders n/a State State/private Private
Dividends None Not usual To snareholderls) To shareholders
Liability Unlimited Unlimited Limited Limited
Government Guarantee Explicit Explicit Implicit None
Tax Payment None Not usual Yes Yes
Pension Liability State State Fnterprise Enterprise

Discretionary Behavior

Operations
Statutory Monopoly Heail, can Heavt Relaxed or removed Reroved

usually p delegate license and cannot delegate
Source of Financing Consolidated Specific fuAnd Private capital Private capital

funds allocation markets markets
Organizational None Mvinor Some Complete
Flexibility

Accounting Principtes Absent Commerdaat Commerciau Commerciap
Commercial Risk State State Enterpcnse Enterprise
Service Responsibilis y State State Enterprise Enterprise

Control Mechanisms
ManagementClxbl ii/pbi or or

Emplpyee Ciilpuli Mixe Emlyet act! Emplymet acg 0\X 0t!

Internal Mcnitoring
Board n/a Minister/Treasury Minister/Treasury Private shareholders
Senior Director Minister Board Board Board
Senior Management Secretary General manager Chief executve officer Chief executive officer

External Monitoring
Spending Pans ; Parlament 0 Parliament!min ter Minister/capi$$g0; t:;f<b00alE<: 4 market< : :: Capital market

Fiania Accounts 00 Audit office0 Audit office Private audi2: 9 + 0 0 °;00:'t0<,:0 g .:0, :000: 00: + tor Private auditor
Overall Performace Treasury/selet Tzeasu /selettMinister/capitalCapital and
commitee committees market stock markets
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The postal service is still a predominantly government-owned sector. Ownership
However, the wave of privatization in the telecommunications sector
is one of the forces that is leading countries to consider private own- of the Postal
ership of the postal service as well. A few countries have implemented Service
partial privatization schemes with the primary aims of:

1. Maximizing commercial pressures and disciplines with the
infusion of private capital

2. Raising capital for expansion and improvement to increase
competitiveness

3. Giving the postal service an opportunity to compete on equal
terms with its competitors.

Nevertheless, private ownership of the postal service, whether by
a strategic investor, by dispersed ownership through the stock ex-
change, or by the employees, is relatively uncharted territory. The
examples provided below illustrate the privatization process in the
few countries that have implemented it or are in the process of so
doing. In addition to these examples, France and New Zealand have
also contemplated the privatization of their postal services.

This organizational option represents the extreme option for the
postal service in terms of maximum accountability, autonomy, and
incentives (see Table 3.1). A detailed treatment of the potential mecha-
nisms available to introduce private sector participation into the postal
service has been given in Chapter 1.

In the Netherlands, shares in KPN, the Dutch state post and tele-
communications company, were floated on the Amsterdam Stock
Exchange in June 1994. The government sold 138 million shares in
KPN, representing a 30 percent stake, to raise f. 6.9 billion. The sale
of a second tranche in October 1995 raised more than f. 6.0 billion. A
third tranche of KPN shares is expected to be sold by the end of
1997. About 188,500 private shareholders participated in the offer,
31,000 of which were KPN employees. Almost 60 percent of the shares
on offer were taken up by foreign institutions, and the issue was over-
subscribed almost threefold. The announcement of net profits of
f. 2.04 billion (US$1.32 billion) in the 1994 fiscal year (an increase
from f. 1.78 billion in 1993) has caused renewed demand for and
international interest in the next offering of shares.

KPN expects to spend a substantial amount in the coming years
on upgrading infrastructure. During 1994-98, PTT Post alone expects
to spend f. 1 billion on land, buildings, and machines as part of the
"Briefpost 2000" project-a special project for improving efficiency
through infrastructure modernization and consolidation. Therefore,
in the case of KPN, one of the primary aims of privatization is to raise
capital. An infusion of private capital will provide increased freedom
to expand national and international operations, and, at the same
time, will exert continual commercial and market-based pressures.

73



Redirecting Mail: Postal Sector Reform

The government intends to reduce its share to less than 33.3 per-
cent before the year 2004. KPN's postal arm, PTT Post, might then
become the world's first privatized postal service. The privatization of
the postal service is not just a by-product of the selling off of state
telecommunications companies. It reflects the fact that postal ser-
vices must become more like private businesses-or must even be
private businesses-if they are not to lose out to new competitors in
a rapidly changing market.

Argentina is one of the few countries that is preparing its postal
service for private sector participation. In the 1 970s Encotel, the gov-
ernment postal service, began to lose market share to private opera-
tors in the postal market, and from then on suffered rapid commercial
deterioration. In 1991 the volume serviced by Encotel was half of the
1981 volume and from 1984 to 1991 Encotel experienced a negative
annual rate of 6.5 percent. In 1993 the private sector had captured a
market share of 48.8 percent, although its average charges were more
than double Encotel's rates. It was clear that the public preferred to
pay a premium for the superior services offered by the private sector.
In recognition of the fact that this trend could lead to the "disappear-
ance" of the postal service, the government decided to move boldly
toward liberalization and deregulation of the postal sector, skipping
some of the interim stages used by postal administrations elsewhere.

In May 1993 Encotel was incorporated into Encotesa Inc., and in
June the government passed a decree deregulating the entire postal
market. Thus, with these few steps, a restructuring process was set
in motion for the postal service that aimed at making the best use of
available resources. This exercise was also conducted to pave the
way for the privatization of the postal service. The issue of prevent-
ing Encotesa from being converted into a private monopoly after its
privatization is of prime concern and has led to intense public contro-
versy which has prolonged the privatization process. Limitations on
the participation of foreign capital (to 30 percent) have also raised
objections, since several foreign postal administrations have shown
an interest in the privatization of the Argentine postal service.

In the interim period, the government is trying to clarify the regula-
tory framework in order to make the oversight of the entire postal
market more precise. The government is also building controls into
the legislation to prevent the emergence of a private monopoly and
also to promote competition in the postal market. Encotesa will con-
tinue to be responsible for maintaining universal service even after
privatization. Currently the privatization law is awaiting passage by
the National Congress (Parliament).
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Functions describe the role of the postal service in the community. Functions,
While the core function of any postal service is to carry postal items,
clear definition of the term "postal item" removes ambiguity as to the Powers, and
type or form of item included. Item definitions are useful for service Obligations
description purposes such as charging and handling and for monopoly
clauses. In some countries, apart from carrying postal items, the postal
service may have to be specifically authorized to be able to offer
financial and agency services, electronic mail and hybrid services,
consultancy services, sale of postal products at retail outlets, or ex-
pansion of agency services (providing licenses, registration, etc.).
The postal authority may have to be given a specific function to ser-
vice these areas; otherwise its operation may be challenged by pri-
vate or other operators. Clarification of the geographical territory in
which functions are to be exercised is also necessary, and this may
differ for different functions. The specification of explicit functions in
legislation is considered preferable because it expresses the objec-
tives of the government in a way that facilitates interpretation of the
Postal Act.

Legislation should give the postal service operator the power to do
everything necessary for the performance of its functions and obliga-
tions. Failure to grant this level of autonomy dilutes the responsibility
and accountability of the postal service and degrades the service by
lengthening the decision process. Granting of powers is central to
the entire purpose of corporatization which aims to create a structure
that is capable of responding flexibly and efficiently to the postal needs
of the national market. In the case of a corporatized postal service
which is subject to company law, the enterprise has all the powers of
a natural person. The Act would therefore specify (1) anything that
grants the service extra powers, such as the exclusive right to per-
form reserved services, or (2) anything that would limit company laws.

A postal service is held to certain obligations to fulfill the social and
economic objectives of the government. Service obligations usually
require the provision of a universal basic postal service which is ac-
cessible to the population and is provided at reasonable prices. Leg-
islation specifies the extent of the obligation, which takes into
consideration alternative provision available to the population. At mini-
mum, the obligation generally covers the reserved services. The
manner of service provision addresses issues such as accessibility,
affordability, and acceptable quality. Special service provisions for
the blind, disabled, elderly, etc., are also specified. Commercial obli-
gations may generally require that the postal service operate in a
manner consistent with sound business practices or specify certain
profitability or financial targets. Government obligations may require
the postal service to follow the directions of the minister in matters
relating to general government policy, in specific postal matters such
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as the appropriation of surpluses or fixing of prices, or in relation to
the country's obligation under an international treaty.

If a postal service is expected to comply with obligations that re-
quire it to provide certain services at less than cost for political or
social reasons, an economic analysis should be undertaken to gauge
the cost of these obligations. The government has to decide whether
the postal service is capable of servicing these obligations without
any compensation because of its current position (as is the case with
regional obligations in Sweden: see Box 2.4 in Chapter 2) or whether
it should be explicitly subsidized for the provision of these services
(as is the case with all other obligations for Sweden, Canada, Argen-
tina, and the Netherlands). With the appropriate contract between
the government and the postal service, there is no reason why the
postal service cannot be competitive and financially viable, even if
the government requires the maintenance of a nationwide postal ser-
vice at affordable rates.

Some examples of functions, powers, and obligations of postal
services are given in Annex 2 to this chapter.

Financial A limited liability corporation obtains its legal status from company
law. Therefore, its financial structure and processes will be within the

Performance limits authorized by that law and as set out in detail in the Memoran-
dum of Association. Specific legislation will deal only with matters of
ownership, with reporting to the owner, and with financial responsi-
bilities which legislation will have to specify as overriding company
law. Under normal circumstances, since the objective is to level the
playing field with its competitors, a corporatized postal service will be
expected not only to be financially self-sufficient, but also to provide
its owners with a reasonable financial return. If the corporatized postal
service is expected to provide services outside the realm of its com-
mercial activities, such as servicing universal obligations, any subsi-
dies or compensation for this should be based on explicit
cost-accounting and should be made transparent.

Purpose of Legislation

In the case of a statutory corporation, legislation should provide clear
financial objectives. The range of options is as follows:

* To cover expenditures with revenues
* To recover costs, and fund all or a part of capital outlays
* To cover costs, fund capital outlays, and pay a specified

rate of return to the owners.
The choice depends on the state of development of the postal ser-

vice and its capacity to meet such objectives. Legislative provisions
concerning the payment of dividends and interest may also have to
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be specified. These might include the authority empowered to de-
clare the final and interim dividends (e.g., the Board); the authority
empowered to approve the declaration (e.g., the Minister); and the
time limit for payment of dividends.

Government departments are generally not taxable whereas lim-
ited liability companies generally are taxable. Statutory corporations
lie in the middle, where the taxation status is defined by a choice
made in the legislation. Legislative provisions should specify whether
the postal service is subject to taxation. If it is taxable, the nature of
the taxes should be specified, and if it is exempt, the extent and du-
ration of exemption should be specified. Provisions concerning au-
diting should be specified, such as: (1) the authority that will carry out
the audit; (2) the qualifications for appointment as an auditor; (3) the
power to remunerate the auditor; (4) the nature and types of audits;
and (5) the timetable for the audit. The auditor will also require ac-
cess to all documentation, stores and property, and information nec-
essary for the audit.

Legislation must also specify the ownership provisions and the
power of the relevant minister to sell or authorize the sale of shares,
as well as the circumstances for the exercise of this power. A corpo-
ration will need the power to borrow and to give security over the
assets for this purpose. In some cases, approval from the relevant
minister is required for raising debt above a certain amount; there-
fore provisions concerning external debt may also have to be included
in the legislation. While the debt, and for that matter all liability, of
statutory corporations is backed by a government guarantee, which
confers statutory authorities with an additional advantage over com-
petitors in terms of raising capital, this is not the case for limited liabil-
ity companies (see Box 3.1 for the case in Sweden).

In the case of the United Kingdom, for example, the Post Office is
given three financial targets by the government: ROCE for profitabil-
ity, RUC for efficiency, and EFL for cash generation. The targets for
1992-93 are shown in Table 3.2.

While ROCE and RUC are the result of consultation between the
Post and the government and are regarded as appropriate by the
Post, EFL is seen as a constraint on the improvement and competi-
tiveness of the Post. Any profit that the group makes above its capital
requirement for the year, or above the target EFL, is paid to the Trea-
sury and invested in the public sector. This often exceeds the EFL
target, and the Group does not have the flexibility to retain its profits
or channel them into capital investment. In 1993 the EFL require-
ments escalated dramatically; these increases are partly dictated by
the condition of the Public Sector Borrowing Requirement (PSBR).
As of 1993, the Post Office's borrowing limit under section 74(2) of
the British Telecommunications Act of 1981 was £1,200 million. Capital
investment was capped by the government to £325 million in 1994.
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While the Post Office pays a corporation tax, like its private competi-
tors postal services are exempt from VAT.

The Post Office is also given service level targets for first class
letter delivery (a 92 percent next day delivery target for 1993-94) which
are monitored by the Post Office Users National Council (POUNC),
the body that mediates between the Post Office and its customers.
Both inland and international quality of service are measured inde-
pendently by external agencies. Service at Post Office Counters
is assessed by reference to average queuing times. External mea-
surement was introduced for letter services in 1988, and from then
on the drive to enhance quality has produced significant improve-
ment each year.

Table 3.2
United Kingdom Post Office Financial Goals, 1992-93

WE- alCAf Mail S Parcelforce Cou"ters C irup
Target Actual Target Actual Target Actual Target Actual

Retum on cteo OC 15.0 1 6.3% 0.00% ;.7% 9.0% 9.6% none

Real unit cost reducdon (RUJ' 0 0.5%6 :0.% none 0.5% e .6 a none

External financing limit (EFX; .) in Em none nonie::00:: :2 nione:000 0:fD: i66 0:f$:80::
Reduction in RUC is based on previous year.

Box 3.1 Corporatizing Sweden Post: Financial Issues in the Transition

The incorporation of Sweden Post was accompanied by the formulation of specific contracts
between Sweden Post and the state specifying the duties and obligations of each party. The
first agreement was for less than three years, up to the end of 1996. The financial require-
ment imposed on Sweden Post by the government in its capacity as the owner is that the
business must operate commercially and generate a return on equity comparable with that
of major, well-managed Swedish companies in similar industries. The government has set the
long-term return on capital requirement at 1 1-13 percent, after tax at a standard rate. Swe-
den Post has consistently exceeded this target for the six years preceding corporatization.
Profit margins lafter financial items) have also been consistently over 5 percent. As owner of
Sweden Post, the government has also specified that the equity/assets ratio at the Group
level shall be approximately 1 5 percent. Corporatization sharply increased Sweden Post's debt/
equity ratio because it undertook full liability for both historical and current pension commit-
ments. Because of this large increase in pension liabilities, the government has agreed that it
will not receive dividends until the equity/assets ratio is deemed satisfactory.

From 1994 to 1996, prices are to be capped at 80 percent of the road transport price
index. Sweden Post is expected to achieve productivity improvements of at least 2 percent
per year, and is expected to maintain 95 percent delivery of overnight mail as far as quality of
service is concerned. It is also expected to maintain a nationwide counter service of at least
2,000 outlets. Sweden Post is not permitted to own securities and investment companies.
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Transitional Legislative Provisions

To ensure that financial performance is monitored and controlled, tran-
sitional legislative provisions encompass financial issues in restruc-
turing. These must provide for the effective transfer or vesting of assets
and liabilities in the new postal organization. Provisions must be broad
enough to include tangible and intangible assets and liabilities, work
in progress, contingent liabilities, and similar items such as pension
rights and obligations. Transitional financial legislation will include
the specification of the method of valuation (book or market value)
for the transfer of assets and liabilities to the name of the new postal
entity. If the balance sheets or accounts relating to assets were not
being prepared in the predecessor organization, which is likely in
government departments, a market valuation may have to be under-
taken-although it is a time-consuming and expensive process. In
addition to making possible the capitalization of an enterprise, a mar-
ket valuation is also necessary if financial targets will be utilized to
measure the performance of the postal service. If the sale of shares
at some future date is a possibility, the asset backing per share is a
critical issue for prospective investors and therefore an up-to-date
market valuation of assets will again be necessary.

For example, the Philippine Postal Service Act 1992, Section 9 -
Capitalization, states the following under (b): the values of all the
existing assets of the Bureau of Posts and its successor office, the
Postal Services Office, and the various postal facilities throughout
the country owned by it, [are] to be determined by an independent
appraiser within a year [of the] effectivity of this Act.

Transitional provisions also specify the manner in which the rights
of property and assets are to be transferred to the new organization.
For transition from a government department to a 100 percent gov-
ernment owned corporation, the value of net assets will be recorded
as equal to a capital account representing the initial capital invest-
ment by the government. The treatment of liabilities incurred to the
government by a predecessor organization has to be determined,
especially if these are to be written off. As far as liabilities are con-
cerned, the handling of pension schemes is a crucial area. If the op-
erations are being converted from a department, employees will be
covered by a government pension scheme which should continue to
be responsible for these former employees. The possibilities for em-
ployees that transfer to the new entity are:

* To remain with the government pension scheme, or

* To transfer to a new postal service scheme.

It is preferable for the postal service to formulate a new pension
scheme in line with industry standards. By being more expensive,
government pension schemes may hamper the postal service in the
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competitive arena to the long-term detriment of both the staff and the
organization. If a new scheme is introduced, all new employees would
automatically be enrolled in it.

The method of determination of initial capital has to be specified.
The initial book value of investment in the entity will be the value of
net assets transferred to it and new capital injected by owners at the
time of transition. This initial investment will be in the form of debt
(loans) or equity (shares). The accounting principles of the new en-
tity will also have to be determined. Most government departments
use cash (non-accrual) accounting systems, but a corporation has to
switch to accrual accounting in accordance with generally accepted
accounting practices. Detailed procedures will need to be prepared
and staff retrained if necessary in the new accounting regime. The
design of a new accounting system may require professional account-
ing services.

An example can be seen in Title 39, United States Code: U.S. Postal
Service, Section 2002 - Capital of the Postal Service, which states
the following:

(a) (1) Assets shall be valued on the basis of original cost less
depreciation, to the extent that such value be determined.
The value recorded on the former Post Office
Department's books of account shall be prima facie evi-
dence of asset value.

(a) (2) All liabilities attributable to operations of the former Post
Office Department shall remain liabilities of the Govem-
ment of the United States, except that upon commence-
ment of operations of the Postal Service, the unexpended
balances of appropriations made to, held or used by, or
available to the former Post Office Department and all
liabilities chargeable thereto shall become assets and li-
abilities, respectively of the Postal Service.

Conclusion This chapter has discussed the structural and legal reform of the postal
sector in the context of the corporatization of the postal service. The
focus has been on the legislative processes that are needed to en-
sure an efficient postal service.

Corporatization is seen to be an essential early step in postal re-
form. By giving the postal administration an independent legal status
and a distinct legal structure, and by separating ownership and man-
agement, corporatization supplies the conditions for optimal account-
ability and incentives within the postal administration.

Country examples in this chapter and in Annex 2 point to various
options for structural reform and illustrate their advantages and dis-
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advantages. The discussion of the legal transformation of a postal
administration is also enhanced by a number of country examples
and by a classification of the choice of legal forms for a postal
service.

This chapter makes the point that legalization should give the op-
erator of the postal service the power to properly perform its func-
tions and obligations. Failure to grant such power weakens the postal
service's accountability and its ability to respond efficiently to the postal
needs of the national market.
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Annex 1:
Structure of
the Postal
Service:
Some
Examples

Country Year (As of, Post & Telecom Legal Status of Post Protected Service

Argentina 1994 Post & telegraph Limited Liability No protection
integrated, telecom Corporation

separate and
privatized, post to be

privatized

:lstrvala .1994' Sepa-ate ' - lted iab*l Domesc letter UP to
Corpor 250g and prtc'e

threshold four times
basic leter rate

Belgium 1991 Separate Statutory Corporation Letters, postcards, and
printed paper

up to 2 kg

Canada I 995 .e'arate Urimited UabililyfiCtown) Leters and postcards
,,; :- .-... .;,. ... -:'.......:Corporation up to 5(g

Chile 1995 Separate, telecom Statutory Corporation Mail broadly defined as
privatized (Correos) letters, newspapers,

packets, and
documents Not

enforced.

Cote d ' hlr (Rep) 1987 Separate; 

Denmark 1991 - Government Department Letters and card mail
up to I kg

,. ;,,Fi,nlianid, . -: .1994 E:Post& telecomn in same Limited Lalty No proectieon

* >. f * ;-- -:rganz--ion but - Corporation-
separate withinI

France 1991 - Government Department Letters, postcards, and
packets up to 2 kg

;Germany. 1991 separated in I989g but ovemrnment Depaertment Letters, postcards.
te ontiniues to printed mattEr partels
s-- .idae post (as of Witiapersona

- " ' - - '." 1-'99,3t -m'--'0 ;. ,; ' ,-:--,";-ressageupto : kg

Greece 1991 Operate separately, but Statutory corporation Letters, postcards, and
telecom subsidizes post. printed paper

up to 2 kg

Hfonduras (Rep) 1987 Separate. telecom -

Indonesia 1987 Separate

F83



Redirecting Mail: Postal Sector Reform

Country Year (As of) Post & Telecom Legal Status of Post Protected Service

Ireland 1991 Limited Liability Letters, postcards,
Corporation (I 00% packets, printed

government ownership) papers, and express
items up to 2 kg, plus
parcels containing a
personal message

I0:44taly 1991 Integrated Government02X0iS if0 C ,S\ U t D Letters and postcards
Department ~up to 2 kg

Transporting (not
delivery & collectionj
parcels in n

Luxembourg 1991 - Government Letters and postcards
Department up to 2 kg

Malaysia 1994 Separate -

Myanmar 1995 Integrated, telecom Government
subsidizing post Department

Netherlands 0 0 j0:1;993 0 0::fIn::;f:0;lntegrat mited Liability Letters and postcards
Corporationupt50g

New Zealand 1994 Separate, telecom Limited liability Price threshold of
privatized Corporation 80 cents

N04000;i;N}geria: :;j;0 1980i70 : 00Separate, telecom -

Norway 1987 Separate -

Papua New I993 i tegrated Government Letters up to 500 g
Guinea iepartment Not enforced.

Portugal 1991 Statutory Corporation Letters, postcards, and
express items
up to 2 kg

Senegal 1987 Separate, telecom -
privatized

Singapore 1995 Subsidiary of telecom Limited Liability All letters and
Corporation, postcards until 2007

(partially privatized)

Spain 1991 - Govemnment Letters a d postcards
Deparlment up to 2 kg for initer-

C: : : ; X : : :: :: 0 :: f f::: f: urbanitemsf f

Sweden 1995 Separate Limited Liability No protection
Corporation

Switzerland 1993 Integrated. telecom -
subsidizes post heavily

Tanzania 1994 Separate Limited Lability Letters and postcards
Corporation up to 2 kg

Ukraine 1993 Integrated Ito be Govemment
separated) Department

UAE 1994 Separate

United Kingdom 1995 Separate. telecom Statutory Corporation Letter of tariff up
privatized with two Limited Liability to £ I

operating divisions

United States 1987 Separate, telecom
privatized
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A:nnex.- 2:-.
Post and Telecommunications Structure E p s

Papua New Guinea: The postal services were established in 1955 as 
the responsibility of the Department of Post and Telegraph. In 1980,
the department was converted into a statutory company, the Post
and Telikom Corporation (PTC), which is government owned. The t
post and telecommunications services share common functional ser-
vices (finance, human resources, etc.). Many of their assets are shared an-
and they provide services to each other without charge. The post tate
comprises some 8 to 10 percent of the entire organization's revenues;
therefore, a greater proportion of management attention and resources
is devoted to telecommunications. In 1993, Papua New Guinea was
on the verge of privatizing telecommunications-a major step. How- _
ever, the issue of where the post stood in the reform process had not ,
been clarified. Although PTC was semi-corporatized, measures to
wean PTC Post from resource sharing with PTC had not been imple-
mented. As a result, the board of PTC and the government did not
have an accurate picture of PTC Post's financial condition or of its ji 
ability to be self-sufficient as a commercial entity. In addition, there g

was lack of clarity in the government's policy regarding the Post. In L
retrospect, then, the entire corporatization process seemed to have
been driven by the telecommunications side and the post was more
or less carried along.

Myanmar:The postal, telephone, and telegraph services in Myanmar
are provided by Myanmar Post and Telecommunications (MPT) un-
der a state-granted monopoly. MPT is a government department within
the Ministry of Communications, Posts and Telegraphs. MPT is orga-
nized functionally with integrated management for post and telecom-
munications at the national headquarters level. There are 14 territories;
operating responsibility between the post and telecommunications is
supposedly distinct at the territorial level. However, sharing of facili-
ties and resources takes place at lower levels as well. There are no
direct or indirect financial transfers to either the post or the telecom-
munications side for the use of each other's services. Accounting
statements are issued for MPT as a whole (post and telecommunica-
tions combined), and, as is typical in P&T departments, postal rev-
enues are reported separately, but expenses are reported jointly with
telecommunications. As a result, it is impossible to determine, on a
current basis, the financial status of the post. However, estimates
show that the post is suffering severe losses (its costs are 27 percent
of MPT's costs, while revenue contribution to MPT is only 8 percent)
and that the degree to which telecommunications is subsidizing postal
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services is increasing dramatically each year. The lack of postal ac-
counting has resulted in a system in which no visible management
tracking, reporting, or accountability exists. This integrated P&T or-
ganizational structure, combined with the purely functional nature of
MPT's organization, has proved a severe drawback to the develop-
ment of postal policy and strategic direction, since the post accounts
for only 8 percent of MPT's total revenue and, therefore, receives
scant attention. MPT has acknowledged some of these shortcom-
ings and has targeted areas for reform in its January 1994 Postal
Development Plan.

Finland:The postal service and telecommunications have always been
integrated in Finland. For many years they operated under a govern-
ment department, for four years as a state business enterprise, and
finally, from 1994, as a limited liability company. While both services
are limited liability companies within the PT Finland Group and are
operationally distinct, certain core functions are centralized at the
group level. One reason for retaining the two services within this group
structure was to ensure the continuity of P&T Finland's operations.1

Singapore: The evolution of relations between the postal service and
telecommunications in Singapore is unique. The postal service was
a government department and was separate from telecommunica-
tions until 1982, when the post was merged with telecommunications,
a statutory corporation. In 1992, when telecommunications was
corporatized, Singapore Post became a wholly owned subsidiary of
Singapore Telecommunications Private Limited (Singapore Telecom).
In 1993, 11 percent of Singapore Telecom's shares were sold on the
Singapore Stock Exchange, raising US$2.5 billion.

While Singapore Post enjoys a high level of operational autonomy,
its budgeting and business planning processes are overseen and
authorized by Singapore Telecom. In addition, its board of directors,
chairman, president, and chief executive officer are staffed by per-
sons holding the same positions in Singapore Telecom. Although the
Post is a subsidiary of Telecom, the two maintain an arm's length
relationship in their commercial dealings. All services rendered to each
other are priced at market rates and each is required to compete with
other private sector companies for the other's business.

The perceived advantages of merging the two sectors were as
follows:

* Singapore Post would benefit from Singapore Telecom's
corporate image, especially since the latter sector was dis-
tinct from the government.

* Post and Telecom would share some of the same corporate
resources (legal, financial overheads).

' Annual Report, PT Finland, 1994.
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* Singapore Post could draw on Telecom's resource pool to
staff some of its management positions.

* Coordination of post and telecommunications would im-
prove.

The perceived major disadvantages of this structure were the
following:

* Potential conflict over the provision of electronic and hybrid
services

* The fear that the Post might not have the opportunity to
develop fully into an autonomous organization

* Uncertainty about the Post's future.

Legal Transformation

New Zealand:2 The New Zealand postal service operates within the
legislative framework of: (1) the State-Owned Enterprises Act; (2) the
Postal Services Act; and (3) the Articles of Association of the New
Zealand Post Limited. This legislation is described below.

The State-Owned Enterprises Act, which is the umbrella legisla-
tion for the establishment of several state-owned enterprises (SOEs),
of which New Zealand Post Limited is one, spells out the nature of
the government's ownership of the company, the broad business
objectives to be achieved, and the operating requirements. The act
specifically requires that the Post: (1) be as profitable and efficient as
comparable businesses in the private sector; (2) be a good employer;
and (3) exhibit a sense of social responsibility to the extent possible.
The Act defines the roles of directors and specifies the responsibility
of shareholding ministers. By also outlining the reporting requirements
for SOEs, the Act deliberately distances commercial management of
the Post from political control. The Act explicitly stipulates that where
an SOE undertakes non-commercial activities at the request of the
Crown, these services will be explicitly funded by the Crown.

The Postal Services Act is a brief legislation which identifies the
extent of the letter post monopoly and the postal obligations and also
the international obligations that New Zealand Post must meet. The
act also specifies that the Post must establish and maintain transpar-
ent accounting arrangements and an audit trail to clearly separate
letter services subject to statutory protection from other activities.
This is intended to prevent cross-subsidization into other competitive
areas.

2The case of New Zealand is unusual in that the structure of the commercial
postal service is defined outside the Postal Services Act. This is because the
government set up eight state-owned enterprises (SOEs) simultaneously and
passed a single SOE Act in 1986 defining the structure of all of these organi-
zations, including the New Zealand Post.
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The Articles of Association of New Zealand Post Limited are simi-
lar to those of a private company, set up under the provisions of the
Companies Act.The Articles cover such matters as the issue of shares,
procedures for meetings, voting rights of directors, and other corpo-
rate governance issues.

Sweden: Sweden eliminated the monopoly protection on letter mail
in 1993, thereby completely deregulating its postal market. In 1994
Sweden Post changed its status from a public service corporation to
a limited liability company. Sweden had never had a comprehensive
postal law. In fact, the previous monopoly provisions were enacted in
legal statements of a lower status than an actual law. The last legal
text concerning the monopoly dated from 1947 and was not subse-
quently updated. However, with the liberalization of the postal mar-
ket, it was decided to regulate certain aspects of the market through
a special law. Unlike such laws in other countries, the new Postal
Services Act, which was promulgated in 1994, is applicable not only
to the public operator but also to the entire postal sector including
existing and potential private operators.

The Postal Services Act ensures the general public a right to a
postal service according to law, placing the burden of ensuring a good
postal service on the government. In turn, the Act gives the govern-
ment complete freedom to contract with any company in the market
that is able to provide a postal service (thereby introducing the possi-
bility of contestability). At present, however, Sweden Post is the only
operator qualified to serve the entire country. In 1996, when the first
contract between Sweden Post and the government lapses, the gov-
ernment has the option to appoint another, or several other, opera-
tors. The Act also defines the limits of the universal service (letters
up to 2 kg and parcels up to 20 kg). The Act also stipulates that the
privilege of issuing stamps designed according to the UPU Conven-
tion would be reserved for the operator appointed by the government
to fulfill its obligations according to the UPU Acts. However, this im-
plies that all other operators are free to issue stamps with another
design.

The Postal Services Act also lays the basis for a supervisory au-
thority responsible for monitoring the application of the Act and inter-
vening in the case of anomalies. This regulatory body, which is now
functioning, is the National Swedish Post and Telecom Agency, a
section of the Ministry of Transport and Communication. Thus, the
functions of ownership, operation, and regulation have been com-
pletely separated.

Legal Classification

Sweden: From 1911 to 1994, Sweden Post was a public service cor-
poration. Although it was an independent financial unit in relation to
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the state budget and was financially self-sustaining, Sweden Post
was an integral part of the state with respect to capitalization and
investments, and financing had to be approved by Parliament. In
Sweden, the postal service and telecommunications were never com-
bined in the same administration; therefore, the postal service was
never cross-subsidized by the telecommunications business and was
compelled to balance its budget through its own efforts. Sweden Post
was obligated to obey all directives issued by the government and
Parliament, and was also subject to several restrictions with respect
to the formation of companies and to the acquisition and divestment
of real estate or other businesses. This organizational form consider-
ably constrained the ability of Sweden Post to operate commercially.

Sweden Post became a limited liability company in 1994. The state
retained complete ownership of Sweden Post. The Post's change of
status was a gradual process. In the mid-1 980s Sweden Post bought
all of its assets from the state. At the same time, it was given com-
plete autonomy to decide on and finance its investments. Then, in
the few years prior to incorporation, Sweden Post was given com-
plete autonomy to set prices, subject only to a limited price cap.

Sweden Post was incorporated mainly to create a level playing
field in the postal market. The Post will now be subject to the same
opportunities and restraints as its competitors (such as negotiating
labor contracts with employees, forming alliances, and also paying
corporate tax, VAT, and pensions, etc.). In addition, the major clien-
tele of Sweden Post is other limited companies that prefer to deal
with a limited company rather than a government enterprise whose
decisions are more likely to be influenced by politics. Corporatization
of Sweden Post has also clearly defined the role of the state as owner
of and customer for Sweden Post's services.

Papua New Guinea: PTC, as a statutory authority, is headed by a
Managing Director who reports to the Board of Directors, which in
turn reports to the Minister of Information and Communications. PTC
is supposed to have control over its own revenue use, and is re-
quired to realize a target return on assets and to pay taxes and divi-
dends to the government. Numerous government controls placed on
PTC, as a statutory authority, limit its autonomy severely. Rate set-
ting must be approved by the Department of Finance and Planning.
The Ministry of Finance must approve all capital expenditure above
US$300,000. Limitations stipulated in the 1982 PTC Act restrict the
postal service with regard to expanding its agency services.The postal
service is subject to the Salaries and Conditions Monitoring Act, which
specifies job grades, salary levels, and benefits for all government
employees. This has resulted in salaries that are lower than the pri-
vate sector for management positions and are relatively generous for
lower level staff. Thus, prices, investment decisions, personnel prac-
tices, and, to some extent, commercial strategies are subject to gov-
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ernment control. Papua New Guinea has been poised to take the
major step of privatizing its telecommunications. However, the postal
service's stance on this proposed reform of PTC has not been clarified.

Finland:The postal service in Finland, a limited liability company since
1994, is one of five subsidiaries within the PT Finland Group which is
responsible for providing post and telecommunications services. PT
Finland Ltd., a limited liability company wholly owned by the Finnish
state, incorporated its operations at the beginning of 1994. Each sub-
sidiary within PT Finland is also a limited company. This change in
legal status and reorganization were undertaken to highlight profit-
ability, improve marketing management, and prepare for increasing
competition in the post and telecommunications business.

Argentina: In 1993 the Argentine postal service was incorporated into
Encotesa Inc., which was headed by an Argentine professional team
in cooperation with specialists from various countries to assist in the
transition phase. In order to level the playing field, the following steps
(among others) were taken:

* Encotesa would pay taxes on an equal footing with its com-
petitors. Therefore the postal tax formerly paid by private
couriers was eliminated and Encotesa began paying the VAT.

* An explicit subsidy would be provided to Encotesa, if nec-
essary, to help it meet its service obligations.

* Although Encotesa had the exclusive delivery of mail items
from the state administration and the City of Buenos Aires,
in future the government would adopt competitive tender-
ing based on price for this service.

Australia: From 1901 to 1975, the Australian national postal service
operated as a government department (the Postmaster-General's
Department). In 1975, two separate statutory authorities were estab-
lished for telecommunications and the post. The Australian Postal
Commission's main function was to operate the postal services with
a pronounced social mission. The Commission did not have a com-
mercial chapter, although it was required to recover costs and to fund
at least half of its capital expenditure requirements. In 1989 the postal
service was corporatized. The Australia Postal Corporation is still
wholly owned by the government, but the 1989 reforms restricted the
government's influence on strategic controls and ended the
government's day-to-day bureaucratic controls. Through this
corporatization, the postal enterprise was put on a positive commer-
cial footing. Although social objectives were still explicitly included in
the postal enterprise's charter, their scope, content, and cost impact
were specified and quantified. Thus, corporatization separated own-
ership and regulation from the operations aspect of the postal ser-
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vices, and, more important, allowed the social and commercial ob-
jectives of the post to be reconciled in an explicitly planned manner.

Functions, Powers, and Obligations

Sweden: A specific contract was drawn up in 1993 between the Post
and the government which, among other matters, specified the fol-
lowing:

* The Post would provide a nationwide mail service (includ-
ing delivery of newspapers) at uniform and reasonable cost
without compensation from the government. The universal
service is defined by the Postal Act (letters up to 2 kg and
parcels up to 20 kg).

* The Post would provide a nationwide counter service. Some
compensation would be paid for retaining counter services
in small localities where other mechanisms for payment
transactions are not available. In 1993, Sweden Post was
remunerated in the amount of SKr 300 million for maintain-
ing a nationwide counter service and it expected to receive
the same compensation in 1994.

• The state would compensate Sweden Post for its other so-
cial commitments, such as free delivery of literature to the
blind, services for the elderly and disabled in low-popula-
tion areas, etc. In 1993 these costs were estimated at
SKr 565 million.

* The contract also included further specifications about the
delivery, quality of service, and principles of pricing of vari-
ous categories of mail.

New Zealand: New Zealand Post and the government agreed on a
Deed of Understanding to formalize service obligations in exchange
for a continued level of protection. The main features of the Deed
are:

* The universal letter service will be continued.

* Existing delivery standards will be maintained.

* The Post will be obliged to maintain a basic network of New
Zealand Post agency outlets.

* A price ceiling of CPI - 2 percent would be imposed initially
on the basic first class letter rate; after this the ceiling would
be CPI - 1 percent.

The Netherlands: The provisions of the Postal Act specify that the
holder of the postal concession shall have the following obligations:

* It shall transport postal items (up to certain maximum weights
and sizes) for anyone throughout the Netherlands and to
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and from other countries in return for payment (unless in
violation of the law).

* It shall comply with the general directives laid down by the
Minister of Transport, Public Works and Water Management.

* It shall have an exclusive concession, unless the Act speci-
fies otherwise, for the conveyance of letters weighing up to
500 g. It shall also have the exclusive right to place posting
boxes on public highways and to issue stamps depicting
the monarch or bearing the word Nederland.

Australia: Through all of the Australian postal service's successive
waves of reform, the government has been committed to maintaining
the nationwide basic letter service at uniform rates. The reform pack-
ages have continued to retain a level of reserved services protection
to meet the principle of universal access (although these have been
progressively reduced and are to be reviewed again in 1996: see
Table 2.1 in Chapter 2). While corporatization in 1989 clearly sepa-
rated the commercial from the social objectives of the post, commu-
nity service obligations are still funded by a cross-subsidy within letter
services from low to high cost mail paths. However, with
corporatization, the scope, content, and cost impact of the social ob-
jectives have been clearly specified and quantified. The 1992 Indus-
try Commission had recommended that the Australia postal service's
community service obligations be funded by a direct budget subsidy
based on criteria of transparency, clarity, and incentives for efficient
behavior. This proposal is likely to be considered again in the 1996
review of future arrangements for the Australia post.
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Enterprise Reform:
Commercialization
of the Postal Service

T he postal market can be divided broadly into "individual" and
"business" segments. The individual segment is mainly con-
cerned with securing safe and reliable services from the postal

operation. Although this would appear relatively straightforward, many
postal services fall short of these simple demands. In addition, in
most countries the principal driving force behind postal activity is no
longer merely the communication between individuals for personal
reasons. While this is still an important market segment, large un-
tapped avenues for growth exist in business generated communica-
tion, which, like any other transaction intrinsic to markets, is also based
on competitiveness.Therefore, unlike the "individual" segment, which
required merely a reliable postal service with a single rate structure
that was economical, businesses require an array of services at vary-
ing prices to meet their various needs. Each of these services must
be characterized by speed, security, and guaranteed delivery for do-
mestic as well as international items. Today, to regain lost ground
and competitiveness, the postal service must acknowledge and re-
spond to both of the above segments.

The post, therefore, should be seen as a "service industry," provid-
ing services that meet customer demand. Such a commercial orien-
tation is currently absent in most postal administrations, which are
characterized by their civil service outlook and by some weaknesses
which are common to certain public enterprises (see Table 4.1). Un-
der these circumstances, managers have little incentive or authority
to satisfy customers or to achieve a reasonable financial return. There-
fore, in addition to affording the postal service the protection of a
commercial operation by corporatizing it, several business practices
not common to the public sector will have to become part of the post's
routine operations.
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Commercialization is the process of introducing these market
principles into postal administrations. Therefore, core areas such
as finance, accounting, strategic planning, marketing, and so on,
will have to be either introduced or strengthened within postal ad-
ministrations. Training can be provided for core functions, and of-
ten experienced personnel are brought in from the private sector
or the management function is contracted out for specific periods.
These measures can hasten the learning process and ensure its
effectiveness. While some restructuring measures are within the
realm of any postal administration's autonomy, the authority to in-
troduce many reform steps may have to be specifically included in
legislation, or explicitly sanctioned for a government department
or a statutory corporation. However, a limited liability company,
which has all the powers of a legal entity, normally has the free-
dom to undertake most reform measures.

Table 4.1
Common Management Problems in Public Sector Infrastructure Entities,
1980-92

qj~~~~P cent ofjg Prjet Reorin Xlr Arei a. .s0 j-ij i £t
Number of Unclear Lack of Management Financial Wage and Labor

Sector Projects Goals Accountability and Autonomy Problems Problems

Electricity 48 27 33 73 31
Water0 X W 40.49 DXt;000025 0 00 t 9Pitt ::W000f:00 ;40 70 35
Telecom 34 15 35 53 32
R= 'a:il : 39ZI:'W} f SS .00Sit, 1 5. 21 0000 U : i 30;, y54 3
Roads 35 9 23 40 40

orIt g g : a28m ME 3644 q 32 43

Source: World Development Report 1994, World Bank.

As was mentioned in the preceding chapter, commercialization need
not necessarily follow or precede corporatization. There are many
actions that postal administrations can take to improve quality of ser-
vices and develop financial self-sufficiency and a market-oriented
outlook even without the legislative changes that accompany
corporatization. In a few postal administrations these changes have
been introduced sequentially and corporatization is regarded as the
next major step in the process of postal reform (see the discussion of
Chile later in this chapter, as well as the cases for Chile, Singapore,
and Sweden). However, complete commercialization cannot be
achieved without the appropriate autonomy, accountability, and in-
centives that corporatization grants, nor can corporatization by itself
lead to successful reform. Therefore, for reform to achieve its goals,
it is vital that both processes be implemented. Some postal adminis-
trations have chosen to first initiate the corporatization process, fol-
lowed by commercialization, in the interest of clarifying the roles and
responsibilities of all parties and thereby accelerating reform.
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Changes at the policy level, such as market deregulation, estab-

lishment of an autonomous regulator, or corporatization of the postal

service, affect the parameters within which the service operates. This

chapter, however, concentrates on what it is that the post can do to

improve itse/f within these parameters. Therefore, the steps taken to

commercialize the post may be termed enterprise reform. The man-

date of financial self-sufficiency, or a specified financial return, that

accompanies corporatization forces the postal service to do the fol-

lowing:

1. Look inward to eliminate operational inefficiency, reduce

costs, and improve the service

2. Look outward to gauge market needs and tailor services

accordingly.

This chapter covers the principal steps involved in this process of

enterprise reform. Therefore, it dwells on the main areas in which

most postal administrations, by virtue of being government bureau-

cracies, need to develop expertise or on which they should focus.

Many of these areas, such as corporate planning and strategy, mar-

keting, new product development, management information systems,

etc., are fundamental management concepts for which ample aca-

demic and other published literature exists. For such issues, this chap-

ter does not provide a detailed description. It is the chapter's intent to

bring out the relevance of these areas to the postal service, and to

supplement this with examples from various postal administrations.
The experiences and practices cited here merely represent some

ways of approaching the commercialization of the postal service. Each

country's "best practice" will ultimately have to be tailored to its own

individual conditions and requirements.

Like many government bureaucracies, postal administrations are typi- Improving
cally overstaffed, their assets are not aligned with their operational

requirements, and their operating procedures are not up to standard Operational
and are outdated. There are several reasons for such inefficiencies. Efficiency
First, the commercial aspects of a postal administration are not ac-

corded primacy. Therefore, the postal service is neither required to

attain operational efficiency nor is it rewarded for such efficiency. In

addition, the social obligations of a postal service often take prece-

dence over, and are not reconciled with, the service's commercial

goals. Thus, the postal service is required to provide unpaid services

to the government, the costs of its universal obligations are neither

quantified nor compensated for, and it cannot restructure the postal

network or its own employment because of social and political

concerns.
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In many countries the postal service has "grown" in an unfocused
way. Unfortunately, expansion has not always been targeted to the
best use of resources. For example, a common tendency is for postal
services to augment their staff and network of post offices in an at-
tempt to reach more customers, whereas resources may have been
better spent in consolidating, modernizing, or restructuring other as-
pects of the collection, mail processing, or distribution systems. At
the very least, a feasibility analysis would be called for any invest-
ment or expansion, and this requires adequate financial information
and expertise, which have traditionally been lacking. In postal admin-
istrations with inadequate funds, maintenance and rehabilitation of
assets is another significant issue that needs to be addressed. Un-
der the above circumstances, a considerable amount of restructuring
would be necessary to bring about internal efficiencies.

With corporatization, or some form of imposed fiscal discipline,
postal administrations are beginning to implement specific steps to
reduce costs and improve productivity (see the discussion immedi-
ately below, on New Zealand Post). Emphasis on the commercial
objectives of the postal service and on the explicit reconciliation of
commercial objectives with social goals is an important move toward
bringing about accountability (see examples from Australia, Sweden,
and the Netherlands in the previous chapter). In addition, the increase
in autonomy and incentives is leading to proactive reform in several
operational, administrative, and managerial areas.

When New Zealand Post was corporatized in 1987, it faced a sig-
nificant operational challenge. In its previous year the postal compo-
nent alone had suffered a loss of NZ$40 million, which was likely to
continue unless drastic steps to restructure the organization were
taken. The Post suffered from a lack of management systems,
misallocated assets (an excess of post office buildings instead of mail
processing plants), and a very poor public image among its clientele
and customers. Hours of operation were unrelated to business de-
mands, shifts were misaligned, and not enough use was made of
temporary staff. To address these severe problems, New Zealand
Post took the following steps to cut down on costs and improve pro-
ductivity.

1. Cost Control

* A major shift took place, away from company retail outlets
to private sector agencies. In 1988, 432 company owned
postal outlets were closed and replaced with a network of
private sector retail outlets. In 1991, more than 80 percent
of the 1,400 outlets were privately owned, which significantly
reduced fixed costs.

* By 1994 the work force was reduced by 40 percent. The
need for change was widely communicated throughout the
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organization and natural attrition and voluntary redundancy

permitted a downsizing of the work force.

* Recurring non-personnel expenditure was reduced by 30
percent in the first year.

* Inventory levels were reduced by more than 40 percent in
the first year.

* Conveyance expenditure was reduced by 30 to 35 percent
with the introduction of commercial price negotiation through
selective or open tendering.

* Credit controls were tightened to ensure that receivables
were repaid on time.

2. Productivity Improvement

* Capital expenditure was redirected from providing retail
outlets to modernizing the mail processing network, replac-
ing vehicles, and developing computer systems to replace
costly manual processes.

* Significant staffing changes were implemented, including
the employment of part-time staff for peak traffic hours.

* A concerted effort was made to rapidly cultivate a market-
ing and customer-driven outlook through the recruitment of

sales and marketing professionals from the private sector.

* Mail processing centers were required to operate a no in-
ventory policy, and, coupled with more attention to network-
ing, this has led to consistent on-time delivery standards of
96 to 97 percent for all mail.

- In the retail area, although a major rationalization of post
offices was undertaken, growth opportunities were actively
explored. Merchandising in Post shops has been developed
as a significant source of revenues.

e Track and trace computer systems were purchased from
another postal administration and modified for the specific
needs of New Zealand Post. This investment was targeted
toward enabling the Post to compete in courier and parcel
services.

* A program of counter automation was introduced to improve
the response time to customer inquiries about mail and to
achieve more rapid and accurate data entry. It would also
make possible the provision of an expanded range of agency
services such as the motor vehicle registration service.

* Optical Character Readers were purchased to provide very
high speed electronic sorting of machine addressed mail
down to individual postal delivery rounds.

* A mail containerization program was implemented to maxi-
mize the volume of mail moved in protective containers ca-
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pable of being handled by forklift. This was also meant to
minimize damage in handling.

* Line haul services were extended across the country.

* Several innovative pricing schemes and new services were
introduced to increase market share.

* An Information System Strategy Plan was developed to pro-
vide a platform for direction and growth in the counter auto-
mation, track and trace, and customer management
programs, and in upgrading the telephone systems. The aim
is to develop and enhance the management information,
recording, access, switching, and distribution systems of the
Post.

In spite of the severe rationalization schemes, by 1994 the Post
had achieved a volume increase of 25 percent. Real unit costs, as
measured by total real expenditure divided by total volumes, were
reduced by 20 percent. The Post achieved a 30 percent return after
tax on shareholders' funds and a 16 percent return on sales before
tax. Over the eight-year period, prices were raised once by 12.5 per-
cent while inflation was 30 percent over the same period.

In certain cases, as has been mentioned, commercialization has
been undertaken without corporatization, as, for example, in Chile. In
Chile commercial mail accounts for 75 percent of the total mail vol-
ume. The principal sources of future expansion are believed to be in
direct mail marketing, mail-order sales, and express mail, all of which
are areas that face significant competition from private couriers as
well as electronic communication mechanisms. Although these mar-
kets possess a considerable amount of untapped potential, the Chil-
ean Postal Corporation (Correos de Chile) underwent significant
internal reform so that it could effectively service its demands and
could also compete.

In 1989 Correos de Chile faced a crisis in several key areas: (1)
inadequate investment; (2) rates that were below operating costs; (3)
a limited range of products; (4) lack of government interest in postal
service development; (5) lack of strategic vision; (6) a poor public
image; (7) poor staff morale; and (8) the lowest wages in the public
sector.

The postal service's management developed a strategy to address
the above and also to instill a customer orientation into the corpora-
tion which would enable it to recover lost ground and win new mar-
kets. This strategy was aimed at three key areas:

* A commercialfocus on the customer: specifically, to seek
and develop a new position for the corporation in the
market

* An internal management focus on tasks: specifically, to
implement a technological and administrative program within
the postal service
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A human resourcesfocus on people: specifically, to re-evalu-
ate the human capital within the postal service as a function
of changes undertaken.

To implement its goals, the management developed corporate
projects that cut across functional compartmentalization and lines of
hierarchy to overcome the tendency to inertia in public administra-
tions. These corporate projects were supported by clear systems of
evaluation and coordination. The principal corporate projects were:
(1) information systems development; (2) a training plan; (3) a quality
plan; (4) commitment to a performance program; (5) new products;
(6) an employee participation program; (7) a corporate image and
environmental working conditions program; (8) a regionalization and
decentralization program; and (9) a domestic delivery system.

Three years after making a concerted effort at commercialization,
Correos de Chile experienced a noticeable improvement in quality of
services, in physical and human resources, in employee wages, and
in its overall financial aspects. A substantial aspect of these financial
improvements can be attributed to price increases, which outpaced
inflation until 1993. The objective from 1993 onward was to achieve
real increases in revenue through improved efficiency. Another key
bottleneck being targeted is the delivery system, which is still a source
of considerable inefficiency. As a result of these steps, Correos de
Chile showed the following results from 1990 to 1993:

Growth, 1990-93 (%)
Mail Volume 12
Revenue 50
Investment 250
Training 90
Return on Capital 100
Transfers to Treasury 80

The case of Chile illustrates the point that postal administrations
can do much to develop a commercial attitude and manage a postal
service in a financially self-sufficient way. Changes in management
focus and organizational attitude can achieve results independent of
legislative transformation. However, in the words of the General Man-
ager of Correos de Chile, these improvements have been achieved
"despite the disadvantages of the Corporation's current legal frame-
work that result in limited business opportunities, penalizing taxes,
and a disproportionate reliance on the national Treasury."'

Further examples of improved operational efficiency are given in
Annex 1 to this chapter.

"'The Chilean Postal Corporation: Modernization Process and Performance,"
Montevideo, May 1994.
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Corporate Postal reform is being accompanied increasingly by a clarification of
the postal service's mission and goals, which are being stated explic-

Planning itly. The postal service is being held accountable for achieving this
Strate mission and these goals. Therefore, it is essential (as in any other

gy business) that the postal service develop a clear plan of what it aims

to achieve and how it intends to meet its own internal goals. While
this is mandatory for introducing a systematic approach toward op-
erations, the formalization of this process will also furnish informa-
tion that is relevant to the owners of the service. The primary purposes
of a corporate plan are, therefore, as follows:

1. To reveal the direction of development for the business, as
intended by top management and the board

2. To form a "contract," in the planning period, between the
owners and management, regarding the results of the busi-
ness. This may require that the production and presenta-
tion of the corporate plan be specified legislatively.

The planning functions include both a long-term strategic plan and
an annual performance or business plan. Such plans are fundamen-
tally different from those requested by government from government
departments, which focus primarily on expenditures and budget rec-
onciliation. The corporate plan is usually organized around a time
frame of five years and its contents include:

* A mission statement covering the objectives, major func-
tions, and operations of the postal service and its subsidiar-
ies, if any

* Overall management and financial strategies and policies
to achieve objectives and discharge obligations

* Performance and financial indicators and targets

* Key factors external to the postal service that may signifi-
cantly affect the attainment of objectives

* The estimated cost of carrying out community services and
other obligations.

The annual performance plan should be consistent with the corpo-
rate plan for the period. It will include the following:

* Financial targets, profitability forecasts, and forecasts of capi-
tal expenditure and borrowings

* Performance goals in objective, quantifiable, and measur-
able form to define the level of performance to be achieved
by each operational activity

* Human, capital, technological, and other resources required
to meet performance goals

* Performance indicators for assessing outputs, quality lev-
els, and the outcome of each operational activity.
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In the Netherlands, for example, the postal service has aggres-
sively cultivated a strong international strategy for itself, and it is one
of the most progressive postal administrations in terms of the extent
of its commercialization. For the coming years, the objectives of the
state post and telecommunications company (KPN), are:

* To retain its position as the market leader on the national
markets for postal and telecommunications services

* To rank among the top ten international suppliers of postal
and telecommunications services by the year 2000

* To increase sales in tandem with receiving a good return on
investment

* To continue improving price/performance ratios.

To achieve these objectives, KPN's stated strategy is as follows:

* To introduce new services and to stimulate the use of
existing ones

* To raise the quality of service while containing costs

* To expand internationally from a strong position in its home
market, often in partnership with other companies

- To devote attention to the quality of staff through its human
resources policy.

PTT Post, KPN's postal arm, feels that the market for interna-
tional mail offers the best growth opportunities. While this market
will grow in response to the single European market, the Post also
anticipates mounting competition from other postal companies
known as "integrators." It is therefore trying to develop better al-
ternatives to traditional mail to increase its share of international
conveyance.

Public enterprises in general are the rigid, vertically structured hier- Organizational
archies that fit Weber's classic description of a bureaucracy. Actions
that attempt to achieve far-reaching transformation within such a setup Structure
have very limited chances of success because of their inherent iner-
tia. For this reason, the transformation to a corporate status will call
for the introduction of elements of flexibility and the reorientation of
the organizational structure.

Commercialization brings with it a change in the goals and focus of
the organization. The postal service will have to shift from merely
meeting its service obligations to assuming a customer-oriented ap-
proach where the focus is on quality, cost, and profits (see Table 4.2).
Lean, flat structures are often considered more efficient and respon-
sive to these commercial needs. The optimal organization, whether it
is structured by product, area, function, or a matrix of various at-
tributes, will naturally depend on the specific circumstances of a postal

Clo 



Redirecting Mail: Postal Sector Reform

service and an assessment of how it can best achieve its goals. The
control of administrative overheads is also a factor that may have to
be reconciled with the need to maximize operational efficiency.

Table 4.2
Organizational Forms across Postal Enterprises

Country As of (Year) Primary Organizational Form

Netherlands 1993 Seven business units (I994): letters, direct marketing/printed
papers, parcels, international, EMS, logistics, philateiy

United Kingdom 1995 Strategic business unit segmented into: letters, parcels,
counters, subscription

Sweden 1995 By product/business grouping
Four divisions: letters, parcels, counters, giro

Myanmar 1995 By function

Finland 1994 Three business groups: letter mail and transport, publication
and delivery, counters

Ukraine 1993 By region

New Zealand 1994 Three strategic business units: letter post, commercial, property

Canada 1995 Matrix structure by function and product

Chile 1995 Regional organization with 13 units

Singapore 1995 Functional and business organizational setup Three divisions:
letters and parceis, sales and marketing, engineering and
computer services

Tanzania 1994 Organized around functional lines

In the Philippines, for example, the operations of the Philippine
Postal Corporation (Philpost) had been adversely affected by the
weaknesses and deficiencies inherent in its bureaucratic organiza-
tional form. Authority and responsibilities were excessively concen-
trated with the Postmaster General and the Regional Directors and
the operating units were held to minimal accountability. After
corporatization, a dynamic reorganization process was undertaken.
This led to the adoption of a functional structure (administration, fi-
nance, operations, and marketing and business development) wherein
operations was subdivided into 14 regional offices with increased lev-
els of decentralization. In addition, to optimize the cost efficiency of
delivering the core service, Philpost developed certain autonomous
sub-units as profit centers. Participative planning mechanisms have
also been implemented in order to broaden the contributory base of
officers and employees in all aspects of corporate management.

In New Zealand, when the Post was corporatized, the traditional
functional organization form was retained, since it was considered
appropriate for the first year of operation. This form was chosen to
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facilitate the acquisition of new skills and to build a management team.

Prominence was given to strengthening three new areas: strategy

and business planning, finance, and marketing. During the second
year of operation a new management structure was introduced based

on a "divisionalized" organizational form. The three divisions were:
letter post, commercial services, and property. Each would operate
as a profit center with its own set of audited accounts. The thrust of

this reorganization was to build on the core product, enter new busi-
ness fields, and assess acquisition opportunities. The Post did not
want to rely solely on the basic letter post for its long-term survival

but wanted to see value-added products and services grow and pros-
per. Thus, the organizational form evolved according to the require-

ments and goals of the Post.

The experience of the Czech Republic has been that the reorgani-
zation of the overall structure of the Czech Post has led to consider-
able decentralization. Management's organizational structure at the
corporate level is rather flat and staffing is small (0.34 percent of the

work force). Operational responsibility is entrusted to five business
units (transport and sorting, logistics, computer centers for Prague
and Vitkov, and International) and eight regional directorates, all of
which are highly autonomous. Headquarters is organized function-

ally and so are the regional offices. Most of the business units have
been designated as full profit centers and charge the regions for their

services. The concept of intra-company charges is to be expanded,
in conformity with the philosophy of managing the organization through
a collection of relatively autonomous, but accountable, profit centers.

In the case of Sweden, commercialization preceded corporatization.
The evolution of Sweden Post from a product-led government agency
to a modern, profit-led commercial business began in 1984, when a
basic business orientation was introduced. In 1989, systematic busi-
ness planning with a focus on profits, as well as on customer and

personnel satisfaction, was introduced. Simultaneously, Sweden Post
was reorganized into logical profit centers managed by objectives.
The third step was the reorganization of Sweden Post into clearly
defined business areas. Since the end of 1994, Sweden Post has

been a group consisting of a parent company (Sweden Post) and
four subsidiaries, namely, the Letter Division, the Parcel Division, the

Post Office Counter Division, and the Postgiro Bank Division (which
is a limited liability company). However, it is made up of five business
areas: Postgiro, banking services, counter services, parcels, and in-
ternational. Each business area has responsibility for products, sales.
production, and profitability within its area. The division of Sweden
Post into business areas was designed to introduce greater efficiency
into the management of the organization. It does not imply that the

business areas are independent of each other. Internal purchases

among the areas amounted to more than SKr 6 billion in 1993.
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Staffing and Corporatization is regarded as the final step in the reform of the postal
service, and now Sweden Post has the additional flexibility to estab-

Human lish new forms of service via consortia, alliances, and company ac-
Resources quisitions, both in Sweden and internationally.

Staffing is a critical area in postal reform. The postal service sector is
extremely labor-intensive and a significant amount of postal reform is
concerned with the following staffing issues:

* Rationalizing labor

* Designing a corporate governance structure

* Reconfiguring the skills mix to suit the needs of the trans-
formed organization

* Implementing appropriate incentive and penalty systems

* Improving working conditions for employees.

A governing board will be required to: (1) represent the interests of
its owners; and (2) provide overall strategic direction for the develop-
ment of the company without intervening in routine operations. Thus,
excessive government oversight is replaced by a board, which should
be given clear mandates and duties. Legislation or applicable com-
pany law should contain provisions covering the following issues con-
cerning the board:

* Procedures and basis for the selection and appointment of
directors

- Termination of appointments

- Size parameters of the board

- Duration of appointments and remuneration of members

- Voting rules and the power to delegate

- Declarations of conflicts of interest

- Duties and liabilities of directors

- Any liabilities or penalties attached to the breach of the above
duties.

In a corporation, the method of appointment of the chief executive
officer (CEO) will be specified in legislation, and the duration of ap-
pointment, powers, and remuneration may need to be specified as
well. Several reforming postal services have chosen to staff senior
level management with qualified people from the private sector in
order to benefit from their expertise. To attract successful profession-
als (1) remuneration levels must be commensurate with those in the
private sector, and (2) management must be given considerable au-
tonomy in developing the corporation.

In the case of employees, legislation may specify the following:

* The classes of employees

* The power to set terms and conditions of employment, and the
limits (if any) within which this power may be exercised
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* The right to strike, in the case of a limited liability corporation

* Transitional provisions.

In most countries, by virtue of the post being owned and operated
by the government, postal employees come under the purview of
civil service statutes. This implies that compensation and employ-
ment are often separated from performance levels. This has been a
significant institutional constraint in reforming postal services, and
the trend is increasingly to change the laws governing employment
practices to commercial/private law.

In Sweden, for example, in the five years preceding incorporation
(1994) and also during 1994, staff was rationalized by some 12,000
employees for the following reasons:

* To align staffing levels with decreasing volumes of transac-
tions at postal counters

* To promote more efficient working procedures

* To increase the mechanization of mail processing.

This rationalization led to the belief among staff and within political
circles that corporatization was responsible for the employment re-
duction and generated considerable controversy and opposition. As
a result, when corporatization eventually passed parliamentary ap-
proval, it did so by a slim margin. Therefore, in the Swedish postal
service sector, which is highly labor-intensive and where consider-
able overstaffing exists, this experience points to the importance of
giving serious consideration to handling labor problems and publiciz-
ing the internal and external benefits of postal reform.

Other examples of the handling of staffing and human resources
can be found in Annex 1 to this chapter.

A truly autonomous postal service should have the power to acquire Affiliates,
other organizations, own subsidiaries, form joint ventures or strate-
gic alliances with private organizations, divest, or contract out any Acquisitions,
aspect of its operations that it sees fit to in the commercial interests and
of the postal service. An autonomous postal service should not be
restricted to government supply channels, but should be free to use Alliances
them. It should not be bound to use other government agencies for
transport services, procurement of property, construction of buildings,
etc. A corporatized postal service, which is subject to company law,
will be able to perform any of these activities unless otherwise stipu-
lated in legislation. However, in the case of a statutory corporation
these powers may have to be specifically granted through legisla-
tion. The freedom to perform the above-mentioned activities has pro-
vided many postal services with a commercial advantage.

For example, Canada Post believes very strongly in employing al-
liances in order to develop its competitiveness. Canada Post acquired
Purolator, a major express courier operator in North America, in or-
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der to develop its presence in the domestic and international express
mail market. The Post is also a member of GD Express Worldwide
(GDEW) (See Box 4.1) for its international courier segment. The Post
has major alliances with Air Canada (for transportation), Systemhouse
(for information technology), and DMR (for information technology
architecture).Therefore, all of the Post's information technology com-
ponent, most of its air and surface transportation, and a large amount
of vehicle maintenance are outsourced. The corporation sees value
in concentrating on its core business and vertically disintegrating
activities that can be performed in a better and more cost effective
way externally. The corporation is also considering entering into part-
nerships with some banks, thereby increasing the provision of finan-
cial agency services at their retail outlets on an agent basis.

Box 4.1 International Cooperation: GD Express Worldwide

In 1993, five postal administrations (Switzerland, France, Germany, Canada, and the Nether-
lands) formed a 5 0-50 joint venture with the Australian-based private parcel operator TNT
Express Worldwide to cooperatively service the international express mail arena. Since then,
this venture, GD Express Worldwide (GDEW), has steadily added operating posts around the
world. In 1994 it had more than 40 shareholding or contractual service partners and oper-
ated in 180 countries.

GDEW aims to run itself as a commercial and operationally autonomous company. There-
fore, business is conducted on an arm's length basis, even where shareholders are concerned,
and interlocking directorships are avoided. If shareholders cannot comply with the expected
service standards, they are not awarded contracts for business. Evaluation of partners is based
on purely commercial performance.

An interesting dimension to this venture is that shareholders agree to withdraw from the
principal market in which GDEW is active-the international, time-guaranteed delivery mar-
ket. The only areas of potential overlap are in international mail and contract logistics.

In the 1 993 financial year, the volume of goods carried by GDEW increased by 20 percent,
but average income per consignment fell as a result of over-capacity on the market. While
GDEW was loss making as of 1994, the company poses a significant threat to other postal
administrations in this market segment, especially if it is extended into the letter mail and
electronic mail sectors.

Sweden Post also acquired a private sector information technology
company and two leading electronic mail companies in order to gain
competitiveness in the electronic and hybrid product segments. The
Post has also established a new overnight parcel/packet service, the
distribution of which is contracted out. In 1993 Sweden Post estab-
lished a joint venture company with City Mail, its competitor in
Stockholm, to administer change of address and mail forwarding infor-
mation. This alliance was aimed at simplifying customer services in
the deregulated market.

In the Netherlands, in order to operate efficiently, the Post has been
given the freedom to acquire and invest capital and enter into part-
nerships with other companies. In 1993, PTT Post made the post
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offices part of a joint venture with Postbank NV, reducing its share in
this activity by half. The new company, Postkantoren BV, is intended
to improve profitability by lowering overhead costs for both owners,
and by broadening its range of services, cutting costs, and improving
quality. Express Mail Service (EMS) has also reinforced its position
in the courier market through the takeover of City Courier and Wini
Traffic Couriers BV.

The Dutch Post has entered several new markets abroad, notably
through acquisitions in Eastern Europe, and has also established sales
arms in a number of countries. In the United Kingdom, PPIC (UK)
Ltd. is targeting international mailers to use the Netherlands as their
posting point. PTT Post International (PPI) also has offices in other
countries which acquire items from foreign companies for interna-
tional distribution. PTT Post has a large stake in a joint venture with
KLM (the Royal Dutch Airlines) called InterPost Group. This partner-
ship acquires customers in North America and Southeast Asia for the
full service worldwide distribution of magazines. Through controlling
this company, PTT Post hopes to be in a better position to serve the
American market.

PTT Research, a subsidiary of KPN, carries out research and de-
velopment aimed at improving and expanding the services of KPN
and its group companies-mainly PTT Post and PTT Telecom. The
main areas relevant to PTT Post are the following:

* Logistics processes (optimization and application of infor-
mation technology)

* Automatic reading of postcodes and sorting systems based
on these codes

* Networks and network management

* Cryptography (to advance the automation of the coding and
sorting processes).

PTT Research undertakes strategic research within PTT Post's
corporate objectives, and maintains an ongoing dialogue with the Post
to ensure an optimal link between research and market requirements.

The Czech Post also felt the need to form a joint venture to fortify
its market position. The Post had a dominant position in financial
services during the communist era because of the absence of a com-
mercial banking system. With the development of the banking sector
and the evolution from a cash-based system to a system employing
other financial instruments, the Czech Post is faced with a decrease
in the demand for its financial services. Therefore, it has formed a
partnership with a commercial savings bank to maintain its markets
as well as to make commercial banking accessible to everyone, in-
cluding consumers in the non-urban areas. Revenue from the Czech
Post's joint venture with the Investment and Postbank rose to 382
million Czech koruny, or 5.6 percent of total revenue, in the joint
venture's second year of operations.
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Internal If management is to keep track of performance, the development of
internal information and control systems within the organization is

Reporting vital. The information component involves the development of stan-
and Control dard financial and cost-accounting procedures, as well as detailed

quantitative and qualitative indicators. Commercial accounting pro-
Systems cedures will be of immediate benefit for the development of informa-

tion systems in the postal service. Explicit cost-accounting identifies
nonremunerative activities and reveals sources of inefficiencies,
thereby making costs and benefits far more transparent than they
were under government departments. However, the introduction and
implementation of standard accounting procedures is a tedious and
lengthy process and may require external accounting expertise at
the outset for those postal administrations that may not be familiar
with these financial techniques.

For a postal administration to function commercially, a key account-
ing practice is a product profitability system. Typically, postal admin-
istrations are able to allocate revenue streams across different
products but have no concept of product costing. One reason for this
is the considerable extent of joint inputs across different products.
From a competitor's perspective this may be considered a deliberate
attempt to conceal the cross-subsidization of products behind am-
biguous accounts or the lack of accounts. A product costing system
is essential to identify the areas most in need of productivity improve-
ment actions, including the control of overhead costs. This informa-
tion is also needed for price-setting and strategic product
management. Estimation techniques beyond conventional account-
ing techniques will be needed where joint processing of different types
of products occurs.

Other important management information systems include the fol-
lowing:

• Budget preparation and control systems

*Internal performance monitoring systems
e A system to determine the cost of the community service

obligations.

In the United Kingdom several factors have contributed to the fi-
nancial success of the British Post Office (which has been profitable
for the past 18 years); some of the key contributing factors have been
the following:

* The preparation of proper commercial accounts dating back
to 1969

* Investment appraisal methods that are based on realistic
costs and reliable savings

* Costing methods that are able to distinguish which services
are broadly profitable and which are not.
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To extend its own success to other postal administrations, the Post
Office considers the establishment of a proper accounting regime,
with both product costing and investment appraisal systems, to be a
first priority. These features are also essential to a well-directed mar-
keting effort.

When Canada Post evolved from a government department to a
Crown Corporation in 1981, no financial procedures were in place.
Initially, emphasis was placed on instituting generally accepted ac-
counting principles and controls to meet certain statutory require-
ments. Subsequent development of the financial systems has enabled
the Corporation to track and monitor costs that are considered criti-
cal and also allows monitoring of the variance between planned and
actual costs down to the manager and officer level. When Canada
Post acquired a major private company to strengthen its express mail
segment, a product costing methodology was developed by inde-
pendent consultants for the Post in order to verify that the Post was
not cross-subsidizing the express mail segment from its monopoly
areas. Since then, product costing and contribution reporting are con-
ducted on an annual basis within the Post and are taken into account
in the planning process on product positioning. At more micro levels,
revenue verification units and inventory control systems have been
implemented.

The development of performance monitoring systems has also been
vital to the improvement of Canada Post's operations. External per-
formance monitoring and public reporting of performance levels of
letter mail were instituted in 1987. Internal performance monitoring
for the other products began in the middle to late 1980s, and from
1990 all new products were given performance monitoring systems
at the time of their introduction. Productivity, volume, time, and atten-
dance systems have been put in place at the employee level; quality
assurance programs have also been implemented at the micro level.

A key need in the postal sector is the development of a progressive Marketing
marketing mentality. Historically, most postal administrations have
operated in a "public sector" mode, based on the assumption that the and
consumer has no alternative choice. From this perspective, market-
ing is not a necessary activity and product development and growth Customer
strategies are dictated by government fiat rather than by systematic Orientation
market research. The intensification of direct and indirect competi-
tion has given increasing importance to marketing. The significance
of the role of marketing activities has only recently been acknowl-
edged by postal administrations.2 The marketing concept needs to
be cultivated not only in the marketing division, but within the whole

2 In 1990, the Universal Postal Union (UPU) held a symposium on "Market
Research - Methods and Applications," an account of which is presented in
"Commercial Strategies in the Various Branches of the Post," Study 71 1, by
the Consultative Council for Postal Studies.
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organization-which includes every location that has customer con-
tact, as well as areas that provide customer services behind the
scenes. Increasing sensitivity to customer requirements is vital for
regaining and expanding the postal service's share in the communi-
cations market.

An initial step in developing a marketing outlook should be the in-
troduction of a separate marketing unit staffed by professionals. This
unit's functions would include the following:

* Market analysis to identify and anticipate customer needs

* Monitoring of activities and strategies of competitors

* Preparation of marketing plans and customer-oriented strat-
egies

* Identification of customer characteristics (market segmen-
tation)

* Design of new services and products to meet changing cus-
tomer needs

* Estimation of the marketplace's acceptance of potential new
products and services

* Advertising and public relations

* Development of quality standards and customer satisfac-
tion indicators

* Reporting of the results of surveys and performance mea-
surements within the organization and externally (measure-
ment of performance indicators should be undertaken by
independent agencies in order to validate the process)

* Preparation of an institutional framework for the interface
between management and customers

* Evaluation and monitoring of the effectiveness of marketing
communications and advertising.

Advertising and sales promotion are widely used in some coun-
tries to prevent the diversion of mail volumes to other communica-
tions mechanisms, especially in areas in which the postal service
does not have a monopoly (e.g., in parcels, financial services, EMS,
electronic mail, consultancy, and several agency services). Special
departments and sales forces are being used to promote contracts
with top corporate clients, to change the postal identity, and to pro-
mote specific services and products. Among the adopted mechanisms
are the following:

* Improvement of post office interiors and of product displays

* Improvement of telephone response and decrease in queu-
ing time

* Attractive postal service logos, new uniforms, and identity
badges for staff
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* Increased international visibility through membership in in-
ternational postal unions and participation in conferences

* Use of surveys and analyses of quality improvement and
customer satisfaction

* Easier reference to products, rates, and services

* Use of community sponsorship programs and activities

* Certification of postal establishments according to the ISO
9000 standard which is an internationally accepted quality
assurance standard

* Use of innovative advertising media, such as video adver-
tising, in post offices.

* Publishing of stamp albums and participation in exhibitions
and commemorations.

The full-fledged use of marketing to enhance competitiveness
should contain a note of caution. Marketing can provide only limited
assistance to a postal administration whose basic level of service
and performance is sub-standard, and it is necessary to raise this
basic level before communicating with customers and attempting to
develop new products and services. Marketing activities alone are
not a universal panacea.

Since its corporate transformation New Zealand Post has signifi-
cantly upgraded the marketing of postal services. Under the Cus-
tomer Care Program, an analysis of the Post's customer base targeted
the (1,200) core customers that generated approximately 70 percent
of the postal demand. The needs of these customers are regularly
tracked and a special data file is maintained on each customer. Mar-
ket research programs now determine customer perceptions of ser-
vice, product awareness, etc. Growth targets have been set for all
retail managers, and specific corporate targets have been set in se-
lect product areas. Postal products have been repositioned, and com-
prehensive internal and external promotional programs have been
undertaken. Delivery performance is tested extensively and the re-
sults are advertised on a monthly basis in key newspapers. A Cus-
tomer Management Program to handle inquiries and complaints has
been established through dedicated centers in several cities, in order
to decrease customer inquiry response time and streamline billing
procedures at all the Post facilities. Phantom shopper surveys are
conducted to monitor staff attitudes to customers and staff knowl-
edge of products and services. Quality assurance systems were be-
ing introduced throughout the company by a specialist unit assisted
by consultants from IBM (NZ) Ltd. The emphasis is on identifying
customer needs, setting standards to meet customer needs, and pro-
viding regular measurement and feedback of results to work groups.

Finland Post has also devoted considerable resources to the de-
velopment of total quality with the ISO 90004-2 standard and the
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Malcolm Baldridge Quality award criteria. It is also focusing on cus-
tomer satisfaction and customer retention, and has commissioned
frequent customer satisfaction surveys to analyze the total quality of
its operations and services. Figure 4.1 shows some of the weighting
assigned by customers to various aspects of postal operations. Since
these weights vary in accordance with customer service requirements,
continuous feedback and quality monitoring and management are
essential to the operation and management system.

Other examples of marketing and customer orientation strategies
can be found in Annex 1 to this chapter.

Many postal services, particularly in middle and low income coun-
tries, provide a "supply-driven" rather than a "market-driven" service.
For example, in these countries the absence of products or services
to cater to the specific needs of bulk mailers or large business mail-
ers has resulted in low volumes from these market segments. As a
result, these bulk mailers usually make their own arrangements for
the national distribution of their mail or parcels. Evolving customer
needs, intensifying competition, and the advent of new technology
pose a continuing threat to the economic viability of the postal ser-
vice. Under such circumstances no organization can afford to main-
tain the same product line indefinitely if it wants to protect and enhance
its revenue base. These competitive trends, seen in many industries,
result in shorter product life cycles. Therefore, the postal service must
continually modernize its products.

Two distinct weaknesses characterize the present product devel-
opment efforts of most postal services. The first is internal and re-
flects the absence of a systematic new product development process
in which market and competitive analyses play a significant role. The
second weakness is external and is a function of the postal service's
restrictive institutional and regulatory environment, which discourages
innovation in developing the product portfolio.

A wide variety of corporate missions and objectives, plus a range
of legislative, institutional, political, and market environments, can
result in significant differences in product development strategies for
the domestic postal market segment in various administrations. It is
essential for product development that each administration under-
stand the restrictions that this situation places on its products and
prices. Postal legislation and its interpretation frequently dictate the
avenues open to the postal service in product development. For ex-
ample, in Chile and the United Kingdom (see the relevant cases) the
postal administrations are being restricted from expanding their
agency services and entering the hybrid product market.

A policy decision must be made beforehand regarding the mission
of the post. Is the postal service to be confined to the traditional mail
market, or should it service the broader communications market and
provide other value added services (see Figure 4.2)? This decision
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Figure 4.1
Criteria Affecting Customer Satisfaction and Retention in Finland
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should not be based on the historical mission of the postal service
but should focus on the post's unique assets, such as its unparal-
leled delivery and retail network, and should select the best use of
this competitive advantage. The choice of growth strategies requires
an evaluation of available resources and opportunities in light of the
organization's fundamental mission and objectives. While the post's
broader mission will be defined by the government's social and eco-
nomic goals, within this framework the post should have the autonomy
to develop new products and services. Excessive regulation will stifle
innovation, thereby preventing the Post from catering to consumer needs.

Products

A unique decision criterion or a combination of decision criteria with
pre-specified weights is vital to the choice of products for the devel-
opment process. In Australia, for example, the decision criterion is
the objective of the postal service, and this decision criterion is un-
ambiguously stated as profit expressed as a return on total assets. In
some developed countries, the traditional letter mail segment is con-
sidered a mature industry which will grow at a steady but low rate.
Therefore, postal administrations are focusing on other avenues to
develop value added services which typically command higher profit
margins. In addition, evolving customer needs offer postal adminis-
trations additional opportunities to develop markets. This, combined
with the presence of strong competition in virtually every field, whether
legal or de facto, is necessitating systematic and efficient market re-
search in the development of new products (see Figure 4.3). It is
thus imperative that postal services develop systematic processes
for the generation, development, evaluation, and introduction of new
products.

Services

As far as the provision of new services is concerned, consumers will
have no faith in new services until the existing basic and value added
services operate at a high level of service which is measured and
published. Users now have a wide choice of methods of communica-
tion, supported by technology that is advancing rapidly. Users are
not concerned with who provides the service but are concerned to
secure the right service to meet their needs at the right price. To this
end, postal administrations should employ accounting and invoicing
systems that reflect normal commercial practice.

Pricing

All customers seek a good service and price combination. For the
universal service (the individual segment) this involves a fair service,
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accessibility, and simple pricing structures. On the other hand, large
commercial customers require the service provider to have a flexible
approach and to be able to tailor services to the needs of their indi-
vidual organizations. To this effect, postal administrations may need
to use innovative pricing schemes as a mechanism for differentiating
their products and providing incentives to valued customers (see Box
2.8 in Chapter 2, on "interconnection" in Australia). The structure of
discounts is likely to vary according to the administration and will
usually depend on the product, the volumes posted, and, more im-
portant, the operational system of the postal service. It is important
that discounts be linked to cost savings, however, since the rampant
provision of discounts leads to underpricing of the service-which
defeats the goal of financial self-sufficiency.3

Figure 4.3
The Product Development Process
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A good example of product, services, and pricing innovation is found
in New Zealand. New Zealand Post is seen as operating in the larger
communications and retail transactions services markets. Therefore,
in addition to traditional letter mail and parcels, it is developing and
marketing electronic mail services and a variety of agency services.
New Zealand Post aims at being able to offer an array of services
that will be able to meet all customer needs: the customer should
have access to bulk-mailing facilities, expedited mail, high quality
courier and parcel services, and value added services such as direct
mail consultancy, direct mail lists, etc. New Zealand Post has intro-
duced the following new services:

* Facilities Management Contracts: For a fee, New Zealand
Post employees would undertake the complete mailroom
management for a firm, thereby freeing up overheads within
the firm. This covers both internal mail processing and re-
ceipt and dispatch of mail and courier items.

* Financial Transaction Processing Service: This process will
service the entire billing needs of a company by utilizing the
retail, delivery, and mail network of the Post. Through a joint
venture, the Post will prepare financial statements directly
downloaded from a data link to a laser printer, will envelope
the mail, and will transport and deliver it. In addition, the
Post will receive and process payments, either through its
retail outlets or by business reply post at a central process-
ing center.

D Ad Post: In order to be able to capture the unaddressed
advertising mail segment, the Post acquired a small circu-
lar delivery company to service this area.

Upon corporatization, the Post also assumed the autonomous re-
sponsibility to set prices for its competitive areas. The following are
some of the steps taken to improve the service and build market share
through differentiated pricing techniques.

e In 1988 the Post stopped giving registered publications dis-
counts, which were not commercially justifiable and which
had been cross-subsidized.

* Differentiated pricing for enveloped mail based on weight
criteria was eliminated and a three step price structure based
on envelope sizes (medium, large, and extra large) and
corresponding to paper size standards was implemented.

* A new service called BoxLink was introduced for commer-
cial customers. BoxLink offers a complete mail service in
which customers are charged an annual total fee based on
estimated annual volume, size of articles, and distribution
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patterns. This service offers high performance (overnight
mail service) and eliminates the need for stamping, frank-
ing, and other mail processing activities; in addition, the mail
is picked up by a courier at pre-set times. This contract pric-
ing offers the opportunity to price differentially for service,
distance, and other factors, but removes the need to do this
for each individual mail item.

Other examples of innovation in products, services, and pricing
are provided in Annex 1 to this chapter.

Commercialization, as it applies to the post, is in the process of intro- Conclusion
ducing market principles into postal administrations. Therefore, the
post should be seen as a service industry that is oriented toward
meeting customer demand.

Using a number of country examples, the chapter has discussed
major steps in this reform process: operational efficiency; corporate
planning and strategy; organizational structure; staffing; acquisitions
and alliances; internal reporting and control; marketing and customer
relations; and innovation in products, services, and pricing.

This chapter concentrates on the above areas from the point of
view of what the postal service can do to improve itself. If the re-
formed postal sector is to respond competitively to servicing the busi-
ness market, certain business practices not common in the public
sector must become part of the post's operations.
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Annex 1:
Country

Postal
Operational Efficiency Improvements Service
Sweden: In the years preceding incorporation, Sweden Post was in Commer Ial-
the throes of development, renewal, and restructuring to meet the ization
conditions created by deregulation, new technology, and internaliza-
tion. As part of the rationalization scheme, the number of employees
continued to decline. Nonetheless, the Post's capacity to handle mail
volumes increased, indicating improved internal operations (see Fig-
ure 4A.1).The post office network was also undergoing development
and restructuring so as to provide a nationwide network of counter
services at reasonable cost. The network is being coordinated with
other services and is taking on new complementary tasks in collabo-
ration with various partners, mainly shops and banks.

Figure 4A.1
Postal Operations and Outlets, Sweden, 1989-93
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Total productivity, which describes the relationship between rev-
enues and personnel costs calculated at fixed prices, shows an er-
ratic pattern but a healthy recovery in the final year preceding
corporatization. As of 1993, total productivity was required to increase
by at least 2 percent annually. In terms of financial profitability, the
Post is required by the owner to achieve a return on equity of at least
11 to 13 percent, which it consistently exceeded in the past. Profit
after financial items has been relatively stable, except for 1990, which
was a year of extreme conditions (in the form of a boom in the economy
and a bank strike) (see Figure 4A.2).
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Figure 4A.2
Sweden Post Productivity and Profitability, 1989-93
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As far as tariffs are concerned, in real terms the price of a letter has
actually decreased considerably over the last decade in Sweden (see
Figure 4A.3). This phenomenon, combined with Sweden Post's
financial success, points to the achievement of business expansion
as well as cost efficiencies. In terms of affordability as well, the con-
sumers appear to be well off in Sweden compared with several other
countries.

Figure 4A.3
Letter Rates in Selected Countries
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Sweden Post is also aiming to achieve 98 percent automation of
letter sorting by 1996. Correspondingly, it is consolidating its sorting
centers, which were reduced in number from 44 to 32 in 1993.

Finland: Finland Post became a limited liability company in 1994 af-
ter having been a government department for many years and then a
business enterprise for four years. Employment relationships were
changed from state to private sector contracts. Since Finland Post's
incorporation, all Finnish domestic postal services became subject
to VAT, which increased letter post rates by about 22 percent. As part
of its reorganization, the Finnish postal service rationalized its work
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force, began to trim its post office network, and improved the cost
efficiency of its sales network. It also implemented a mailbox delivery
reform program that achieved considerable savings, and it is auto-
mating mail processing and concentrating it in large sorting centers.
While these cutbacks were taking place, net sales increased by 6
percent over the previous year, and there was a return on sales (after
financial items) of 7.6 percent. In addition to cost reduction, reorgani-
zation was focusing on a more flexible service company. According
to Finland Post, being a limited company has made possible more
rapid and more flexible decision-making processes and has improved
customer-oriented operations.

The Netherlands: In 1993 the Dutch Post initiated the "Briefpost 2000"
project, which aims to improve efficiency in sorting, reducing distribu-
tion costs, and strengthening the Post's competitive position in the
long term. The project involves a new structure for sorting centers as
well as far-reaching automation of mail processes. The current star-
shaped network of interchange centers is being replaced by a web-
shaped network of six large sorting centers, thereby consolidating
sorting considerably. Introduction of the latest automation equipment
is aimed at making possible the automatic sorting of 98 percent of all
letters. This project is expected to become operational in 1996-98 at
a total cost of almost f. 1 billion and is expected to structurally reduce
wage costs by a significant amount. The annual savings are expected
to run to approximately f. 300 million. "Briefpost 2000" is also ex-
pected to facilitate quality control and create opportunities for devel-
oping new services.

PTT Post has also formed a joint venture with Postbank NV to pro-
vide post offices, and this has provided the basis for large-scale mod-
ernization of the post office network. A franchise formula has been
developed for postal agencies and small post offices, and a "mini
postal agency" concept has been introduced (this involves postal
agencies that provide a small range of services to meet the everyday
needs of customers).

Singapore: Singapore Post represents a successful financial and
operational case (see Singapore case for details). However, although
total postal volumes have been growing in Singapore, the growth
rate of mail volumes has not kept pace with that of the economy, as
measured by GDP growth, since 1989.Therefore the Post has taken
the two-pronged approach of reducing its reliance on traditional mail
and also attempting to curtail costs by increasing postal processing
efficiency. Currently, the Post is reducing and reconfiguring the retail
network. Full post offices are being replaced by smaller, retail-only
outlets in business districts where the rents are high, but where busi-
ness opportunities are greater. The delivery outlets for letter carriers
are being relocated to less expensive real estate areas. Network
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changes, however, have to conform to the obligations of the Post
and be approved by the regulatory authority.

Since corporatization, Singapore Post has been consistently in-
creasing the number of part-time employees, to more efficiently meet
the service standards to which it is held. Increasing emphasis is be-
ing placed on the evening and night shifts to meet the new service
standards. Sorting is consolidated in one location, and a large amount
of investment is being directed into a new sorting center which will
increase the automation of the sorting function on the basis of postal
codes. Some five years previously, on the basis of cost and service
criteria, the Post also contracted out the handling of airmail at the
airport and the transportation and storage of mail at the seaport.

Czech Republic: The history of the Czech Post dates back to 1946
when the Czechoslovakian Department of Posts and Telecommu-
nications was established. This structure remained relatively un-
changed until 1989, when the department was transformed into a
state enterprise, and 1993, when two separate state enterprises
were established for the postal and telecommunications services.
As part of the legacy of the communist system, which was dis-
mantled in 1990, the Czech economy essentially lacks a commer-
cial banking system. Therefore, the Czech Post is a major and
critical force in the transfer of money throughout the economy. The
Czech Post is a recovering postal system that has accomplished
much since the communist system was abandoned and since its
separation from telecommunications.

The postal network is excessively dense in relation to the geographic
areas that it serves, as is manifest in the extensive "nodes" of the
delivery, counter operations, and distribution networks (with almost
3,500 post offices, 18 regional hubs, and 67 district sorting centers to
service an area of 300 by 160 miles). The proliferation of processing
points dilutes any possible gains from automation or mechanization,
multiplies the number of times mail is handled prior to delivery, and
greatly increases overhead infrastructure expenses. Therefore, the
Post sees its next steps as: undertaking the recovery and renovation
of its extensive physical plant, streamlining its network of post of-
fices, investing in automation, improving the cost effectiveness of
delivery, and assuring a good quality of service levels. Future strat-
egy also includes reducing manpower, while raising wage rates to
competitive levels, through the automation of letter sorting down to
delivery point sequencing and the conversion of some of the post
office network to a contract or an agency basis. Delivery is also a
major target for efficiency improvements, with emphasis on motoriz-
ing non-urban delivery.

The Philippines:The Philippine Postal Corporation (Philpost) has been
undergoing reform in order to improve the postal sector, with the even-
tual aim of privatizing the postal service. Accordingly, in 1993 Philpost
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was transformed from a government department into a government-
owned corporation. Philpost's agenda is currently focused on ensur-
ing the rapid and safe delivery of postal services; therefore, its efforts
are concentrated on its core processes, namely: receiving, collect-
ing, handling, sorting, and delivery. Ancillary and complementary ser-
vices are to be performed by its subsidiaries, by autonomous
sub-units, and through alliances. With the assistance of another postal
administration, Philpost is implementing a mechanization, computer-
ization, and automation program. A comprehensive program for fleet
upgrading is also under way to develop a highly motorized delivery
network. In addition, concrete disciplinary steps have been taken to
improve the security of mail.

Staffing and Human Resources

New Zealand: Since New Zealand Post's corporatization (1987), the
many reforms that have taken place have included the following mea-
sures affecting the board, management, and employees.

* The Board: The principal criterion for appointment to the
board was a demonstrated competence in business in the
private sector. Qualified, nonpolitical, professional business
people were selected to import the commercial disciplines
lacking in the public sector. In terms of autonomy, the board
is responsible for appointing senior management, setting
prices, approving capital expenditure, raising finance within
limits of the authorized debt/equity ratio, and determining
the policies and priorities for the Post. The board provides a
strategic direction and purpose to the organization and
monitors management performance. It is not involved in the
routine management of the company.

• Management:Approximately half of the senior management
team was appointed from outside the Post, to bring in the
needed financial and marketing expertise. The heads of the
Marketing, Finance, Human Resources, and Business Plan-
ning Departments came from the private sector. Manage-
ment staff are contract employees and are paid on a
performance basis. Management compensation is within a
20 percent margin above or below a base salary. The sal-
ary level and rate of progression are determined by the ability
to achieve established objectives.

* Employees: All employees were removed from the public
sector and are now contract employees. Their pay and em-
ployment conditions were aligned with private sector norms.
Performance-based compensation schemes have been in-
stituted, and tenure of appointment is not guaranteed. The
Post, in negotiation with the union, is responsible for setting
wages and conditions of employment directly.
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The Human Resources Department emphasizes improving indi-
vidual performance and accountability through training, development,
and performance appraisal. The remuneration policy seeks to be
competitive with the market, to reward individual contribution, and to
provide career opportunities for those seeking advancement. Some
of the Department's specific activities are:

* An occupational health and safety program

* Communications through team briefings, bulletin boards, and
a monthly employee newsletter

* Various awards to recognize team efforts.

The Philippines: An ad hoc Merit System Committee was established
within Philpost to draft a Human Resources Management System
intended to instill professionalism and excellence at all levels of the
corporation. This system governs the selection, hiring, appointment,
transfer, promotion, and dismissal of personnel. In addition, Place-
ment and Selection Boards for both central and regional offices as-
sist the Postmaster General in these two activities. Consistent with
the goal of mutually beneficial labor-management relations, the fol-
lowing programs have been initiated within Philpost:

* In 1993 the management and leaders of organized labor
entered into a "Covenant for Industrial Peace and Corpo-
rate Growth" as an initial step toward giving employees a
stake in corporate development.

• The Philippine Postal Institute Foundation, Inc. was estab-
lished as an accredited, degree-granting institution to offer
skills upgrading as well as values reorientation courses to
both local and international postal workers.

* In order to improve employee working conditions and mo-
rale, postal facilities have been upgraded, stand-by power
generation capacity has been provided, the primary health
care service has been improved, water purifying fountains
have been provided, and a day care center has been opened
for pre-school children of employees.

* An Employee Welfare Division has been created to ensure
the welfare and security of employees. Correspondingly, a
provident fund was created, coverage of hospitalization
benefits has been expanded, additional incentives have been
provided to employees, and in-depth analyses of hazard
pay and paternity pay provisions have been conducted and
are under policy review by the Board of Philpost.

* Participative planning has been implemented with the es-
tablishment of Labor-Management Councils in all operating
units.
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Singapore: Since Singapore Post is a wholly owned subsidiary of
Singapore Telecom, its Board of Directors is a subset of the Board of
Telecom. Although neither board has a direct official relationship with
the government, four of the seven members of the Post's Board cur-
rently hold government or government-related positions. The Chair-
man of the Singapore Telecom Board is also the Chairman of the
Post Board. The President and Chief Executive Officer of Singapore
Telecom also holds the same positions in the Post. As agents of the
owner of the Post, the Board appoints the top position in the Post, as
well as the Vice President and the upper layer of management.

Singapore Post has full autonomy in its staffing and makes an ef-
fort to consult and keep the labor union informed about changes in
operations. The union itself owns and runs several businesses, in
which every union member is a shareholder. This commercial orien-
tation of the union has facilitated its relationship with the manage-
ment of the Post. Employee wages are determined by the Post in
negotiation with the union, although the government provides a gen-
eral guideline for all companies. The Post has job descriptions for
each job and uses the Hay points system for determining salary lev-
els. Incentives have been instituted for employees whose output ex-
ceeds the expected norm, and overall compensations conform with
private sector wages for equivalent work.

Marketing and Customer Orientation

Sweden: The Customer Satisfaction Index (CSI) is the most impor-
tant measure of quality for Sweden Post. It is the survey mechanism
utilized by Sweden Post to gauge what customers feel about the quality
of service offered by Sweden Post. Attributes included in this index
include reliability, speed of service at post offices, attitude and ser-
vice mindedness, and handling of grievances and complaints.

Each business area measures the CSI. The overall index for Swe-
den Post in 1993 was 73, and the Post has set itself a goal of 77 to be
achieved by 1997. The Post is seeking accreditation under ISO 9000
standards.

Other quality measures also monitored by Sweden Post include
the quality of letter and parcel deliveries; waiting time at post offices;
and quality of transaction and distribution in payment transmission.

Sweden Post also conducts annual surveys to measure personnel
attitudes regarding their duties, management, and work environment.
In 1993, 75 percent of the response was favorable, as opposed to a
goal of 85 percent. The difference, and also a decline over the previ-
ous year, were attributed to the major rationalization measures under
way and to uncertainty about the future.
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Singapore:The Marketing and Sales Group was created in 1992 when
Telecom and the Post were corporatized. Since then, Singapore Post
has adopted a systematic approach to marketing and product devel-
opment which has resulted in shorter product development and imple-
mentation schedules, partly because of the ease with which
information is now communicated up the line through the Post's se-
nior management.

The Post's current marketing strategy uses a three-pronged ap-
proach:

* Primary emphasis is placed on knowledge of the customer
base and its needs and requirements

* Importance is given to the provision of a "one-stop shop-
ping" service for the customer

* Strategic alliances are formed with the private sector where
mutual benefits are possible.

In 1995, approximately 79 percent of the mail in Singapore was
generated from businesses, 11 percent from the government, and 10
percent from individuals. The customer base is also broken down
into "mail service" and "'agency service" users. Accordingly, the sales
strategy has two areas of concentration: (1) on corporate customers
that have sales account managers to monitor and service them, in
order to tailor the development of new products to their needs; (2) on
the postal counters, where the public comes into contact with the
Post. Counter employees receive specific training to make them cus-
tomer-oriented.

Although Singapore Post has been measuring customer satisfac-
tion annually for the last five years, there is no formal customer ser-
vice group. Much customer care is product-specific and there is a
customer care officer within each operational group. There is also a
general inquiries line for the public.

Canada: In order to bring some structure into its sales strategy,
Canada Post conducted a market segmentation analysis that grouped
its customers into five categories and prioritized them according to
their revenue contributions. The sales strategy was then revamped
so that sales staff could spend more time penetrating the top priority
accounts. Commercial centers were created to service lower priority
customers.

The Post is also addressing its excessively broad product base
(175 products and services including their options), with the objec-
tive of simplifying its product and pricing options. In addition, the
Post has created a customer service functional unit which covers
the spectrum of claims, general inquiries, provision of postal code
information, community mailbox inquiries from customers, money
order verifications, complaints, courier inquiries, telemarketing,
general customer relations, service performance measurement, and
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customer satisfaction measurement. Various performance indica-
tors are monitored, such as number of incoming calls, type of calls,
length of calls, dollar value of claims, turnaround time on com-
plaints and claims, etc.

Czech Republic: In the Czech Post, marketing was established at
the senior management level only in 1993. The marketing division
consists of a market research unit, a promotion and public relations
unit, and a product marketing section. The Post breaks its customers
into two major groups-businesses and consumers-and the busi-
ness group is further categorized by revenue levels. A new account
management system accumulates information on business custom-
ers. An active market research effort is aimed at both the public and
major business customers. The public survey (which covers satisfac-
tion, utilization, expectations, knowledge/awareness of services, com-
petition, and pricing) has resulted in actions to improve service and
examine product features. Results of the business survey revealed
that, in rating three features, reliability came first, then speed, and
then price.

The Philippines:Together with the partial corporatization and restruc-
turing steps undertaken by Philpost to improve the provision of postal
services, a concerted effort was directed at improving the public per-
ception of Philpost. These efforts included the following:

* Creation of a Public Complaints and Action Staff to receive
and collect data and initiate action regarding complaints and
suggestions from the public, and to establish "quick response
desks" in all regional offices

* Use of the media to increase public awareness of the chang-
ing thrust of Philpost and of its plans to increase efficiency
(daily radio information and a weekly television sitcom)

* Development of a customer satisfaction index (the goal is
100 percent service efficiency)

* Participation of the postal network in a nationwide campaign
for presentable post offices and an impeccable corporate
image

* Reorientation of employee values toward customer service
through the Philippine Postal Institute Foundation, Inc.

* Continuous development of new products and services.

Innovation in Products, Services, and Pricing

Singapore: Singapore Post offers an array of 31 postal and agency
services, the range and diversity of which are large (see Singapore
Case for details). The current thrust of product diversification is
based on use of the retail network for a variety of agency services.
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Singapore Post has also introduced electronic and hybrid prod-
ucts. This concerted product diversification strategy has been
adopted to prepare the Post for the loss of its monopoly in tradi-
tional postal services in the year 2007. Ever since corporatization
in 1992, when the marketing and sales group came into being, the
Post has been able to maintain much shorter product development
and implementation schedules. As has been mentioned, this stems
in part from the resultant ease with which information is now com-
municated up the line through senior management.

The pricing of non-monopoly products is more market driven than
cost driven in Singapore. Although both direct and indirect costs of all
products are systematically evaluated on an annual basis, a com-
parison with market rates allows the Post to determine its growth
avenues. Prices are also reviewed annually for competitive products.

Sales representatives who are responsible for major clients are
permitted to offer discounts or adjust the published rates for these
large accounts. However, discounts offered must comply with guide-
lines issued by the Post and costs must be recovered. In areas where
discounts are not permitted, added value is offered to targeted cus-
tomers through the inclusion of additional services such as transpor-
tation, packaging, etc. To secure long-term agreements with
customers, price incentives are also offered for advance mail prepa-
ration. Incentive pricing is generally offered in printed letters, promo-
tional mail, and magazines. Approval for rate adjustments and
discounts comes from the Marketing and Sales Group or, if neces-
sary, from senior management within the Post.

Canada: Canada Post considers itself to be operating in the follow-
ing three market areas:

The communications market, where it competes with tele-
communications and electronic communication mecha-
nisms. Although all forms of communications have grown
rapidly over time, since the volume of the Post's base prod-
uct (letter mail) has increased only slightly, the Post's mar-
ket share in communications has been steadily declining.
In 1995 this market was estimated to be some Can$10 bil-
lion, of which CPC has about Can$2 billion.

* The distribution/shipping market, which involves transport-
ing physical goods from point A to point B. This market is
estimated to be worth Can$700-800 million, and is the most
competitive because of the presence of 2,000 domestic and
international courier and distribution companies. Canada
Post estimates that it has about 5 percent of the short haul
and local delivery markets and 18 to 19 percent of the long
haul markets. Canada Post has the distinct advantage of
being the only truly national distributor.

I 281



4. Enterprise Reform: Commercialization of the Postal Service

The advertising market, where the Post competes with the
media (including broadcasting). This market is estimated to
be worth Can$10 billion, of which the Post has Can$700
million.

In 1995, letter mail accounted for slightly more than 50 percent of
Canada Post's revenue. Although this is a significant component, over
the past 12 years the contribution of letter mail to revenue has been
slowly but steadily declining. Approximately 80 percent of letter mail
volume is due to business mail, and consumer letter mail has gener-
ally been declining in volume. The Post introduced "incentive mail,"
which is discounted mail offered to large volume mailers that have
met various contractual obligations with respect to the preparation of
mail. Incentive mail accounted for 31 percent of the letter mail rev-
enue in 1995.

As was mentioned earlier, Canada Post is concentrating on reduc-
ing and simplifying its current product and pricing portfolio. In addi-
tion, in response to decreasing margins and changing markets, the
Post is trying to position itself as the only company that can provide
customers with coast-to-coast service that can meet all their ship-
ping needs. To leverage the delivery component of its business,
Canada Post is trying to become the lowest cost and best value
provider.

Czech Republic:The Czech Post categorizes its offerings in the man-
ner indicated in Table 4A.1.

Table 4A.1
Czech Post Product/Service Offerings

Category Product/Service

Traditional Letters, money orders, parcels

Electronic POSTFAX

Agency Services Savings/giro, pension payments, billing and bill
collection, lottery sales

Commercial Currency exchange, sale of paper products,
customs declaration service, etc

About 60 to 65 percent of the Czech Post's revenue is generated
by traditional products and 25 to 35 percent by agency services. Al-
though the Post believes letter mail-its monopoly product-has the
potential for healthy growth, it expects strong competitive pressures
in many other product lines. Therefore, substantial emphasis is be-
ing placed on developing non-traditional services and on improving
traditional products. The Czech Post believes that its market will trans-
form rapidly because of the changes in the way news is distributed
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and the development of the banking sector. Management foresees a
dwindling money order business, but is positioning the organization
to be a major player through partnership in the consumer banking
business. Automation of retail counters is aimed at assuring a place
in the financial transaction market. In addition, strong growth is ex-
pected in the direct mail and merchandise delivery segments.

Finland: Finland Post is focusing on the creation of value added ser-
vices, especially in its current freight and direct mail businesses. The
post now offers tailored, comprehensive communications, transpor-
tation, and delivery services (at least for its main customers) based
on modern information and materials management systems. The Post
has developed the Home Shopping Service, the Logistic Service, and
the Total Communications Sorting System, which are value added
services that combine, in an innovative way, all the core competen-
cies of the Post with technological communications devices (see
Chapter 5 for a full discussion of various technologies).
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The Technological
Revolution: Threat
or Opportunity?

W ithin the postal service it has been acknowledged that,
unless certain proactive managerial and technological
changes are made, two fundamental forces characteris-

tic of the ongoing era of competition will render the service obsolete.'
The first of these forces is the rapid development of increasingly so-
phisticated competition in all niches of the postal market, in conjunc-
tion with the trend toward relaxation of monopolies. The second factor,
which is the focus of this chapter, is the technological revolution in
electronic communications systems for text, data, and image trans-
fers. This latter factor, which operates beyond the boundaries of postal
monopolies, is regarded either with paranoia as representing the de-
mise of the postal service, or is seen as an opportunity for the postal
service to contribute substantially to communications infrastructure.
Either way, it is recognized that adapting to this rapidly transforming
technological environment is crucial to the long-term survival of the
postal service all over the world.

The study's findings regarding the need for technological reform
and the attitudes of postal services with regard to technology are
given below.

* In the postal sector of many countries, there is no choice but
to integrate technological reform in order to continue provid-
ing a low-cost universal mail service.

* Typically, postal administrations have been slow to embrace
technological advances in the communications area, and the

' This chapter focuses on the communications, or "carriage of mail,' function of
the postal service. It should be noted, however, that another fundamental
function of the postal service is the distribution of goods, namely, parcels.
While distribution does not face competition from technological alternatives,
it is exposed to a barrage of direct competition from private courier and trans-
portation services. 131
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postal administrations of developing countries are more fo-
cused, in most cases quite wrongly, on expensive processing
technology.

* In a number of cases the real bottleneck to technological ad-
vancement comes from the legislative framework or financial
control regime imposed by the government rather than from
poor management or lack of innovation.

* There is often, in addition, a degree of complacency arising
from the belief that (1) the physical mail business is "immune
to" technological advances, or (2) that a safety net will always
exist for the mail business through government protection.
Certain bureaucratic and monopolistic postal organizations
have sought legislative protection from technological advances
rather than accept the new opportunities to satisfy customers
and revive the sector.

* There is overwhelming evidence that in post offices with a
high degree of operating and financial autonomy (including
autonomy for investment decisions) technological innovation
and rapid technological adoption are high (see the Singapore
and Sweden cases).

* It appears that, with developing countries in particular, the entry
of postal administrations into hybrid mail products can over-
come severe problems in mail distribution (trucking) caused
by poor transportation infrastructure.

* The gradual introduction of hybrid mail products and the take-
off rate of these products have implications not only for the
level of employment but also for the required skills mix of the
postal service staff. Technological reform should pay particu-
lar attention to such labor issues as (1) the possible effects of
the introduction of hybrid mail products and (2) how such effects
could be handled to bring about the maximum staff buy-in.

To analyze the impact of the technological revolution on the postal
sector, this chapterwill first define the technological revolution.The chapter
will then analyze its influence as both a threat and an opportunity for the
postal service. Before concluding, the chapter will elaborate on the im-
plications of the technological revolution for the postal sector and the
strategic options that the postal service faces at this juncture.

1-32



5. The Technological Revolution: Threat or Opportunity?

Rapid technological change is increasingly favoring new electronic What Is the
mechanisms for communicating the written word. Several methods
exist for transmitting messages from one location to another without Technological
either physically sorting or transporting the original hard copy (see Revolution?
Annex 1 for a description of the most important technologies that
affect the postal sector). Table 5.1 shows the characteristics of some
of these electronic communications mechanisms. Any assessment
of the true extent of competition from these technological communi-
cation mechanisms will vary depending on where the postal service
is placed-within the spectrum of the narrower market of delivering
only physical letters as opposed to the broader market of servicing
communications needs. From the latter perspective, a wide range of
competing technologies affects virtually every class of mail: transac-
tion, person-to-person, and advertising.

As can be seen from Table 5.1, the various technological commu-
nication mechanisms affect different categories of mail because of
their attributes. Thus, letter mail, especially business mail, competes
directly with fax, E-mail, electronic data interchange (EDI) systems,
electronic funds transfer (EFT), and telephone. The telephone and
all media, both print and broadcasting, also compete with direct mail
used for advertising purposes. While electronic messaging systems
are often superior communication mechanisms2 because of their high
speed, reliability, and security, their use is often restricted either be-
cause they are "systems-based" communication mechanisms or be-
cause their installation requires a large up-front investment. These
features have, in particular, curtailed the use of sophisticated com-
munication mechanisms in developing economies, which still pre-
dominantly rely on the postal service for their communication
needs. In addition, letter mail has the advantages of universal ac-
cess, hard copy is still the only legal form of documentation, and
paper mail has not been supplanted in personal forms of commu-
nication such as cards.

2 The effectiveness of their use depends on the network of users linked to this
particular communications device.
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Table 5.1
Characteristics of Certain Electronic Communication Mechanisms

EquipmentMechanism Competes with Cost and Other Costs Speed Reliability Other Features
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Nevertheless, the diffusion of certain electronic communications
mechanisms has been extremely rapid in the last decade (see Figure
5.1) and these rapid advances in telecommunications are virtually
transforming the way that several sectors, especially in services, op-
erate. For example, in the banking sector changes in telecommuni-
cations technology have fundamentally altered operations by
facilitating and accelerating automation considerably. Developments
that have altered the face of banking include: electronic funds trans-
fer at the point of sale (EFTPOS) technology; credit card verification
over a packet-switched network or through dial-up mode; automated
teller machines (ATIs); the Society for World-wide Interbank Funds
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Transfer (SWIFT) network; and the development of home banking
through the telephone and computer. As a result of these technolo-
gies, the flow of paper mail that originates from banking transactions
has been replaced to a considerable extent by electronic
communication.

Figure 5.1
Worldwide Growth in Major Electronic Text Communication Devices
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Source: ITU, World Telecommunications Development Report, 1994.

Severe disparities are evident across countries in terms of access
to electronic communications; therefore, in most countries it may not
be feasible currently to connect every household by electronic com-
munication. However, such a possibility may not be too far in the
future when the high-speed dissemination of information is augmented
by a universal telecommunications network that enables users to
communicate at any time and in any locality. In the interim, however,
the use of many text communication services is limited by the global
installed base of telephones. In the case of E-mail, growth is limited
by the global population of personal computers, which in 1993 was
about 100 million, or less than one-fifth of the global installed base of
telephones. Increasingly, however, in both developed and develop-
ing economies, access to many text communication devices is being
provided by both the public telecommunications operator and private
intermediary services for a fee. And in a few countries, the postal
administrations have begun to provide fax, E-mail, and other elec-
tronic communications mechanisms. Thus, access to electronic mes-
saging systems is rapidly increasing.

Often, ease of communication increases the volume of communi-
cation, in which case the postal sector can maintain its optimism in
spite of the growth of telecommunications traffic in all forms. And
electronic transactions are often followed up or verified by hard copy
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notifications and receipts, thereby generating additional mail volume
for the postal sector. It is argued that the development of such new
office technology as word processors and copiers has actively re-
sulted in an exponential increase in the ability to generate and send
more mail. Today more and more reams of paper are feeding the fax
machine, the high-speed copier, and the laser printer, which hardly
suggests a paperless society in the future. Similarly, it is argued that
technological innovation, coupled with broad changes in society, will
lead to unforeseen and new uses of mail. In developed economies,
for example, sophisticated data processing combined with vast tele-
communications networks has led to an explosion of direct market-
ing and mail order business through the postal services.

Whether technological advances in communications are regarded
as a threat or an opportunity, the needs of the postal service's clien-
tele are bound to respond to these changes in technology. A demand
for more flexible, lower-cost, speedy, and reliable services will un-
doubtedly increase. Thus, the postal service in most countries is at a
crucial juncture, where the technological revolution is either under
way or is rapidly unfolding and it is necessary to adapt to this phe-
nomenon in order to survive and to prosper in the transforming envi-
ronment.

Technology From this perspective, the growth of electronic communications
mechanisms has severely reduced the domain of the postal sector in

as a Threat several countries, particularly in developed countries where access
to substitutes is greater. The fear of the erosion of the postal sector
by technological innovations is considerable. For example, a large
European postal administration has estimated that the diversion of
letter mail and express mail traffic to fax and electronic messages
could cost it US$750 million annually by 1997. And Sweden Post,
despite the deregulated postal sector, sees the telecommunications
sector as its chief threat. An example from Finland of the threat to
letter mail is given in Box 5.1.

Facsimile machines, electronic mail, EFT systems, EDI systems,
store and forward systems, word processing systems, TWX/Telex
systems, interactive cable television systems, and in-home comput-
ers are among the various telecommunications services/devices that
allegedly pose a threat to the survival of the postal sector. In addition,
traditional media and broadcasting services have always competed
with certain types of mail.3 These telematic communications mecha-
nisms that are outside of the postal monopoly are viewed by postal

3Direct mail, advertising mail, and bulk mail.
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services as powerful rivals and substitutes for the traditional letter
posts that are affecting every class of mail. From this point of view,
the future development of these electronic communication systems
will be of such magnitude that they will become essential compo-
nents of everyday life and will virtually crowd paper mail and the postal
sector out of existence.

Box 5.1 Estimated Replacement of Letter Mail by Electronic
Communications in Finland

Finland is a large country with a small population and is therefore heavily dependent on its
communications infrastructure. Approximately 80 percent of the telecommunications net-
work in Finland had been digitized by 1992, there were 54 telephone lines per 1 00 inhabit-
ants (fifth highest rate in the world), and Finland was the sixth cheapest country for domestic
calls and the second cheapest for international calls. Finland is also one of the pioneers in
terms of fully opening the postal and telecommunications sectors to competition. This liberal-
ization and the possession of a highly advanced and affordable telecommunications service
creates a scenario favorable to the replacement of letter mail by electronic communications.

The study that was undertaken to estimate the mail volume that would be replaced in
Finland by the year 201 0 relative to 1 993 focused on first-class and second-class domestic
letter mail in 1993 and excluded bulk mail. The distribution of letters by content exceeded
100 percent as more than 30 percent of the letters could be recorded in more than one
content category {e.g., bills accompanied by notices). The letter mail categories, their distribu-
tion, the electronic alternatives, and the estimated degree of replacement (of 1 993 volumes)
in percent by 2010 were as shown in the accompanying chart.

These results are naturally dependent on the specification of the models, the assumptions
about the diffusion of technological communi-
cations alternatives, and the fact that no growth Percent Replacement of
in overall communications has been accounted 1993 Mail Volume by 2010
for. Nevertheless, these results would seem to Mail To be
indicate a replacement of approximately 43 per-
cent of physical mail by electronic communica- sills Data A
tions by the year 2010, which paints a bleak [34] Communicationsats5]
picture for the postal service. However, under
an alternative scenario where GNP and, corre- NotoUei Facsimile

spondingly, mail volumes, grow by 3 percent 173]
annually, it is estimated that mail volumes in
the year 2010 will have declined by 5 percent -
relative to 1993 because of replacement by elec- Mes.sM Electronic Maa 1501
tronic means. 10

Not Expected to be
Source: Heikki Nikali, "Replacement of Letter Mail Matiom, Replaced by Electonic (SO&M,and Communication
by Electronic Communications to the Year 2010, in Goods L81 CMioansa
Commercialization of Postal Delivery Services, [1] Perceni distnbution
Michael A. Crew and Paul R. Kleindorfer, eds., within category.
Boston; Kluwer Academic Publishers, 1995.
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In conjunction with electronic mail and information retrieval sys-
tems, the use of electronic transaction systems is seen as part of the
trend toward the "paperless" office and "checkless" society. In most
developed economies, approximately 70 percent of letter mail (the
postal service's core business) is made up of business transactions
mail which includes items such as bills, notices, invoices, mortgage
payments, and funds transfer payments. As far as postal administra-
tions in most countries are concerned, direct competition from pri-
vate mail delivery systems has not posed a significant threat to letter
mail because of the postal sector's monopoly in letter mail. However,
it is conjectured that the impact of telecommunications on transac-
tion mail will be severe. This paranoia may be countered by the ob-
servation that mail volumes have consistently risen over the last
decade, especially in economies in which electronic communication
systems are most prevalent. Nevertheless (although reliable estimates
are difficult to derive), it appears that to date growth in postal vol-
umes has taken place because of the overall growth in the communi-
cations market.

Thus, if the postal sector is to protect its mail volumes, or even
maintain its share of the communications market relative to its com-
petitors, a fundamental rethinking of the entire role, strategy, and
operations of the postal service is imperative.

Technology Given that changes are inevitable, albeit with a lag across countries,
any reform and reorganization of the postal sector must adjust to this

as an technological revolution in a proactive manner. Organizational restruc-

Opportunity turing is not enough. It is necessary to rethink the postal service's
entire range of services as well as its core mission. It should be borne
in mind that the restrictions that prevent the postal service from com-
peting with the electronic communication mechanisms in price, qual-
ity, or service are bound to have severe repercussions.

In developing countries in particular, the postal sector has a much
larger role to play in initiating and educating the public in the use of
the new telecommunications services. For large segments of the
population, lack of access to the equipment in question puts the onus
on the postal service to improve the communication systems through
its own initiative. The postal sector has unique access to the busi-
ness and household sectors through its network of post offices and
letter carriers. It should therefore be allowed to pursue opportunities
to capitalize on this unique delivery service in partnership with exist-
ing electronic communications providers.

Certain postal administrations have responded to these forces of
technological advances, more intense direct and indirect competi-
tion, and changing customer needs. In addition to providing tradi-
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tional mail products, these postal administrations have begun to pro-
vide both hybrid and electronic services (see Box 5.2). Hybrid sys-
tems, with electronic and other inputs, can potentially provide much

more rapid delivery of first class mail than can present mail, at a
substantially lower cost than the present cost of first class mail, and
with much higher levels of reliability. Thus, hybrid systems may prove
to be one solution to the problems of service quality that typically

plague postal operations.

Box 5.2 Categories of Message Service Technology

Traditional This refers to ordinary mail which is transmitted/delivered in hard copy Ipaper)
form in all steps of postal operations.

Hybrid This involves the electronic transmission of messages in combination with, at
some point in the mail stream, the transmission of hard copy messages. Thus,
hard copy is an input in the mail stream, which is to be distinguished from the
creation of hard copy at the end of an electronic link. Hybrid systems typically
accept electronic messages, produce presorted paper messages at a state or
regional printing center, put them in envelopes, and then deliver them as part
of the regular mail stream. Mail may also be physically inducted into the mail
stream and then electronically delivered.

Electronic In this case message transmission is purely electronic and may take place by
wire, microwave, or satellite. Although hard copy may be generated at the end
of the link, it is not transported in this form at any point.

Hybrid services can be vital in both transaction and person-to-per-
son mail. Once high quality color printing on special paper becomes
technologically feasible at low cost, the hybrid system will also be
significant for the advertising market. For developing economies in
particular, postal entry into hybrid products can provide a solution to

severe problems in mail distribution (primarily trunking) that stem from
poor transportation infrastructure (badly maintained roadways, ve-
hicles, or rail and air transportation). Thus, with the development of
hybrid products, postal reform could be undertaken independent of
improvements in a country's transportation infrastructure.

The postal sector brings valuable assets to the hybrid message
service. Through its universal distribution network, the postal service
can make hybrid electronic services available to a much wider range
of consumers than private or public telecommunications firms can
efficiently reach. If the postal sector is prevented from entering the
hybrid markets, it loses a challenging opportunity. Such a situation
also sets the postal sector against electronic message service firms
when the two should be cooperating as service suppliers, and may,
in addition, deprive potential electronic message service users of
access. The universal access and delivery capability of the mail sys-
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tem should therefore be combined with the beneficial features of other
communication technologies so that a fast, reliable, inexpensive
messaging system, universally available to all users, can be devel-
oped. In addition, incorporation of these technological advances can
benefit the postal service by providing it with a base for developing a
full range of higher value-added services.

The experiences of Sweden and Canada are noteworthy in terms
of integrating electronic communication technology with the mail dis-
tribution network.

Sweden Post is committed to making use of all available media so
that messages or mail may be transmitted by the method chosen by
the sender. This method may be by mail, mainframe computer, per-
sonal computer, or telefax, or over the counter at the post office. The
aim is to maximize quality, reliability, and universal access for the
Post's service. For this purpose, the Post considers it necessary to
be dynamic and actively attuned to change. In 1993 a new subsidiary
of Sweden Post, PostNet, was formed through the merger of BASCET
Infolink AB and Scandinavian Information Link AB. PostNet now mar-
kets computerized systems for inter-business communications as well
as other products. This has enabled Sweden Post to provide the fol-
lowing hybrid and electronic messaging services:

E-post letters: Information is "posted" directly from a computer and
distributed in the form of letters.

E-post PC: As above, but electronic input is from a personal
computer.

F-mail: This is the purely electronic transmission of PC to PC
messages.

eDI: This is an EDI system for sending electronic business
documents between computers.

eDIREKT: This is Sweden Post's electronic marketplace, where
it is possible to obtain a wide spectrum of information
and/or to order goods and services in data bases via
a PC or a terminal. This has replaced the discontinued
Videotex system.

E-FAX: This consists of various forms of value-enhancing fax
services (e.g., Fax-broadcast, which distributes faxes
to a large number of receivers).

This focus on electronic messaging services in conjunction with
Sweden Post's traditional services has allowed the Post to offer a
wide-ranging and up-to-date selection of messaging services. It has
also enabled it to face the onslaught of technological competition
and operate in a completely deregulated market as well (see Swe-
den Post case). However, Sweden Post is an unusual case because
of the high level of autonomy that the postal administration enjoys in
all aspects of its operations, financing, investments, and prices. Thus,
Sweden Post has the capacity to take initiative and the ability to com-
pete with others on equal terms.
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Canada Post, in order to capitalize on its unique distribution and
delivery advantage (i.e., its access to nearly 12 million businesses
and home addresses across Canada) and on the opportunities opened

up by new technologies, aims to continually innovate communica-
tions solutions that will enable it to deliver a customer's message
physically, by fax, or electronically regardless of the originating me-
dium. The following are a few examples of the hybrid and electronic
products it currently offers.

OmniPost: This is a software application provided by Canada Post
that transforms a PC into a personal mailbox and provides access to
the Post's coast-to-coast communications network. Omnipost allows
customers to choose their format (electronic-to-electronic or electronic-
to-paper). The customer composes the text, addresses the mail, and
specifies one of three methods of forwarding:

Lasermail: This is electronically sent to the Canada Post print
facility nearest the recipient, where it is printed,
enveloped with postage, and deposited for next day
delivery in most major urban centers.

E-mail: This can be forwarded to any other subscriber on the
OmniPost network.

Faxmail: This can be faxed to individuals with a fax machine or
fax modem.

Admail Plus: This service is targeted to companies that routinely
distribute large volumes of advertising material, solicitations, notices,
newsletters, etc. Clients provide the contents of the mailing, plus the
mailing disk on computer tape or disk. Canada Post produces the
mailing pieces and provides a proof. Once the proof is approved, the
information is electronically transmitted to local production sites across

Canada where materials are printed, folded, inserted into envelopes,
and sealed for local mail delivery by Canada Post. Clients can cus-
tomize the mailing by supplying company stationery, having the Post
prepare customized stock, or selecting print material from the stock.
Admail Plus can produce inserts or reply envelopes for mailing.

Lettermail Plus: This service is for businesses with high volume,
personalized mailings of invoices, statements, time-sensitive notices,
and other financial correspondence. The mailing pieces are printed
and inserted at regional production facilities and are delivered to cus-
tomers in the region. This ensures a more rapid and cost-effective
delivery of financial correspondence.

Remote Desktop Publishing: This is an "in-shop" printing facility of
Canada Post. The client provides an electronic copy of a newspaper
and the address list. The Post handles production and distribution
with the aim of maximizing delivery speed.

Address Accuracy: Large and medium-size businesses with large
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mailings can submit their mailing lists in any computer format to
Canada Post and will receive (1) a valid address list that conforms to
the Canadian Addressing Standard; (2) an invalid address list; and
(3) a report giving reasons for the invalid addresses. This process is
based on barcoding undeliverable mail and then electronically trans-
mitting the information to subscribers.

Certified Plus: This service provides the date of delivery and the
recipient's signature automatically to the sender and includes a se-
quentially numbered Acknowledgment of Receipt (AR) label on the
envelope. A barcode provides an electronic link between the letter
and the AR label. The AR is returned to the sender or, alternatively, is
processed by Canada Post which provides the client with an elec-
tronic file of ARs.

Registered Plus: A proof of mailing manifest is produced in hard
copy and electronic format by Canada Post. The tracing service can
provide a copy of the proof of mailing manifest up to two years after
delivery. Two 1-800 telephone numbers are provided to confirm the
date of delivery.

Thus, it can be seen that the current developments in telecommu-
nications represent a tremendous opportunity for the postal sector to
capture a significant share of the growing communications market. In
this context, the postal sector needs to develop systematic processes
for generating, developing, evaluating, and introducing new products.
These products should capitalize on the postal sector's core compe-
tencies in following nationwide networks:

* The collection network

* The retail network

* The transportation fleet

- The delivery system (national and international)

* The labor pool.

To bring in the needed expertise in electronic inputs to the prod-
ucts, the Post should be given the freedom to form strategic alliances
with other entities. In addition, a comprehensive market and com-
petitive analysis should play a significant role in new product devel-
opment so that the postal service can reap the benefits of the
technological revolution. Detailed information on mail flows and de-
tailed analyses of these flows (by sender, recipient, purpose, needs)
are necessary to enable the postal service to assess the potential
impact of competitive threats and to prepare for them (see Chapter 4
for details of these commercialization aspects). The lessons offered
by other national postal systems that are further along the learning
curve can also prove useful, although any new system will need to be
tailored to domestic requirements and capacities.
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Under the present scenario, the consequences of restricting the

flexibility of the postal sector in the provision of these new services

will be severe. An excessive diversion of volume to electronic mes-

sage service markets (see Box 5.3) will result, and there will be cor-

responding inefficiencies and increases in unit costs in the postal

sector. The current situation of most postal administrations will worsen.

In these circumstances the postal service will be motivated to intro-

duce new products only if it is given the commercial and financial

autonomy, and the incentives, to do so.

Box 5.3 Bureaufax and Electronic Message Handling in the Postal World

The bureaufax service is fairly well established in the postal world and the number of partici-

pating postal administrations continues to increase. Although the volume of traffic and rev-

enues generated by this service is relatively limited in most postal administrations, the profit-

ability of the service is considered satisfactory because of the low investment required for

introduction. Not only postal administrations, but also a number of telecommunications ad-

ministrations and private operators operate a bureaufax service. A survey conducted by UPU

in 1994 indicated that approximately 92 postal administrations had introduced this service as

of 1993.
The number of postal administrations that provided electronic message handling was fairly

low. Only 13 administrations 19 in industrialized countries and 4 in developing countries)
reported their number of electronic messages (200 million messages in 1993). Nine postal

administrations offered text-based services for bulk hybrid mail; 8 administrations offered text-

based services for individual messages, and only 3 offered an end-to-end electronic mail ser-

vice. However, 21 postal administrations intended to introduce electronic message handling

services in 1994 or 1995.

Source: uPu, 'Five-yearly Report on the Development of the Postal Services, 1987-1992.'

To provide the new services discussed above, the postal sector

must emerge from its normally sheltered atmosphere so that its vi-

ability, survival, and growth are subject to the market forces of com-

petition. This most certainly requires today's postal services to undergo

a fundamental transformation.

In summary, postal administrations the world over are confronted with Options Open
the following challenges:

* The rapid growth in electronic communications (electronic to the Postal
text, data and image transfer mechanisms) Service

* A new generation of users/clientele

* Competition from sophisticated physical competitors

* The relaxation of monopolies.
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The Two Strategies

In view of the above challenges, two core strategies emerge that
postal administrations can adopt at this juncture: one strategy is pas-
sive and the other is proactive (see Table 5.2). These two options are
discussed immediately below.

Table 5.2
Available Options for the Postal Sector in Hybrid Messaging

Passive Proactive

Service Componentr Status Quo Minimal Intermediate Expansionist Exclusive

Electronic Input None Private Private/Subcontracted by PO Either PO

Printing & Sorting Po Either Either Either PO

Physical Delivery PO PO PO PO PO

Service component performed by private sector, public or private postal operator (PO), or either one.

Postal services can choose to remain unchanged and to continue
to engage in the provision of purely traditional services (passive op-
tion). Indeed, in several countries in which the postal service's mis-
sion is narrowly interpreted as the carriage of mail, postal
administrations have been forced to adopt this strategy (see the Chil-
ean Post case study). The danger of adopting this strategy is that
the postal service will be confined to a shrinking role and will be less
able to meet the needs of its clientele. Decreasing mail volumes will
further increase unit operating costs, which will exacerbate the prob-
lems of financial deficits faced by most postal administrations and
will entrap the postal service in a cycle of perpetual subsidies and/or
decreasing quality of service. In addition, as was mentioned earlier,
a large section of the population may be deprived of access to cer-
tain electronic communication mechanisms that only the postal ser-
vice could provide. Choosing this strategy would involve confronting
another crucial issue: namely, will physical mail shrink too far and
too rapidly to support national networks in the future?

In the second option the postal service could choose to capitalize
on the opportunities provided by the various technological advances
(proactive option). By providing an entire range of traditional, hybrid,
and electronic services, the postal sector could not only revive itself
and face the onslaught of competition, but it could also contribute
substantially to the communications infrastructure of the country.
However, this strategy would necessitate a complete restructuring of
the postal operations and the parameters within which most postal
administrations currently operate. The postal sector would need to
be removed from government protection and provided with both the
incentives and the autonomy to behave commercially and to operate
on equal terms with its competitors (see Chapters 3 and 4). Several
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postal administrations that have reformed have already taken this

proactive route.

Hybrid Messaging Systems

Hybrid messaging systems must rely on either the postal service
or its potential competitors for the hard copy elements of the ser-

vice, or they must receive these elements from integrated suppli-

ers that provide both electronic and hard copy message services

and link them up. Therefore, a rigid extension of the monopoly
that currently applies to the transmission of hard copy in most postal

administrations would expand the postal sector's monopoly to one

of the crucial inputs in hybrid services. Private companies in the

telecommunications sector are both for and against the encroach-

ment of the postal service on their domain. On the one hand, the
postal sector could be of substantial help in diffusing several tele-

communications services by educating the general public and by

investing in equipment to connect homes as well as businesses
via the postal delivery system. On the other hand, the private sec-

tor would prefer to maintain its hold over the electronic communi-

cations business. Competitors of the postal service are especially
concerned about the following two issues:

1. The national postal service will try to extend the reach of
the letter mail monopoly to cover electronic communications
or hybrid products, thereby excluding the private sector.

2. The national postal service will attempt to use its letter
mail monopoly to cross-subsidize the hybrid products it

offers, thereby "outcompeting" the private sector via preda-
tory pricing.

Accordingly, a crucial issue is the specification of the entry and

price regulations and the combinations thereof that would lead to the

best intertemporal performance of the combined communications

markets. A significant policy issue revolves around whether the postal
service should provide the electronic communications portion of the

service itself, and, if so, under what conditions it should do so. Typi-

cally the telecommunications industry, like the private courier indus-

try, tends to favor exclusion of the postal service from electronic

messaging services on the grounds that a govemment-subsidized
multi-product firm that monopolizes some markets might engage in

predatory behavior. The compromise that is emerging is that the postal

service should be authorized to enter electronic telecommunications
without its letter mail monopoly and with restraints that are intended
to ensure that its presence does not lead to anticompetitive effects in

the relevant telecommunications submarkets. In the case of Sweden

Post, for example, this dilemma has been resolved because the en-
tire postal sector is completely deregulated, and access prices to the

Post's delivery system are explicitly specified.
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If postal services are permitted to retain their letter mail monopoly
and proceed with the provision of hybrid services, their development
and competitiveness in these markets will nevertheless be hampered
unless the hard copy services that form part of the mix are priced
correctly, both internally (within the postal service) and externally (for
clients or customers). Such a pricing arrangement would require a
set of changes in the structure and regulatory environment of the
postal system that would result in the unbundling of postal services.
Not only should pricing be unbundled and transparent between the
delivery service (the monopoly aspect of the service) and the elec-
tronic value-added activities (which are competitive), but prices should
be based on a cost rationale that reflects the differentiating features
of delivery (such as coverage, speed, and place of insertion in the
mail stream) and should not consist of the application of a flat rate.
This would require sophisticated estimates of the postal service's cost
functions and could also involve the application of multi-product pric-
ing principles to the services the postal sector has to offer (see Chap-
ter 2). Pricing plays an important role in determining the relative rates
of development of various kinds of message services-electronic,
hybrid, or traditional. Proper pricing is essential to ensure that the pie
is as large as possible, so that the greatest benefits are available to
the society.

Even in the provision of hybrid messaging services, the postal ser-
vice has the choice of adopting four strategic options: (1) a minimal
role; (2) an intermediate role; (3) an expansionist role; or (4) an ex-
clusive role (see Table 5.2). The postal sector's activities in each of
these four scenarios are outlined below.

Minimal Role: The postal sector cooperates with the private sector
in the provision of hybrid services that use the existing postal deliv-
ery network, but does not engage in the complete provision of any of
the services themselves. Thus, the role of the postal sector is con-
fined to the provision of regional printing and sorting (possibly) and
physical delivery. The drawback to this option is that the postal sector
may not choose to pass on all the savings that it realizes to either the
user or the sender.

Intermediate Role: In addition to carrying out the above minimal
role, the postal sector is engaged in providing complete hybrid
services that make use of the existing postal delivery network by
subcontracting with private firms that offer the relevant telecom-
munications input. The postal service would develop, operate,
market, and deliver the complete service to the public and would
also accept electronic messages from other firms that meet cer-
tain standards. Thus, the postal service and private firms would
offer competing hybrid services, although only the postal sector
would provide complete physical delivery. The pricing of delivery takes
on considerable significance under this option. By excluding the postal
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service from the electronic portion of the service, this option creates
incentives for the postal service to cooperate with the industry and to
do so on a nondiscriminatory basis.

Expansionist Role: The postal sector uses the existing postal de-
livery network as a base from which to transform the postal service
into a modern information processing company.Thus, the postal sector
is in direct competition with telecommunications sector firms in the
provision of the electronic input (as in Sweden, for example). This
arrangement would require the acquisition of substantial new techni-
cal and management capability by postal administrations. In addi-
tion, the postal service might have to re-evaluate its entire investment
in automation, which is typically directed at processing hard copy
mail. More attention would need to be directed at investment in infor-
mation technology, which represents the products of the future.

Exclusive Role:The postal service offers the complete service (elec-
tronic component, regional printing, physical delivery) on an exclu-
sive basis, and there is no provision for accepting messages in
electronic form from the private sector. Private firms can insert mes-
sages in the mainstream only in physical form. A likely consequence
of this option might be the development of a large subsidized elec-
tronic mail service with a monopoly, which might discourage the de-
velopment of new services and incentives to cut costs. Therefore,
the logic of adopting this option is questionable.

Any choice among future growth strategies would require a complete Conclusion
evaluation of the core competence of the postal service and a care-
fully thought out decision as to what features it should capitalize on in
the light of future opportunities and changes. Most postal services
possess an unparalleled distribution and retail network, which pro-
vides them with a major opportunity to substantially expand the range
of services offered at the postal retail outlets. In terms of the techno-
logical onslaught, however, the core competence of the postal sector
lies in its delivery network. The postal service has unique access to
the household sector through its network of post offices and letter
carriers. The service should therefore pursue opportunities to exploit
its delivery service in combination with existing electronic communi-
cations. The postal service should have the choice of pooling its tal-
ents with those of other organizations that possess complementary
expertise and resources. This would be done through strategic alli-
ances.

Today competition affects every class of mail in the postal sector,
either directly or indirectly. The telephone has done much to under-
cut the monopoly of the postal service, and now the telecommunica-
tions revolution threatens to completely replace several paper-based
transactions. To successfully cope with this situation, as well as with
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the changing needs of customers, postal sectors throughout the world
will have to overcome the following two fundamental obstacles:

1. The internal lack of a market orientation (pricing, new
products, planning, marketing)

2. The extant political and regulatory constraints that prohibit
innovation and/or market access.

148



5. The Technological Revolution: Threat or Opportunity?

Annex 1:
Descrption
Of
Competing

Telex and Telegraph nk
One of the oldest mediums of electronic communication is the telex,
which originated in the early 1930s and whose usage continued to
grow until 1987 (see Figure 5.1 in the main part of the chapter), when

the worldwide total of telex subscribers peaked at 1.6 million. Since
then its use has been declining because of technical limitations rela-
tive to newer text communication mechanisms. Nevertheless, the telex
and telegraph continue to be the main text communication services X

used by developing countries in communicating with each other. This
is especially true of countries in which the public switched telephone
network (PSTN) is too poor in quality to support fax traffic. However,
with the progressive replacement of the telex by other text communi-
cation devices, the installed base of telex machines has declined
substantially since the mid-1980s in the developed world, which indi-
cates that these services cannot be sustained in the long term. In
terms of competing with the postal service, these electronic messag-
ing systems were used mainly for urgent written communications in
the era preceding express mail and courier services.

Videotex

Videotex is a low speed and limited interactivity screen-based ser-

vice used mainly for information retrieval. Although more than 50 coun-
tries have installed this technology, videotex is a predominantly
European technology that enjoyed maximum success in France
(Teletel) and Britain (Prestel). In 1993, France accounted for three-
quarters of the global installed base of 8.4 million videotex terminals.
Accordingly, although worldwide diffusion of videotex has been steady,
it has also been much slower in relation to the growth of other elec-
tronic messaging systems (see Figure 5.1).

This communications device was used predominantly for the distri-
bution of information, such as for telephone directories, and it com-
peted mainly with the distribution of publications, etc., through the

postal service. Recently videotex was seen in a range of new ser-
vices such as home banking and electronic messaging (which also
competes with letter mail). However, a major handicap to videotex
use has been the need for dedicated videotex terminals-which have
traditionally been distributed free of charge. There is now consider-

This annex draws heavily on: ITU, World Telecommunications Development
Report, 1994. 149
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able uncertainty as to whether the videotex system will ever repay
the large investment necessary to sustain this policy of distributing
terminals free. However, with the rapid convergence of telecommuni-
cations, computer, and broadcasting terminals, the need for dedi-
cated videotex terminals may disappear; this would eliminate a
considerable obstacle to the diffusion of this technology.

Facsimile Machines (Fax)2

The rapid growth of the fax machine has been one of the prime com-
munications technology successes of the 1980s (see Figure 5.1).
The development of the fax machine is linked to advances in semi-
conductor chips, data compression, and thermal printing technology.
Although a fax is not legally an original document, the speed of its
transmission gives it a substantial advantage over mail. In develop-
ing countries a constraint on the use of faxes is the poor quality of
telephone lines. Nevertheless, the spread of facsimile use has fewer
constraints than other network-based communications services which
are dependent on the PTO network or standardization. This is be-
cause the fax is primarily a terminal-based service as opposed to a
network-based service. In addition, the facsimile does not require
major investment in new infrastructure and is not restricted to coun-
tries in which the switching systems are fully digital. Users are there-
fore able to choose, install, and apply the technology without
assistance from PTOs.

The transmission of facsimile messages can be mixed (involving
hard copy and electronic transmission) or purely electronic, depend-
ing on the equipment on which the fax is being received and stored.
The translation of coded fax signals into the kinds of electronic sig-
nals that computers are capable of processing and storing facilitates
effective management of information via the fax. Thus the computer
interface facilitated by the fax is a function that goes beyond the mere
transmission of written messages. Additional features that enhance
the utility of fax machines are that these machines can use regular
paper, they permit the use of color, and they can store messages to
be transmitted at a later point, thereby economizing on telephone
costs and reaching people conveniently in other time zones.

Compared to the mail, faxing may not prove cost-effective for all
users. Users who send documents infrequently, or for whom the time
factor is not urgent, will still find it cheaper to mail documents. Invest-
ing in a commercial fax machine and a dedicated phone line is worth-
while for businesses that communicate frequently, even with the
equipment costs and other costs that accompany faxes. Depending
on the type of machine, the time required to feed the fax machine can

2This section draws on: Richard B. McKenzie, "Communications, Just the Fax
- Ma-am!" American Enterprise, March/April, 1993.
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be significant. However, the mushrooming of intermediaries that pro-
vide fax services for a fee is removing obstacles to accessing this
communication device.

The majority of fax machines in use are commercial machines. In
the past, the expense of investing in a fax machine may have kept
consumers from joining the "fax revolution." However, with the ad-
vent of personal computers and answering machines that have built-
in fax machines at a nominal cost, and because a telephone line
does not have to be dedicated to the fax machine any longer, the
expenses associated with fax use are dropping sharply. Faxing is
likely to become cheaper as long as machine prices and long-dis-
tance telephone rates continue to fall. Thus, fax use is spreading
from businesses and institutions to the household level fairly rapidly
and is thus affecting every class of letter mail. The fax has been rap-
idly adopted by many developing economies, particularly those that
are export-oriented or that have a large tourism industry.

E-mail/Internet Services

This major computer-to-computer electronic messaging technology
has flourished in the late 1980s and the 1990s (see Figure 5.1). E-
mail is superior to other electronic messaging services because it
preserves most of the features of the original text and permits file
transfer and re-editing. E-mail users can conveniently and economi-
cally communicate with users within the same network. It is also pos-
sible to translate messages across networks at additional costs. Some
hosts are connected on-line with commercial data sources that are
accessible through E-mail. Thus, like faxing through a computer, this
form of communication not only bypasses the mailing of hard copy,
but also facilitates information management. Moreover, it is increasingly
possible to conveniently interconnect across international systems.

In some countries private telecommunications companies provide
electronic mail to individual subscribers. Some countries also have
ongoing coordinated efforts among businesses, governments, and
universities to transfer information from one computer to another,
which permits access to a wealth of information. In 1994, 59 coun-
tries had direct E-mail connectivity through internet hosts, and an
additional 68 countries had indirect connectivity through other net-
works. The internet operates predominantly over leased lines rather
than over PSTNs and is therefore capable of providing better quality
transmission links than those of other text communication services.

Within a single network, E-mail communication is much cheaper
than faxing, although different addresses and interconnections among
networks can cause significant cost differentials. Direct electronic
mailing between personal computers is far more rapid than faxing
and holds the promise of supplanting faxes in the future. Both E-mail
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and the fax are usually less expensive than telex and are far cheaper
than express mail. However, express mail has the advantage of car-
rying originals and can be cheaper than a fax or telex if a large docu-
ment is involved. But express mail is slower than both the fax and
E-mail and can seldom match the cost of E-mail within a single net-
work. Because the internet does not have volume-based tariffs, and
because it bypasses the problem of high rates for international calls
by using flat-rate pricing, it is ideally suited to developing countries.
However, because E-mail use requires (1) rudimentary computer lit-
eracy, (2) an up-front investment in computer equipment, and (3) for
most users, the additional costs of linking up to the internet, a wide-
spread diversion of letter mail to electronic mail has not taken place.

Electronic Transaction Systems

Electronic transaction systems are used for communication in cases
where speed, accuracy, and authentication of amounts and identities
take on paramount importance. Many transaction systems are finan-
cially oriented, and their formats are standardized and messages are
brief. Hard copy or paper transaction systems are much slower than
these electronic systems. In addition, these systems can confirm trans-
actions instantaneously as the transaction is conducted. The two major
electronic transaction systems are (1) funds transfer; and (2) elec-
tronic data interchange.

Electronic Funds Transfer (EFT): Mail from residential customers
to businesses is threatened by EFT, which makes possible payment
of bills or electronic transfer of funds among financial institutions with-
out the posting of a check. This is made feasible by the use of auto-
mated bank transfers. Employers are also encouraging the direct
deposit of payroll checks into bank accounts. In addition, several
banks, savings and loans, and other financial institutions are offering
a "pay by phone" bill-paying service, facilitated by the use of credit
cards. The use of Automated Teller Machines and credit cards also
substantially decreases the need for financial correspondence by mail.
Thus, EFT represents a potential threat to the absolute volume of
business mail in countries in which the postal service is heavily uti-
lized for financial correspondence. However, it is ironic that, because
of lack of speed, security, and reliability, the postal service in many
developing countries is rarely used for financial correspondence and
is, therefore, currently immune to the threat posed by EFT.

Electronic Data Interchange (EDI): EDI is a computer-based billing
and accounting system used for. sending standardized format elec-
tronic business documents. Since data transmission is between com-
puters, the system also facilitates effective data exchange, storage,
and management. EDI is used mainly for purchase orders, bills, re-
ceipts, notifications of financial transactions, and responses that in-
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clude payment checks. Thus, the use of EDI also has the potential to
divert a significant amount of business correspondence away from
the postal sector. However, because EDI is a network-based service
and its use requires a PC terminal, a modem, a telephone line, the
EDI software, and a subscription, its use to date has been confined
predominantly to developed countries.

Broadband Communication

The development of broadband communication will transform most
technologies into multimedia networks capable of carrying video and
other image-based services, high speed data communications and
other computer-to-computer traffic, and voice and text communica-
tions. Growth in broadband communication is dependent on the ad-
vancement of data compression technology (or large-scale recabling
with fiber) or the diffusion of software-defined intelligent switching
standards, such as Asynchronous Transfer Mode (ATM).

The development of broadband communication is part of a more
general trend toward the convergence within the information industry
of its three formerly separate sectors: telecommunications, comput-
ing, and broadcasting. A technical convergence is occurring in the
way information is communicated. When all three sectors are able to
receive and transmit information digitally, there will truly be a single
information industry. A functional convergence in the use of services
is also taking place. In addition to interpersonal communication, tele-
communications networks are being used for entertainment, adver-
tising, videoconferencing, information retrieval, education, banking
services, home shopping, etc. It is not difficult to imagine the poten-
tial for substantial replacement of each and every class of mail by the
development of such systems.

Media and Broadcasting

Bulk mail or advertising mail in the postal sector also faces direct
competition from the print and electronic media that carry advertise-
ments to potential customers (telephone canvassing, print media, and
broadcasting). On the other hand, while the print and electronic forms
of advertising have grown rapidly, so has the volume of direct mail in
developed countries. In comparison with media and broadcasting
services, however, advertising through direct mail has the potential
to target specific audiences. The advancement of information tech-
nology in formulating updated and current mailing lists of various con-
sumer attributes has also benefited the postal service in this niche.
However, in addition to indirect competition from the media and broad-
casting in direct mail, postal administrations frequently face direct
competition in this arena from alternative mail delivery services, es-
pecially when the postal monopoly does not encompass bulk mail.
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Introduction
to the
Case Studies

T his study has reviewed and analyzed in detail the reform experience of six ccuntries:
Australia, Canada, Chile, Singapore, Sweden, and the United Kingdom. The postal
services of all these countries have gone through varying degrees of reform and are at

various stages of their reform process. One point that must be stressed at the outset is that all
of the six postal services consider that their reform program has not yet been completed.
Some of these countries, such as Canada and the United Kingdom, embarked on their reform
program many years ago and are still grappling with some serious issues.

The case studies are not intended to give the reader a view on how to reform. Instead, the
purpose of this part of the report is to summarize the experience of six major reforms in the
world's postal sector, and to bring to the fore some major issues and lessons regarding the
specific case studies. Each case study offers different lessons, poses different issues with
regard to reform, and, more important, explains the approaches that postal services have
taken to improve performance even when they have been faced with widely differing legal,
institutional, and regulatory environments and policy bottlenecks.

This part of the postal reform study begins with the case of Singapore Post, which is a good
example of how a postal service, together with the government as the owner and the regula-
tor, has developed a policy framework that is symbiotic and fosters continuous performance
improvement. Singapore Post could not be called a typical postal service. In the first place, it
services an island-country with its own special demographics; thus, the Post's delivery eco-
nomics are quite different from those of most postal services. Second, Singapore Post is
integrated with Singapore Telecom in its corporate structure, although the Post operates inde-
pendent of the Telecom.

However, the case of Singapore Post provides interesting lessons for reformers. Of particu-
lar note is the relationship among the operator, the regulator, and the government. How these
three parties have uniformly helped the development of the postal sector in their homoge-
neous approach to objectives and policies is explained in the case study. This relationship has
been one of the primary enablers of performance improvement. Singapore Post has achieved
ongoing performance improvements through enhanced commercialization programs and has
also been focusing recently on technological reform. The postal service recognized early on
the importance of technological integration in the mail market and is equipping itself to be-
come a major player in the communications industry for the future paperless society. Singapore
has not completed its reform journey. Some issues relating to regulation, competition, and
institutional arrangements may be revisited in 2007 when the Post's exclusive license to oper-
ate letters and postcards expires.

The case of Correos de Chile, on the other hand, is a contrast to the case of Singapore Post.
Correos de Chile is an example of how a postal enterprise is managing to improve perfor-
mance despite an unclear legislative and regulatory regime. The Chilean postal service orga-
nization has focused on enterprise reform and has been able to improve its revenue and
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productivity, having invested heavily in the system and having provided its employees with
more training. However, the extent of Correos de Chile's reform can only proceed up to a point:
the country must now implement a suitable enabling environment. In this regard, one of the
first challenges will be to develop a sound postal legislative and regulatory framework. As in
Singapore, in Chile the government, the operator, and the regulator should work together
toward sector development.

Sweden Post is a bold example of reform, particularly from the viewpoint of regulatory reform.
It is one of the very few countries, and the second in the world, to completely remove the postal
monopoly. Although this might appear unpalatable for many developing countries, the process
that Sweden went through in addressing issues of regulation and competition is relevant to all
governments considering reform. For example, Sweden is one of the few countries in the world
to have undertaken a systematic analysis to isolate the cost of providing postal service to
remote areas and of providing the other public service obligations that are mandated by the
government. The results of this analysis formed the basis for the government and the operator
to decide on regulatory policy for the postal sector. Sweden is also a pioneering example of
technological reform. Its adoption of hybrid mail is one of the highest in the world and is growing
rapidly.

Australia Post has just completed the third phase in its reform. Through its phased ap-
proach, the Post has ensured its ability to fulfill its social obligations while focusing on improv-
ing commercial performance. Australia Post, unlike Sweden Post, has taken a cautious approach
with regard to regulatory reform. Although Australia recognizes the importance of competition
to increase market-driven, commercial discipline in the postal service, because of the country's
demographic structure, the government has introduced regulatory reform slowly. In the third
phase of the reform, Australia Post has introduced a limited form of interconnection, thereby
increasing competition in the upstream functions of the postal service. The corporatization
success of Australia Post is a good example for countries that are inclined toward a phased
approach to reform.

The case of the British Post Office highlights the need to free the postal service of unneces-
sary regulatory and institutional constraints to ease the way for further development in the
postal service. The British Post Office has achieved a great deal through its early enterprise
reform. It is one of the leading postal administrations in terms of service performance. Never-
theless, for the Post Office to respond effectively to changing market needs and industry dy-
namics, controls placed by the government need to be eliminated. This is one of the problems
that postal services face today- as the commercial segment of the postal business becomes
overwhelmingly dominant, the usefulness of government ownership and control is question-
able.

The last case, Canada Post, is an example of how commercialization has improved the
financial and market performance of a postal service that had been mired in a dismal state of
deficits and poor delivery performance. Canada Post is another postal service that has taken
technological reform seriously.
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W Singapore Post:
An Enabling
Environment'

With the growing worldwide trend for postal services to move
away from functioning as public service administrations
and to operate more as commercial businesses, postal

services have had to become customer-oriented, rapidly responsive
in crucial areas, and capable of financial viability. For such a transfor-
mation into a dynamic and progressive organization to take place,
postal administrations must become less bureaucratic, must be able
to mplement actions and ideas rapidly, and must become more inno-

vative and more personal. In these respects, Singapore Post, which
is a good example of successful commercialization and which may
prepare for eventual complete liberalization of the sector, is well able
to share its experience.

S ngapore Post is a highly unusual case because of ongoing pro-
gressive reform measures that have been taken despite the fact that
Singapore is one of the few countries in which the postal service has
provided the public with a good quality of service at affordable rates
and has been financially successful as well. Nevertheless, in antici-

pation of a rapidly changing and increasingly competitive environ-
ment, Singapore's postal development policy has kept one step ahead

of events by providing Singapore Post with both the guidance and

the latitude to continually improve itself in order to compete. Thus, in
contrast to most countries, in Singapore reform in the postal sector

has not been targeted to redress a crisis situation. This is primarily

evident in the fact that public policy has maintained an arm's length
relationship regarding the Post's operations and regulation has been
directed exclusively at developing the postal sector in the interests of

society. Thus, the case of Singapore Post not only provides the ex-

ThSi case study is based on research undertaken by John Mulligan. UPU con-
sultant, and John Lee, Gary Halpin, and Donald Dickie, of Canada Post Sys-
tems Management Limited. i n r5T

contrat to mst coutries,in Sigaporereformin thepostalse157



Redirecting Mail: Postal Sector Reform

ample of a postal service that has taken the appropriate steps neces-
sary at each stage to maintain its competitiveness but also highlights
an enabling policy environment that has fostered postal development
by both initiating and facilitating the reform process.

The Republic of Singapore is an independent city/state, located
off the tip of the Malay Peninsula and connected to Malaysia by a
causeway. Formerly a British Crown colony and then part of the
Federation of Malaysia, Singapore became independent in 1965.
Singapore is a parliamentary democracy and has enjoyed unusual
political stability, as the same prime minister and political party
ruled the state for over 30 years. Although a new prime minister
took office in 1990, there was no change in the ruling party. This
situation has no doubt fostered a single-mindedness and consis-
tency with regard to public policy planning and direction.

Singapore is a compact, entirely urban, modern city/state. The
nation is contained principally on the Island of Singapore and cov-
ers approximately 641 sq km. It is densely populated (2.873 mil-
lion people, or approximately 4,482 people per sq km) and has a
literacy rate of approximately 90 percent. The small size of the
country, and its consequent lack of a rural/urban division, and also
its high population density, make the national delivery of postal
services comparable to city deliveries in most countries.

In the 1970s Singapore's GDP grew on average by 8.3 percent
annually and in the 1980s it grew by 6.7 percent annually. Since a
recession in 1985, Singapore has continued to experience a
healthy, sustained economic growth. The economy was expected
to grow by 6 to 7 percent in 1994, and was forecast to maintain a
growth of 6 to 7 percent in the following five years. In 1992
Singapore enjoyed a GNP per capita of US$15,730, which put it in
the category of a high-income economy.

A large part of the success of Singapore Post may thus be at-
tributed to the country's unusual geographic and demographic fea-
tures, the consistent public policy toward the postal sector, and
the robust economic growth that the country has experienced.
However, the dismal condition of the postal sector in most coun-
tries, developed and developing, indicates that the existence of
favorable external factors is not sufficient for the establishment of
a quality postal service. Accordingly, the story of Singapore Post
highlights the significant role in the development and transforma-
tion of this sector that was played by the postal service's efforts to
constantly improve its performance, and the government's fore-
sight in its policies regarding postal development.

1 58



Case Study 1
Singapore Post: An Enabling Environment

The evolution of Singapore Post, which deviated greatly from the The
pattern followed by most postal administrations,2 was marked by sev-
eral distinct events. The distinct phases experienced by the Post show Evolution of
how its development intertwined with that of the telecommunications Sig
sector, and also illustrate its transforming organizational form over Smgapore
time (see Figure 1). Post

Singapore Post has a long and eventful history that dates back to
the founding of Singapore in 1819, when a single mail office manned
by just three people collected and delivered the small volume of let-
ters. With the flourishing of trade and commerce and a correspond-
ing growth in the letter volume, the postal service evolved into a

separate government department in 1858. From 1949 to 1965 a co-
lonial postal system was imposed during which time Singapore and
the Federation of Malaysia formed a single postal area. Following its
independence in 1965, Singapore took over its own postal function in
stages and was admitted to the Universal Postal Union (UPU) in 1966.
In 1967 the Singapore Postal Services became an autonomous body
with its own Postmaster General. The postal service and the interna-
tional and domestic telecommunications services operated as three
distinct government departments within the Ministry of Communica-
tions. In 1972 the Post Office Savings Bank was separated from the
Postal Services Department and commenced operations as an inde-
pendent statutory corporation.

Figure 1
Phases in the Evolution of Post and Telecommunications
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2 For examples, see Chapter 3 on Corporatization of the Postal Service.
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While Singapore Post's status continued relatively unchanged, in
1972 telecommunications was transformed from a government de-
partment into a statutory board3 called TAS (Telecommunications
Authority of Singapore), and in 1974 international and domestic tele-
communications services were consolidated into TAS (see Figure 1).
The telecommunications service was incorporated in order to facili-
tate commercialization of the sector by granting it more autonomy
and holding it to financial self-sufficiency. The next major event in
Singapore Post's evolution took place in 1982, when the Postal Ser-
vices Department was merged with telecommunications. Thus, as
part of TAS, the Post also became a statutory board. This merger
signaled the government's recognition that the postal service, like
telecommunications, could be run as a business along commercial
lines. This merging with telecommunications was also meant to pro-
vide a shelter for Singapore Post during a period crucial to its devel-
opment. Thus, unlike most other countries, where the combined P&T
form is traditional and is increasingly being dismantled, in Singapore
there was a converse situation.

The next watershed in the evolution of postal services occurred in
1992 when the TAS Act was passed. This Act provided for the follow-
ing three fundamental changes:

1. The establishment of an independent regulatorretaining the
name TAS

2. The corporatizationof the telecommunications and postal ser-
vices through the creation of Singapore Telecommunications
(Telecom) Ltd. and Singapore Post (Pte) Ltd.

3. The establishment of Singapore Post as a subsidiary of
Singapore Telecom.

These events marked the formal separation of the ownership, op-
eration, and regulation of both the postal and the telecommunica-
tions services in Singapore. Consistent with Singapore's prior history
of pioneering the reform process, in October 1993 Singapore Telecom
was partially privatized and became a public limited company.4 This
event points to the government's willingness to loosen the reins on
ownership, although it is still the majority shareholder. Singapore Post
remains a private limited company and its shares have not been of-
fered in the market; therefore, the Post is still a subsidiary of Singapore
Telecom, and whether it will follow the route of privatization taken by
Telecom remains to be seen.

For a description of the broad legal classification of state-owned enterprises, see
Chapter 3.

'Eleven percent of its shares were sold to the public.
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Prior to 1992 the government directly regulated the postal and tele- Regulation
communications sectors.5 In 1992 the passage of the TAS Act pro-
vided for the creation of an independent regulatory authority (TAS), of the Post
which remained a statutory board responsible to the Minister of
Communications and under the direction of a government-ap-
pointed Board of Directors. The Board consists of representatives
from business, labor, customer groups, and industry. TAS, a small
organization with a staff of 130 in 1992, is completely self-financed
through its licensing and frequency fees and through investment
income and therefore maintains complete financial autonomy from
the government.

As an independent regulator, TAS carries far more credibility as
an impartial body than does the government, both with the public
and with the postal and telecommunications licensees. It is worth
noting that while several countries have separated the function of
operation from ownership through corporatization of the postal
services, very few have separated regulation from ownership by
establishing an independent regulatory authority. In this respect,
the establishment of TAS is a progressive move in the reform of
the postal and telecommunications sectors and is meant to pave
the way for gradual liberalization.

In its new role, as defined by the TAS Act of 1992, TAS serves
two principal functions as both a regulator and a promoter of the
postal sector. In its capacity as a regulator, TAS must ensure that
Singapore continues to enjoy a high standard of postal service at
reasonable prices, as it guides the transition to a more competi-
tive environment in this service. TAS has granted Singapore Post
an exclusive license to provide postal services for letters and post-
cards until the year 2007, and a non-exclusive license for these
same services through the year 2017. It is anticipated that full com-
petition could be permitted for letters and postcards in 2007. All
other items, such as parcels, advertising material, and courier ex-
press items, are open to competition.6 Licensing conditions require
Singapore Post to provide a nationwide postal service and to com-
ply with the TAS price control arrangements and standards for qual-
ity of service and network performance. TAS is also empowered to

5The description of TAS focuses on its role with respect to the postal sector. TAS is also respon-
sible for regulating the telecommunications sector and managing the radio frequency spec-
trum of Singapore.

6On April 1, 1995, TAS partially liberalized the letter mail market by granting courier companies
licenses to provide express letter delivery services. With this liberalization, more than 100
new operators offered the service. This move signals the Authority's willingness to respond to
market demand. Indeed, TAS is constantly reviewing the need to open the market to compe-
tition and has introduced appropriate measures which benefit the postal industry and the
users and also improve service quality. However, any latitudinal changes on the monopoly
can only be implemented after the 15 year exclusivity granted to Singapore Post expires in
2007.
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charge an initial and recurring annual license fee from its licens-
ees. It is understood that the license fee for Singapore Post is a per-
centage of the annual total sales, subject to review from time to time.

TheTAS Act specifies a clear mandate for TAS, which encompasses
the following requirements with respect to the postal service:

* Ensuring the provision of good and sufficient domestic and
international postal services

* Issuing licenses to operators of postal services

* Regulating rates while ensuring efficient services and rec-
ognizing the necessity for independent financial viability on
the part of the operators

* Promoting the development of postal services in accor-
dance with recognized international standard practice and
public demand

* Representing Singapore in international postal matters

* Advising the government on all postal matters

* Furthering the advance of technology relating to postal
systems.

TAS follows an ongoing policy of progressive market liberalization
in both the postal and the telecommunications sectors. The objec-
tives of liberalization are to facilitate greater product choice, more
competitive pricing, higher standards of service, and greater innova-
tion in the range of services and products made available to the pub-
lic through competition. Thus, the process of deregulation of the postal
sector is regarded as eliminating the barriers to positive change. The
self-stated goal of TAS is to support Singapore's aim to become a
global hub for business and commerce by making Singapore a glo-
bal hub for communications.

Monitoring the Quality of Service

As the regulatory body for the postal sector, TAS sets standards to
keep services and infrastructure in Singapore in line with the latest
global advances. The standards set by TAS for all the products and
services provided by Singapore Post are intended to provide supe-
rior service in terms of competitive pricing, availability, accessibility,
quality, and variety. TAS works closely with international bodies com-
mitted to developing standards, and participates in meetings of inter-
national and regional postal bodies to ensure the coordinated
development of standards between postal administrations.

Besides setting standards, TAS engages in the monitoring of do-
mestic and international mail and counter services. Performance in-
dicators measured byTAS include various aspects of service quality,
such as mail delivery time, queuing time for counter services, etc.
Independent consultancy firms are commissioned by TAS to conduct
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customer surveys and other quantitative measurements to examine
the performance of these services. Opinion surveys provide further
insight into customer satisfaction and expectations. Results are then
compared with those of major operators around the world, which en-
ables TAS and Singapore Post to jointly improve the quality of the
services provided to consumers and businesses in Singapore. In this
way, TAS aims to stimulate greater efficiency in existing services as it
promotes the introduction of new services.

TAS has interpreted its responsibility to guarantee the provision of
"good and sufficient" postal services as stipulated in the TAS Act rather
broadly. Thus, it considers anything that affects the national interests
with regard to postal services to fall within its purview. Accordingly,
any changes that might materially affect the delivery and retail net-
works or that might restructure service standards must be approved
by TAS. In addition, Singapore Post must keep TAS informed of any
new business developments, including the introduction of new prod-
ucts and the formation of alliances.

Thus far, TAS has not intervened in any of Singapore Post's major
business decisions. For example, Singapore Post has been free to
consolidate costly outlets in unprofitable areas outside of the central
business district and to increase the smaller, retail-only outlets in
business areas. Moreover, TAS has not restricted Singapore Post
from diversifying into non-postal product areas or entering into alli-
ances with other companies to provide value added products and
services. Since the Post and TAS have been in agreement regarding
the development of the Post, no conflict between them has arisen to
date. Nevertheless, given the broad jurisdictional authority that TAS
holds over the Post, it remains to be seen whether the Post's au-
tonomy would be eroded should a difference of opinions arise.

Regulating Tariffs

An important component of TAS' responsibility is to monitor the prices
of Singapore Post's monopoly products to ensure that they are af-
fordable for the public.7 Prior to the establishment of TAS, an explicit
mechanism for tariff increases was not followed. This is evidenced
by the fact that in the 18 years prior to 1989 postal rates were kept
constant (see Figure 2).8 To prepare Singapore Post financially for
corporatization in 1992 and to bring rates more in line with actual
cost, the government raised tariffs in 1989 and again in 1991.

7 Unlike the postal services in most countries, legally Singapore Post is not subject to a universal price
requirement. However, Singapore's small size and lack of an urban/rural division minimizes cost
differentials in the delivery of mail, thereby providing no basis for differentiated pricing within Singapore.

Postal rates were kept at 1 00 for 18 years despite inflation because the Post was able to sustain itself
through productivity gains arising from the legislation in 1971 which mandated the provision of cen-
tral letter boxes at ground level for any high rise establishment above four stories.
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Figure 2
Trends in Tariffs for Basic Letters, 1971-95
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In 1992, TAS developed an explicit mechanism to raise Singapore
Post's tariffs, which involved benchmarking its tariffs to ten countries
to evaluate the reasonableness of the postal rates for regulated prod-
ucts.9 The proposed postal rates had to be lower than the average of
the median four countries of the ten-country benchmark. In 1995,
TAS switched to a quarterly comparison of Singapore Post's rates
against a three-country benchmark to ensure that Singapore Post's
tariffs are lower than the average tariff of Hong Kong, Taiwan, and
South Korea. In spite of the benchmarking, the rate-setting process
still includes an examination of whether the cost components of the
Post are increasing, and whether the Post is taking steps to become
more cost-effective. Thus, Singapore Post's tariffs are regulated on
the basis of internal cost efficiencies and external tariff comparisons.

Although Singapore Post does not require approval from TAS for
the pricing of its competitive products, any changes in the rates for
these products have to be submitted to TAS one month prior to imple-
mentation for "information" purposes. Similar "advice" requirements
exist for the introduction of new products.

Promoting the Development of the Sector

TAS considers automation the key to promoting efficiency in the Post
and fully supports Singapore Post's plans to automate, where pos-
sible, in order to improve postal services provision and to keep up
with world trends in modernizing postal equipment and networking.
TAS helped launch a new postal code system to ease the mechani-

9The countries in the ten-country benchmark were the United Kingdom, the
United States, Australia, Malaysia, Indonesia, Japan, Hong Kong, New
Zealand, Taiwan, and South Korea.
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zation of the sorting process for individual addresses, with minimum
inconvenience to the public, TAS also urged envelope manufacturers
to produce standard sizes to aid the automation process. In addition,
TAS has supported Singapore Post's initiative to launch Postal Auto-
mated Machines (PAMs) in 1994; these self-service post office termi-
nals offer customers the convenience of 24-hour service. TAS aims
to spur the development of a modern and up-to-date network of post
offices and is promoting the widespread use of technologies and sys-
tems so as to provide an integrated, modern universal postal service.

TAS is also aiding the development of Singapore Post and the postal
sector by confining its regulation to ensuring that rates are affordable
and service quality is high. Thus, TAS is unconcerned with capping
Singapore Post's returns, as is evident by the Authority's approval of
the 1995 rate increase despite Singapore Post's consistent high prof-
itability (see Figure 12). It is highly unusual for an independent regu-
lator to allow financial returns of this magnitude, even when
benchmarks or price ceilings are used as the formal mechanisms for
regulation. An implicit justification for the lack of concern with returns
may be that Singapore Post is very specific about utilizing retained
profits for improving future service. The Post has declared that prof-
its (after dividends) are transferred to its reserves and then are
ploughed back for re-investment in the postal infrastructure to sup-
port future growth.TAS may implicitly permit Singapore Post to achieve
high returns because these returns, in the form of investments in
infrastructure, will serve the consumer better in the future. In addi-
tion, by allowing the Post to retain residual profits, TAS ensures the
maintenance of incentives for further efficiency improvements. Thus,
the unconventional regulatory philosophy followed by TAS appears
to have helped the development of the sector as a whole.

Because Singapore Post has been able to fund all of its invest-
ment through retained earnings rather than resorting to external bor-
rowing, it has economized considerably. Although the Post has forgone
interest income because of this financing strategy, it has actually ben-
efited from the differential in the interest rate on its earnings and the
higher lending rates charged by commercial banks.10 Figure 3 shows
Singapore Post's gains in the last three years from funding its invest-
ment itself rather than through borrowings. These benefits, which the
Post would not have enjoyed had it not achieved such a high rate of
returns, will continue to increase as the Post's investment levels in-

m For example, in 1995 when the Post invested S$71.2 million it avoided
paying interest rates in the range of 6 to 6.5 percent to commercial banks
on this amount, but incurred an opportunity cost by losing interest income
in the range of 2.5 percent on this amount. Because of the difference in
interest rates, the Post saved S$2.67 million through its investment fi-
nancing strategy (see Figure 3).
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crease over the next few years." The Post anticipates spending
S$529.9 million in the next five years to (1) construct the new
Singapore Post Centre with automated mail processing equipment;
(2) redevelop its delivery bases; (3) purchase post offices and motor
vehicles; and (4) invest in computerization at the post office counters.
This will further enable Singapore Post to upgrade customer service,
enhance productivity, and improve operating margins.

Figure 3
Gains from the Investment Financing Strategy, 1971-95
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Singapore Post's investment financing strategy is accompanied by
the regulation of tariffs to ensure that the tariff levels are below bench-
mark averages. This implies that high levels of returns are not to the
detriment of the customers and that the adopted investment financ-
ing strategy is helping the postal service to keep its tariffs within ac-
ceptable limits at all times.

This unusual regulatory approach on the part of TAS represents a
continuation of the government's policy toward Singapore Post when
it was a statutory corporation. TAS and the government have consis-
tently aimed to ensure that tariffs stay within acceptable limits, that
consumers benefit from a wide range of high quality services, and
that Singapore Post continues to make productivity and efficiency
gains. As long as these conditions are being met, TAS and the gov-
ernment have given Singapore Post the freedom to pursue profit
maximization objectives-especially if these profits are reinvested
into the business for the betterment of the sector.

Thus, one of the major factors contributing to Singapore Post's
success has been the regulatory philosophy, which seeks to protect
the interests of the consumers while allowing the Post to operate
autonomously. The creation of an independent regulator has helped

Singapore Post is expected to invest a total of S$500 million by 1998 to build a
new sorting center.
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to specify and separate the roles, responsibilities, and areas of con-
trol of both the operator and the regular, which has removed the po-
tential for excessive intervention by the regulator and has helped to
further clarify and stabilize the Post's policy environment. Although
TAS does possess considerable authority over Singapore Post in its
regulatory capacity, as long as the Post has met its obligations, TAS
has followed the philosophy of not intervening in the Post's business
decisions or eroding its operating autonomy. If complete deregu-
lation were to be introduced after 2007, TAS would also have the
responsibility of ensuring a level playing field for all competitors in
the sector and ensuring that all parties abide by their duties and
obligations.

As has been mentioned, Singapore is unique in that, whereas most Relationship
governments around the world are currently dismantling the tradi-
tional structure of combined telecommunications and postal depart- with
ments, in Singapore the two services were integrated in 1982. Sing
Singapore Post is presently a private limited company and is licensed apore
by TAS to provide postal services. At the same time, the Post is a Telecom
subsidiary of Singapore Telecom, which became a public limited com-
pany in 1993.12 Thus, Singapore Post's organizational structure and
environment are unusual by world postal norms.

The integration of the postal service with telecommunications was
undertaken so that Singapore Post could benefit from Singapore
Telecom's commercial success during the latter's transition from a
government department to a business-oriented corporation. Since
Singapore Telecom was the first to become a statutory board, it has a
longer history of applying commercial principles to the management
of its enterprise. Singapore Telecom is currently the largest company
on the Singapore Stock Exchange and enjoys worldwide recognition
for its services, and this situation has enhanced the corporate image
of Singapore Post. In fact, the association with Singapore Telecom
has enabled Singapore Post to dissociate itself from the government
and develop as a commercial entity in the public eye.

Singapore Telecom also served as a support while Singapore Post
was building its corporate infrastructure. For example, Singapore Post
shared corporate resources such as personnel, finances, and main-
tenance with Singapore Telecom throughout the 1980s, which allowed
the Post to focus on core aspects of its operations. Immediately after
the merger, Singapore Post made it a priority to improve working
conditions, benefits, and services for its staff. In an effort to become
more decentralized, the Post gave its staff greater freedom to make
decisions. Singapore Post was also able to draw on Singapore

"2 Singapore Post is one of the five subsidiaries of Singapore Telecom which is
akin to a holding company.
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Telecom's human resources pool to staff some of its management
positions. In 1992, with corporatization, Singapore Post was estab-
lished as a fully independent subsidiary with its own management
functions and corporate infrastructure.

Another motivation for the integration of Post with Telecom in 1982
was to harmonize the roles of the two in an environment in which
electronic communications services were rapidly gaining in impor-
tance. Rather than allowing the two services to become involved in
potentially destructive competitive battles over the provision of these
services, the two were merged into one entity with the probable aim
of synchronizing their relative roles in this arena. At present, how-
ever, both companies are providing various electronic communica-
tions services.

Although Singapore Post was initially able to develop rapidly be-
cause of the protection and support provided by Singapore Telecom,
it is unclear whether any future benefits would accrue from keeping
the two companies integrated. Today the Post has come into its own
in terms of financial success, quality of services, and corporate im-
age. Currently, the parent and the subsidiary do not share any corpo-
rate resources apart from a legal division. Both entities pay each other
market rates for services and compete with other private companies
to provide these services. Thus it appears that few, if any, synergies
remain.

Under the current organizational arrangement, Singapore Post
enjoys a high level of operating autonomy with respect to the govern-
ment. In essence, Singapore Post is responsible for providing a re-
turn to its parent, Singapore Telecom, and Singapore Telecom is
responsible for providing a return to its shareholders, the majority
shareholder being the government. Thus, Singapore Post's implicit
financial mandate is to meet its profit targets after paying taxes as
any private corporation does, to have enough cash to reinvest in in-
frastructure, and to pay dividends to Singapore Telecom.13 However,
the Post does not enjoy complete autonomy over its own budgeting
and business planning with respect to Singapore Telecom. The Post's
senior management works closely with the senior management of
Singapore Telecom to establish detailed targets for revenues, oper-
ating costs, and profits, which are subject to Singapore Telecom's
approval. In addition, Singapore Telecom's President, its CEO, and
the Chairman of its Board hold the same positions within Singapore

In 1993 Singapore Post paid a dividend of 5 percent of profits to Singapore
Telecom. Dividends for 1994 were 7.65 percent.
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Post, and Singapore Post's Board of Directors is a subset of Singapore
Telecom's Board."4

The overlap of senior management between Singapore Telecom
and Singapore Post provides a common management approach to-
ward commercialization and a customer orientation, although it is
recognized that the telecommunications and postal businesses are
entirely different. Singapore Post contributed only 8 percent of
Singapore Telecom's total revenue. Since, as has been mentioned,
the integration was intended to help Singapore Post develop its cor-
porate image and commercial infrastructure and become self-suffi-
cient and profit-making, there remain no logical reasons to keep the
two companies together. Currently, however, no steps are being taken
to spin off Singapore Post and establish it as a stand-alone indepen-
dent corporation.

In summary, with Telecom's authority over the Post as its owner,
and with the authority exercised by TAS as the regulator, Singapore
Post's jurisdiction is confined to its own internal operations (see Fig-
ure 4). Singapore Post's apparent autonomy has been due primarily
to the fact that its goals have always been identical with those of the
two controlling entities. While this degree of direct control over the
Post may have been necessary in the early stages of the Post's cor-
porate development, with the absence of explicit regulation, it may
have outlived its usefulness.

Figure 4
Control over Singapore Post

Singapore Telecom TAS
* Budget Approval *- Monopoly Prrcing
* Business Ptanning * Ensure Good and
* Common Board and Sullctent Post Servces

Chairman - Quality of Serge
* Cormon President -Changes in Network

and CEO -Now Poducs
Investments Approval >
S$2 Million (via Board) Alltances

Singapore Post

"4 The President and CEO of the Singapore Telecom Group ceased to be the
CEO of Singapore Post on December 1, 1995, although he remains a mem-
ber of the Board of Directors of Singapore Post. The Executive vice Presi-
dent and General Manager of Singapore Post was re-designated as the CEO
of Singapore Post on the same day.
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Achieving One of the keys to Singapore Post's success has been its focused,
well-planned, and gradual commercialization process. In the 1980s

Efficiency Singapore Post gradually implemented commercial practices under

through the guidance of Singapore Telecom. In 1989, when the government
1 announced that TAS would be the first statutory board to be

Commercial- corporatized, Singapore Post adopted commercial accounting prac-

ization tices and created its own Finance and Personnel Departments in
preparation for reform.Therefore, when the Post actually corporatized
in 1992, the majority of its corporate infrastructure was in place and it
had to create only the sales and marketing, engineering, and com-
puter service divisions. In addition, sufficient rate increases had been
implemented prior to corporatization to ensure that revenues would
suffice to maintain service levels and provide for capital investments.
Investment in infrastructure, especially technological infrastructure
connected to automation and computerization, had already been
undertaken to provide for further efficiency improvements. Thus, in
1992 Singapore Post was well prepared for corporatization.

Throughout its development process Singapore Post has un-
dergone commercialization in order to compete in the marketplace.
Currently, since only 65 percent of its revenues come from its
monopoly services, the Post faces vigorous competition in other
market segments such as courier and express services, admail,
parcels, multiple agency services, financial services, and electronic
communications. DHL, TNT, FedEx, and UPS are all active com-
petitors in the courier and express delivery segments and there is
intense competition from banks in the issuance of traveler's checks,
money orders, and international bank drafts. The Post is also ex-
periencing strong and growing indirect competition in its monopoly
areas from electronic communications devices such as fax and E-
mail. Singapore Post expects the twenty-first century to be an era
of information technology and a cashless society and is accordingly
preparing a niche for itself. Thus, the Post has focused on improving
its operational efficiency and capitalizing on its core competencies,
which are its delivery capabilities and its extensive network of com-
puterized retail outlets. Presently, with the prospect of full deregula-
tion in view, its commercialization efforts have taken on renewed vigor.

Singapore Post's core commercialization efforts are broadly directed
toward the following objectives: (1) enhancing efficiency via restruc-
turing, consolidation, and automation; (2) developing a customer ori-
entation; (3) diversifying its product base; and (4) forming alliances
with other companies.

Improving Operational Efficiency

Even as a government department, Singapore Post was able to pro-
vide efficient services since the government itself was concerned with
promoting economic development. In 1971, Singapore was one of
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the first countries to pass a law that made it mandatory for all high
rise establishments of more than four stories to provide letter boxes
at the ground level. This enabled the Post to improve its delivery
costs considerably. In 1979 Singapore Post implemented a four-digit
postal code system which facilitated mail processing and sorting.
These increases in productivity helped Singapore Post continue op-
erating to 1989 without rate increases.

Singapore Post, with the support of its owner and the regulator,
has always considered that automation and the integration of tech-
nological advances were key to improving its efficiency. Therefore, it
has invested in automation equipment such as Optical Character
Recognition (OCR) sorters, mechanized culling, facing, and cancel-
ing machines, and mechanized parcel and sack sorters. Currently,
30 percent of letter mail and 90 percent of parcels are sorted me-
chanically. Automation generates considerable economies for the
Post, especially since all of its sorting operations have been consoli-
dated in a single facility. In 1990 Singapore Post was given approval
to build the Singapore Post Centre at a cost of approximately S$500
million. When completed, the Centre will comprise office buildings
and a modern fully automated mail and parcels sorting center. With
the proposed new six-digit postal code, the new facility will be able to
automatically sort mail to the delivery sequence of the letter carrier.
Singapore Post has also invested in increased computerization, new
buildings, and increased motorization of its delivery force. The Post
is currently the only company using track and trace for domestic cou-
rier services in Singapore, which gives it a considerable edge in this
market segment.

Labor expenses comprise only 43 percent of Singapore Post's to-
tal expenses, whereas labor costs are typically in the 70 to 90 per-
cent range in other countries (see Figure 5). This is partially because
of Singapore's relatively low network infrastructure requirements,
owing to the country's geographic and demographic features.

However, the low labor costs also reflect Singapore Post's con-
certed efforts to adjust its employment to maximize efficiencies in
collection, sorting, and delivery. For example, the Post has increased
the number of part-time workers in its sorting center in order to adjust
for peak periods. The Post also maintains a lean corporate staff, of
approximately 20 persons, which allows it to reduce overhead costs
and to make decisions and implement new products or alliances
quickly.15 In addition, the Post enjoys a very good relationship with its
work force, since unions in Singapore are commercially oriented and
understand the need for cost reductions and technological change.
In September 1993, Singapore Post concluded its first collective

"For example, E-Post, a new hybrid product, only took eight months to develop
from conception to implementation.
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agreement since corporatization with the Union of Telecom Employ-
ees of Singapore. Performance-based salary systems were imple-
mented in this agreement. Thus, owing to all its efforts, Singapore
Post has experienced a steady increase in labor productivity. This is
manifest in an increase in mail items per employee, which grew by 6
percent annually'6 from 1986 to 1995 (see Figure 6) and in the grow-
ing differential between revenue per employee and expenditure per
employee (see Figure 7).

Figure 5
Breakdown of Expenses, 1994
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Figure 6
Trends in Employee Productivity, 1986-95
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"6On a compounded average growth rate basis.
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Figure 7
Revenue and Expenditure per Employee, 1986-95
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Recently, Singapore Post has been consolidating its retail network
by closing down some of its full-service postal outlets in remote ar-
eas and increasing the number of secondary outlets in the business
district as a means of keeping costs down. The Post is also reducing
the number of delivery bases. All of the above measures have con-
tributed to increased productivity which is visible in the decreasing
expenses per mail item (see Figure 8).

Figure 8
Expenses per Mail Item, 1986-95
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Customer-Oriented Approach

Singapore Post's efforts to improve internal efficiency have not been
made at the expense of quality of service. The Post has realized that
it is necessary to focus on its customers in addition to its internal
operations in order to remain competitive in the marketplace. The
Post began promoting customer satisfaction by implementing new
delivery standards and imposing strict standards on acceptable wait-
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ing times for customers at its post offices.17 To better service its cus-
tomers, Singapore Post also installed PAMs, which are 24-hour self-
service machines. To ensure its commitment in this area, the Post
has hired independent management consultants to determine the
satisfaction level of its customers (see Figure 9).

Figure 9
Indicators of Customer Satisfaction, 1989-94
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Another major component of Singapore Post's customer-oriented
approach is the targeting of customer needs accurately, for which
the Post established a Sales and Marketing Division in 1992 after
corporatization. Although Singapore Post had always taken mar-
ket factors and the viability of each product into consideration, the
Sales and Marketing Division provided the first official and sys-
tematic method of targeting customer needs and developing ap-
propriate new products and services. As an example, when the
Post realized that express mail service represented a high-growth
lucrative segment, it concentrated its marketing efforts on these
products (Local Urgent Mail and Speedpost) and in 1993 experi-
enced an increase in the number of sales contracts of over 150
percent for each of these services.

New Products and Services

With the realization that its monopoly products may be open to full
competition in 2007, and that these products do not represent a high-
growth area for postal services, Singapore Post has initiated a con-
certed effort directed at diversifying into non-monopoly mail products
as well as non-mail products (see Figure 10). Accordingly, Singapore

Singapore Post has had next-day delivery service for a long time. Prior to
1991, however, letters in the central business district had to be posted by
2:00 p.m. rather than 7:00 p.m. for next-day service to apply.
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Post is developing a diverse mix of postal, telecommunications, and
agency products and services. Most of the Post's product develop-
ment has been carried out only in the last two years because of the
rapid development and implementation schedules in place since
corporatization. Therefore, since 1992 Singapore Post has introduced
ten new products and services (of which only two are in the monopoly
segment), which has widened it customer base and improved its im-
age with the public and is strengthening its position in the future highly
electronic market place.

Figure 10
Change in Revenue Composition by Market Segment, 1986-95
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Singapore Post recognizes that its postal outlet network represents
a unique access to consumers and has marketed this network to other
companies. Many of Singapore Post's new offerings are not related
to traditional postal services (see Figure 11). For example, with Post-
a-Gift, Singapore Post works with large commercial customers and
mails out gifts on their behalf. Singapore Post stocks, picks out, and
sends appropriate goods to recipients who are specified by the cus-
tomer, and intends to offer one-stop shopping to its customers. It
also considers the effect of advances in technology on changes in
customer needs when developing new products and services. For
example, with the recognition that Singapore is moving further to-
ward a cashless society, Singapore Post has configured its PAMs to
accept bank debit cards. E-Post, its first hybrid product, merges the
electronic transfer of data with the Post's physical distribution sys-
tem. Since Singapore Post has existed in its present form for only
two years, most of its ambitious expansion into the communications
market is still in the planning stage. Currently, the front line counter
service computer systems offer 17 postal services, 7 telecommuni-
cations services, and 28 agency services.
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Figure 11
Select Products and Services Offered by Singapore Post
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Benefiting from Alliances

Singapore Post considers the utilization of joint ventures and strate-
gic alliances necessary to help it survive in an increasingly competi-
live business. Forming alliances with firms that have the expertise or
technology in areas in which it lacks competencies has helped the
Post to leverage its investment and shorten implementation time
scales. The Post began contracting out services in the 1980s, on the
basis of whether outsourcing was cost-effective and could provide a
high level of service. In the transportation arena the Post has used
competitive bids to select two companies to handle airmail at the
airport and to transport and store mail at the seaport. Recently,
Singapore Post has been working with other companies in informa-
tion technology to create and provide new products and services.
For example, Singapore Post worked with IBM to provide PAMs and
formed an alliance with Datapost to create E-Post. It is likely that, as
Singapore Post continues to diversify away from its traditional prod-
ucts, it will continue to depend on external partners for complemen-
tary technology and expertise.

The Singapore Post serves as an interesting case study because its con-
stant efforts directed at improving its operations have resulted in ex-

Performance traordinary success in terms of both financial performance and quality

of Singapore of service.

Post
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Financial Performance

In fiscal year 1995,18 Singapore Post earned revenues of S$264.6
million and an after-tax income of S$80.4 million, representing a re-
turn on sales of 30 percent and a return on assets of 17 percent.
Since corporatization, Singapore Post has consistently achieved re-
turns on sales in excess of 25 percent (see Figure 12). These are
excellent returns even by private sector standards and they easily
surpass the average for the postal sector, which is loss-making in an
overwhelming number of countries.

Figure 12
Financial Performance. 1986-95
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Superior Service

Singapore Post's financial returns have not been won at the expense
of customer satisfaction and quality of service. Customers benefit
from the following:

1. High delivery standards: Letters and postcards mailed be-
fore 7 p.m. from the central business district (CBD) and
before 5 p.m. outside the CBD are delivered the next day.
Singapore Post's target is to deliver at least 95 percent of
mail within these standards. It has consistently attained this
target (see Figure 13).

8Singapore Post's fiscal year ends March 31 of each year. All dates in this case
refer to the fiscal year unless otherwise noted.
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Figure 13
Delivery Performance, 1986-95
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Note: 1994 was the first year of external audits.

2. Low tariffs: Singapore Post has raised its tariffs only three
times over the last 20 years. In addition, Singapore Post's
tariffs are benchmarked to ensure that they are lower than
the average of selected countries (see Figure 2).

3. Wide range of products: Singapore Post offers a variety
of innovative products and services at its post offices,
providing convenience and one-stop shopping to its cus-
tomers. Besides strengthening the quality of its basic mail
services, the Post has also diversified its product base
to reduce its dependence on traditional products (see
Figure 14).

Figure 14
Breakdown of Revenues, 1986-95
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Singapore Post has achieved the above while experiencing in-
creases in both mail volumes and mail per capita. From 1986 to
1995, the total mail volume increased by a 7.4 percent CAGR (see
Figure 15). From 1987 to 1992, mail per capita in Singapore in-
creased by a 4.6 percent CAGR, which is much higher than the
average growth rates of other high-income countries (0.97 percent)
during the same period.

Figure 15
Growth in Mail Volumes, 1986-95
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Singapore Post has been successful, both financially and in terms Conclusion
of the quality of its service, because of the interaction of two
fundamental factors:

1. Internal commitment within the Post that is directed toward
attaining further efficiencies, maintaining a high quality of
service, and adapting to a transforming environment

2. An enabling regulatory and institutional environment which
has consistently fostered the Post's development.

Initially, the government supported Singapore Post through legis-
lation that contributed to improving sorting and delivery efficiencies.
Then, with the realization that commercialization was necessary to
further improve productivity, the government merged Singapore Post
with the existing statutory board for telecommunications services. After
ten years, the government corporatized the two bodies, thereby grant-
ing them further autonomy. It is because the government has allowed
Singapore Post to develop as a business from the very early stages
that Singapore Post has been able to adapt to a market environment
so easily. Judicious regulation directed at ensuring a good and af-
fordable service has also maximized incentives within Singapore Post
to achieve financial success. In turn, the fact that Singapore Post is
committed to reinvesting its profits in further improvement of the postal
service ensures the welfare of the consumer as well.
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The true test of Singapore Post's competitiveness, however, will
come when it must prove itself under a completely deregulated re-
gime. The Post has been given ample time and support to prepare
for possible complete deregulation of the postal market. The only
choices that exist now are in how competition will be introduced and
what restraints will be placed on the Post in order to ensure the con-
tinued growth of competitors. In addition, when Singapore Post is
perceived by either the government or its parent as having fully de-
veloped, the potential also exists for further changes such as gaining
independent corporate status and being privatized. Thus, as
Singapore Post looks to the future, certain significant transition is-
sues still remain.
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hi Correos de Chile:
Reforming under

Ij Constraints'

T o view the case of Chile's postal service in context it is neces-
sary to understand the geographic, demographic, economic,
and political environment within which it operates. Chile's popu-

lation of 13.6 million (as of mid-1992) is predominantly urban (85
percent) with over 40 percent concentrated in the capital, Santiago.
Chile stretches like a ribbon along the west coast of South America,
with a length of approximately 4,200 km and an average width of only
177 km, spanning an area of 757,000 sq km. The country is bordered
on the east by the Andes and on the west by the Pacific Ocean.

Because of these geographic features, Santiago accounts for 80
percent of the country's mail volume, at about 800,000 items per day.
Outside of Santiago, the population and the mail volume densities
are very low. Most of the mail centers are connected by a highway
transportation network, and only in the far southern and northern
reaches of the country is the mail transported by air. As of 1993, the
Chilean Post serviced a mail volume of approximately 282 million
pieces, equal to a per capita volume of about 20 pieces per year.
Home delivery was supplied to 80 percent of the population by a
delivery force of approximately 1,800 employees.2 The extensive
network of 1,169 postal outlets (most of which are in rural areas) is
staffed by postal employees, and the entire mail processing system
is manual. The above features combine to make the Chilean postal
service extremely labor-intensive.

Prior to the 1980s, Chile experienced a period of considerable so-
cial, political, and economic instability. The early 1970s were charac-
terized by a strong wave of nationalization and expropriation of the

' This case study is based on research undertaken by John Mulligan, UPU con-
sultant, and by John Lee, Gary Halpin, and Donald Dickie, of Canada Post
Systems Management Limited.

2 Letter carriers constituted approximately 30 percent of a work force of 6,009.
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private sector, under the auspices of the Chilean Socialist Party dur-
ing the Allende regime (1970-73). The repercussions of this period,
together with other factors, culminated in a military coup in 1973 which
was followed by several years of severe political repression. Under
military rule, which lasted for 16 years, the government initiated a
policy of drastic financial and trade liberalization, accompanied by a
policy of public retrenchment, as part of an effort to reduce the large
fiscal deficits and to halt runaway inflation. The adoption of wide-
spread liberalization programs involving large-scale privatization of
the state-owned enterprises and reduction of barriers to foreign in-
vestment and trade led to 11 years of uninterrupted growth in Chile.
Accordingly, Chile has become a model for economic reform in Latin
America. Since the reinstitution of democracy in 1990, the Chilean
Government has consisted of an executive branch (the President), a
legislative branch (a bicameral legislature), and a judicial branch.

In the 1970s Chile experienced an average annual rate of inflation
of 187 percent. This hyperinflation slowed economic growth consid-
erably, and the country's GDP grew by an average of only 1.8 per-
cent per annum during this decade. High rates of inflation and
economic uncertainty also led to a sharp fall in gross domestic in-
vestment, which was -2.1 percent per year in the 1970s. During the
1980s, with the relative stabilization of inflation, the economy experi-
enced a turnaround. The period from 1980 to 1992 saw an average
annual inflation of 21 percent, an annual growth in GDP of 4.8 per-
cent, and a corresponding annual increase in gross domestic invest-
ment of 9.2 percent. As of 1992, the per capita GNP in Chile was
US$2,730, which, according to World Bank classifications, placed
the country in the category of a lower-middle-income economy. Cur-
rently, although inflation in Chile still exceeds 10 percent per annum,
it is considerably reduced in relation to past levels. As a result of
these macroeconomic improvements, Chile now possesses a well-
developed transportation and communications system, its popula-
tion enjoys a high literacy rate of 94 percent, and unemployment is a
low 5.5 percent.

Chile has been a pioneer, with one of the most extensive
privatization experiences in the developing world. The country's
privatization scheme began in 1974, when the military government
reprivatized some 250 companies nationalized under the Allende
Administration. The final wave of privatizations, which commenced
in the mid-1980s, focused on the sale of public utilities and large
industrial corporations with the overriding goal of attaining enhanced
efficiency and better services for the public. The majority of the former
state-owned companies are now privately owned.

Despite Chile's progressive efforts directed at reforming the state
sector, its experience with the privatization of large-scale public utili-
ties, and its strong private sector orientation, its efforts to reform the
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postal sector appear to be ineffectual. Lack of reform in the postal
sector may also stem from government neglect of this sector-a situ-
ation prevalent in many countries. As a result, the postal service in
Chile is operating under conflicting legislation, repressive regulation,
and a mantle of strong government control, all of which prevents it
from operating as a truly commercial enterprise. Despite these con-
straints, the Chilean postal service (Correos de Chile) has improved
its performance admirably.

The Chilean postal service is strongly influenced by its external envi- The External
ronment. Its institutional framework is determined by legislation, regu-
lation, and its owner, the government. The postal service is also Environment
affected by its competitive environment.

The Legislative Framework

Current postal legislation in Chile, which was re-enacted in 1982, is
essentially based on the first postal law, which was introduced in 1960.
The postal service in Chile was originally viewed as an obligation of
the state because of a constitutional guarantee of both access to and
security of the post. The service was formerly part of the Ministry of
the Interior and until 1982 was part of a combined government Post
and Telegraph Department. In 1982 the two services were separated
and incorporated into two distinct government corporations,3 Correos
de Chile and Telex Chile,4 respectively.

The 1982 legislation, which defined the legal and company struc-
ture of Correos de Chile, carried over the 1960 postal laws intact and
merely added language specifying the mission of Correos de Chile.
During the 1980s, although there was an ongoing debate about the
extent of reform to be undertaken in the postal sector, legislation con-
cerning corporatization or privatization of Correos de Chile was never
actually implemented. Thus, Correos de Chile still remains a govern-
ment corporation. During the late 1980s, uncertainty regarding
privatization prevented the Post from developing new products or
making investments, which hampered development of the sector. In
contrast, reform in the telecommunications sector was both sweep-
ing and rapid, and appears to have benefited the development of the
sector (see Box 1).

The postal legislation introduced in 1960 gave the postal service a
monopoly over "correspondence," which was broadly defined as the
admission, transport, and delivery of pieces of mail that covered let-
ters, postcards, business documents, newspapers, printed materi-

3A government corporation is more or less analogous to a statutory corporation.
Thus, incorporation brought about only partial corporatization. For the differ-
ence between the various legal forms, see Chapter 3.

4Telex Chile was fully privatized in 1985.
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als, registered mail, and small packages, all of which must weigh less
than 1 kg. However, the same legislation defined another category
called "encargo," which was exempt from monopoly protection.
According to Correos de Chile, the definitions of both correspondence
and encargo are identical except that the latter is not covered by the
monopoly. Since encargo is an unregulated product and there are no
restrictions on competitors, reliable estimates of volume counts or
other indicators of the size of the encargo market are unavailable.
Thus, the 1960 postal legislation, which has been carried forward
into the 1982 legislation, in effect enacted conflicting laws regarding
the monopoly of mail.

In addition to the treatment of the encargo category, the postal sector
was further opened to the private sector in 1980 by the military
government's passage of a Supreme Decree.This decree introduced
the concept of "transport upon request" which, while it did not desig-
nate a specific product, allowed private companies to transport mail
that would normally be under monopoly protection. Although the Su-
preme Decree does not have the ability to supersede law (i.e., the
1960 and 1982 postal legislations), it apparently carries the full force
of law even today. This decree appears to have been motivated by
pressure from the business sector to have the government officially
permit competition in the postal sector.Thus, as a result of the encargo
category and "transport upon request," the legal environment with
respect to the postal monopoly is extremely contradictory and un-
clear. This lack of clarity creates tremendous uncertainty for both
Correos de Chile and its competitors.
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Box 1 Reform in the Telecommunications Sector

In comparison with the slow evolution of the postal service in Chile, it is interesting to study the
progressive development of the telecommunications sector during the same period. In keep-
ing with the liberal economic reform policy, in 1978 the National Telecommunications Policies
Act was passed, which allowed the government to grant concessions, licenses, and permits for
the provision of telecommunications services. This law was followed by the 1982 General Law
of Telecommunications, which provided the basis for competition in all telecommunications
services.

Passage of this legislation led to the privatization in 1988 of all state-owned telecommunica-
tions companies, including Companiia de Tel6fonos de Chile fCTC), which provides most of the
domestic local services, and Empresa Nacional de Telecomunicaciones (ENTEL), which pro-
vides the majority of the country's domestic long-distance services and until recently was the
sole concessionaire for international services. As of 1993, both CTC and ENTEL were fully
privatized and there was substantial foreign equity participation in their ownership.

Since the privatization, turnover in the Chilean telecommunications market has been grow-
ing at an annual rate of 14 percent, about twice as fast as the overall economy There is also
clear evidence of an upturn in investment spending. Between 1989 and 1992, investment
averaged more than 60 percent of revenues. This is reflected in the growth rate of main lines,
which rose from 7.5 percent per year between 1982 and 1988 to more than 25 percent per
year since 1989. As a result, in 1994 Chile had a level of telecommunications spending as a
percentage of GDP which was higher than the regional average for the Americas. Thus, the
liberalization and privatization of the telecommunications sector have proved beneficial to the
sector's development.

Source: World Telecommunications Development Report, 1994.

The Regulatory Environment

As has been mentioned, the legislative environment in Chile is unique
in that the legislation applying to the monopoly of Correos de Chile is
contradictory and is also not enforced. According to postal legisla-
tion, Correos de Chile itself is responsible for enforcing its own mo-
nopoly. However, it has chosen not to do so for two fundamental
reasons:

1. Strong support for private business exists in the Chilean
culture

2. Both the contradictory postal legislation and the Supreme
Decree have created a legal environment in which the suc-
cess of any of Correos de Chile's efforts to enforce its own
monopoly appears dubious.

In fact, currently Correos de Chile has challenged the interpreta-
tion of the 1982 postal legislation, and among its proposed changes
is the complete deregulation of the postal sector.
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The government regulates the pricing of monopoly products, which
include letters, registered mail, printed matter, and small parcels. Other
postal products, such as parcel post, giros, express mail service, and
international mail, are not subject to rate approval by the state. Al-
though only the maximum prices for services covered by the mo-
nopoly need approval, this category covers a significant proportion of
the total revenue. The rate proposal (as well as the margin for each
product) is developed within the Post by a cross-functional commit-
tee composed of the Planning Advisory Department and the Finances
Department and coordinated by Commercial Management. After ap-
proval by the Post's Board of Directors, the rate proposal is submit-
ted to the Ministry of Transportation and Communication. The Ministry
and the Post then negotiate rate increases which are given final ap-
proval by the Executive Board or the President through a Presiden-
tial Decree.

The rate proposal developed by the Post is supposed to be based
on market considerations, company policy, and national public policy.
However, the philosophy followed by the government in regulating
the postal service's basic tariffs appears rather unusual in that
affordability does not appear to be a primary consideration. Despite
the achievement of returns on sales of over 20 percent by Correos
de Chile over the last decade (see Figure 1), postal rate increases
during the same period consistently exceeded the rate of inflation
(see Figure 2). This strategy has made the Post unusually profitable
relative to other state-owned companies in the past. However, as of
1993 the Post believed that it had reached a stage at which rate
increases based solely on inflation would suffice for it to attain its
profit targets.

Figure 1
Profitability of the Post, 1986-94

Return on Sales before Taxes and Postal Levy
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Figure 2
Rate Increases Relative to Inflation, 1986-93
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Relationship with the Owner

The 1982 postal legislation defines the legal and corporate structure
of the Post. Correos de Chile, which is fully owned by the govern-
ment, reports to it through a Board of Directors composed of five
individuals appointed by the President of the Republic. The Ministers
of Transportation and Economics may each recommend two Board
appointees. The Board elects its own Chairman and appoints a Gen-
eral Manager to run Correos de Chile. Although the Board is respon-
sible to the President, its day-to-day communication with the
government is through the Minister of Transportation and Communi-
cations. The Board also makes appointments to many senior level
management positions, which may be subject to political influence or
political approval.

In addition to being subject to substantial government control over
senior stafffing, the postal operating, investment, and borrowing bud-
gets are individually subject to government approval. The overall
objective of the budgeting process is to maximize the returns to the
government as owner of the enterprise, principally through the set-
ting of profit targets. Investment and operational budgets are devel-
oped internally by a cross-functional committee and after approval
by the Board are presented to a government committee for review.5

This review committee comprises representatives of the Ministry of
Planning, the Ministry of Finance, the Ministry of Transportation and
Communications, and Correos de Chile. The Ministry of Finance,
which focuses mainly on bottom line financial results, leads the pro-
cess and undertakes economic evaluations of the budgets. The Min-
istry of Planning plays a major role in the approval of investment
budgets, which are subject to its scrutiny although investments are

Since the Post has not borrowed externally recently, borrowing budgets have
not as yet entered the picture.
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funded out of the revenues of Correos de Chile. Funds are trans-
ferred from Correos de Chile to the Ministry of Planning to cover the
approved investments. Postal investments are evaluated by the Min-
istry, using financial and social criteria, along with the other invest-
ments the government is planning to make for a given period. If the
budgets are approved, a request is made to the Ministry of Finance
for use of the Post's own resources. Each year when the Post's bud-
gets are approved the government also approves the number of
employees. Thus, the government also has substantial control over
the size of the work force.

The financial mandate of Correos de Chile is to be financially self-
sufficient and to provide a return to its owner. The Post is subject to
the standard corporate tax of 15 percent of net profits and also to a
40 percent postal levy unique to Correos de Chile that was intro-
duced in 1990. The Post is also expected to remit to its owner a divi-
dend from its earnings after taxes, which is determined by the state.
The dividend payout ratio is essentially negotiated annually with the
government during the budget approval exercise. In recent years the
dividend has consumed almost all of the earnings after taxes (see
Figure 3). In 1992 the Post paid out dividends of 2.8 billion pesos
(Ch$) on after-tax earnings of Ch$3.016 billion, and in 1991, although
after-tax earnings were Ch$2.326 billion, the dividends paid out ex-
ceeded the earnings by Ch$0.156 billion. The Post also engages in
profit sharing with all its employees in proportion to their salaries.
Prior to 1992 the Post was able to achieve its profit targets because
of price increases that were in excess of inflation. From 1994 on-
ward, the Post has aimed at reaching profit targets by increasing
internal efficiency and expanding business.

Figure 3
Excessive Taxation of Postal Income

Net Income Breakdown in 1993
(pesos, millions)
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The Competitive Environment

Correos de Chile faces intense competition from a host of small
local private postal companies; local and national bus companies;
newspaper companies; cargo, airline, and railway companies; and
international and domestic courier companies. The strongest ar-
eas of competition are in parcels and express mail service, which
are officially deregulated. The Post has a mere 5 percent of the
parcels market (which it exited in 1985 and re-entered in 1989)
and less than 1 percent of the courier market (which it re-entered
in 1992). Of the 30 courier companies that operate in Chile, major
international couriers have the dominant share of the market. Ap-
proximately 80 percent of the courier market consists of documents
and small packages weighing less than 1 kg, and thereby falling
within the purview of the postal monopoly. A relatively large pro-
portion of the parcel market may also fall into the category of items
weighing less than 1 kg. The Post currently uses DHL and TNT in
certain cases, since their charges are often lower than those of
airlines, which apply International Air Transport Association (IATA)
rates to their products. The Post has held talks with TNT about
creating a more basic courier product which could be sold within
the Post, but currently Correos de Chile cannot establish strategic
alliances because of a General Controllership regulation. In the
meantime, Telex Chile, the privatized telegraph company, has
formed an alliance with DHL to service the courier market.

Private postal operators have specialized in specific niches in or-
der to compete with Correos de Chile's extensive network of post
offices. These private operators offer value added services not of-
fered by the Post, such as: sorting, personalized printing, data base
management, reliable and secure delivery, rapid delivery (measured
in hours), and multiple deliveries during the day in certain suburbs.
Chile Express, a subsidiary of Telex Chile, is the Post's most serious
competitor in this area. Chile Express is establishing an alternative
delivery network in Santiago and currently has a delivery staff of 270
and approximately 150 to 200 agencies throughout Chile. Chile Ex-
press is also the strongest competitor in the parcels segment, is the
only company capable of providing international giros in Chile, and,
with the introduction of the multi-carrier system, is poised to enter the
electronic hybrid mail segment, which Correos de Chile is prevented
from entering. Although most private postal companies are currently
fragmented, strategic alliances among them pose a serious threat to
the Post. The Post also faces the threat of the adoption of electronic
messaging systems. Correos de Chile expects the postal monopoly
to come to an end within the next two years, after which fierce com-
petition in the national postal arena will ensue.
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Commerciali- From 1986 to 1990 the Post's mail volumes grew at a CAGR of 10.1
zation and the percent (see Figure 4), despite the prediction of a negative trend in

zation and the mail volumes from 1985 onward. Because of this pessimistic out-

Operations of look, and because of uncertainty regarding the corporatization and
privatization of the Post, the development of the service had been

the Post neglected during the 1980s. Unexpected growth, coupled with inad-
equate investments and interest in the Post, led to a crisis in 1989 in
the following respects: (1) inadequate investments; (2) limited range
of products; (3) poor staff morale; (4) lack of strategic vision; (5) poor
public image; (6) lowest wage in the public sector; and (7) lack of
government interest in postal service development.

Figure 4
Trend in Mail Volumes, 1986-93
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In March 1990 a new management team, which was appointed from
the business and academic communities as well as from within
Correos de Chile, took over the Post and set out aggressively to
'revitalize" the service. Management developed a strategy to address
the above problems as well as to instill a customer orientation that
would enable the Post to recover lost ground and win new markets.
In Chile, mail for commercial purposes, which circulates within busi-
nesses or between businesses and individuals, accounts for 75 per-
cent of the total mail volume. At this juncture the new management
felt that the principal sources of future expansion would lie in devel-
oping corporate mail in the areas of direct marketing and mail-order
sales, and in express mail-all areas that face significant competi-
tion from private couriers. Although the above markets held signifi-
cant untapped potential (since the business community is extremely
sensitive to price and quality), management felt that significant inter-
nal reform would be needed to service the demands of the business
community. The thrust of the strategy developed for the Post was
thus directed toward three key areas: (1) a commercialfocus directed
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at the customer; (2) an intemal management focus on tasks; and (3)
a human resources focus on employees.

To implement its goals, management developed corporate projects
that cut across functional departments and lines of hierarchy to over-
come the inherent tendency to inertia that exists in public administra-
tions. These corporate projects were supported by clear systems of
evaluation and coordination. The principal corporate projects were
the following:

* An information system development plan

* A training plan

* A quality plan

* A performance program
* A new products program

* A domestic delivery system program

* An employee participation program

* A corporate image and environmental working conditions
program

* A regionalization and decentralization program.

Although the Chilean government approved of the new plans for
the Post, it did not support these efforts by enhancing management
autonomy or by lifting financial or strategic restrictions. However, it
did permit the Post to invest increasing amounts in capital invest-
ment and in employee training (see Figures 5 and 6). Compared with
the investments in the amount of Ch$420 million over the three years
preceding the new management, the increase after 1990 is significant
indeed. The peak investment in 1992 was due to investment in com-
puterization and information systems. The Post estimates that future
trends in investments will be around Ch$2 billion a year.

Figure 5
Marked Rise in Investments, 1986-93
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Figure 6
Investment in Employees, 1990-93
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Since the new management team has been appointed, the trend in
mail volumes has not changed substantially (see Figure 4).The CAGR
in mail volumes since 1990 has been 9.1 percent which is slightly
below previous growth rates. However, growth in mail volumes has
consistently outpaced the average annual growth rate in GDP over
the 1980-92 period, which was 4.8 percent. In addition, even after
the appointment of the new management team, financial targets have
been met primarily through price increases, which outpaced inflation
(see Figures 1 and 2).

In terms of operational efficiency, although revenue and expendi-
ture per mail item have increased sharply, the differential between
the two has increased favorably (see Figure 7a.). The Post still has
fairly high operating costs, however, because it operates a network
of 1,130 postal outlets, out of which 700 run at a deficit. While the
Post is compelled to maintain this network to provide a nationwide
service, it does not have the option of sub-contracting its retail out-
lets (into private sector facilities), since it is prevented from entering
into alliances.6 As far as employee productivity is concerned, growth
in labor cost per mail item has far outpaced mail item per employee
(see Figure 7b.). A large part of this is attributable to the substantial
wage increases that have been implemented as part of the strategy
to make salaries in the Post at par with those in the rest of the public
sector. Salaries increased by approximately 80 percent in excess of
the CPI from 1989 to 1993.

6 In Chile, the state has experimented with direct subsidization of deficit services
through a competitive bidding process. Thus, it is possible that either the
state will directly subsidize Correos de Chile for the maintenance of these
deficit outlets, or it will ask the private sector to compete with the Post in
servicing these outlets. Whoever puts in a cheaper bid, ensuring a predeter-
mined level of quality, will be paid by the state.

192



Case Study 2
Correos de Chile: Reforming under Constraints

Figure 7
Operating Indicators of the Post, 1986-93
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The majority of post offices are now connected with a computer
system, which has resulted in improved working conditions, in-
creased security, automation of manual processes, and access to
many corporate forms. More important, this investment in technol-
ogy has provided the capacity to streamline the processes. Spe-
cial facilities have been introduced for the corporate sector such

as monthly billing systems and commercial customer counters at

retail facilities. However, as has been mentioned, because regula-
tion restricts it to the provision of traditional mail services, the Post

is heavily dependent on this market segment for its revenues (see
Figure 8). Correos de Chile believes that the future market trend is
one of increasing globalization, competition, and technological re-
placement, and that, to sustain a position of leadership and finan-
cial stability in the long term, the Post must be allowed to offer

more diversified and competitive products in accordance with the
requirements of the marketplace.

Figure 8
Composition of Revenues and Expenditures, 1993
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Another factor that severely hinders Correos de Chile's efforts at
improving its internal efficiency, its corporate image, and the quality
of its service, is the prevailing inefficiency of its delivery system. The
"delivery right" stipulated by law entitles the letter carrier to a fee of
Ch$15 from the recipient for each item delivered. Currently, homes
and businesses do not have mailboxes and the letter carrier hand
delivers each item and collects the fee. This fee accounts for some
50 to 60 percent of the letter carrier's compensation and therefore
creates a strong incentive to hand deliver all mail; this practice slows
down delivery operations considerably. The Post is therefore attempt-
ing to switch delivery from homes and businesses to postal boxes. In
addition to detracting from the commercial image of the Post, the
delivery right creates a problem for the introduction of new products
(for example, through direct marketing), since recipients are unlikely
to pay to receive advertising material. Because of this delivery sys-
tem, labor costs are a significant component of total costs (see Fig-
ure 8). In 1993, labor expenses increased to 72 percent of total costs
as opposed to 54 percent in 1985.

In addition, the collection system is bottlenecked: only 2 percent of
mail traffic reached the Post through its 1,700 letter boxes. This is
due to the public distrust of letter boxes, which historically have been
poorly serviced. The Post has contracted out collection services to
increase efficiency, has introduced uniforms and corporate logos to
increase public confidence, and has introduced a national delivery
plan aimed at motorizing delivery, although this goal is far from being
achieved.

In addition, changes have been made to the appearance of postal
retail counters to give them a commercial and professional look. As
far as quality of service is concerned, since 1987 an average of 75
percent of the mail has been delivered on time within the specified
delivery standard. This is a fairly low rate considering that current
postal delivery performance levels are in the high 80 and 90 percent
range. In Chile, the service standard is D+1 for local delivery within a
city, and D+2 for cities in the rest of the country. Prior to 1987 no
delivery standards existed. Thus, improvement of delivery speed and
reliability is another aspect that remains to be addressed.

Correos de Chile has a relatively new, but active, marketing func-
tion which is part of a commercial department with responsibility for
marketing, sales, and retail counters. The commercial department's
objectives of generating new income, developing a commercial atti-
tude toward the customer, and developing a greater understanding
of the company's markets are well integrated into the company's cor-
porate objectives. There is a national sales force at headquarters
which concentrates primarily on the Santiago region. Other regions
have smaller sales forces. However, the public still has little knowl-

1 94



Case Study 2
Correos de Chile: Reforming under Constraints

edge of the benefits of the various products offered by the Post, nor
does the Post have a specific customer service group. In addition,
the Post does not maintain statistics or information on customer sat-
isfaction with service or with postal products. Thus, performance
monitoring is another function that the Post has to reinforce.

Internal contracts called Commitments of Results have recently
been introduced in the Post as a management technique to enhance
accountability. Management has established a total of 24 Commit-
ments of Results with different operating units, services, and sup-
porting areas. Once a year, a contract is developed between the
General Manager and each of his 24 direct reporters (14 regional
entities, 5 advisers, and 5 functional managers) which is put into writ-
ing and is signed by the two parties. The contracts contain targets
with respect to financial indicators, operational indicators, quality of
service indicators, and working productivity indicators, all of which
are evaluated twice a year. If a manager fails to meet his contracts
for two consecutive years, he may be dismissed. Although this sys-
tem has been in use for only a little over a year, the Post has indi-
cated the following benefits from the Commitments of Results: an
increase in investment return; improvement in the margin in sales;
increased operational efficiency; and increased motivation of employ-
ees. This system has also elicited a higher degree of commitment
from employees with regard to the goals of the company and a better
attitude toward the introduction of new technologies that are intended
to reduce costs. Although the Commitments of Results are a com-
mendable technique for improving internal accountability, because of
their relative newness they have yet to prove their effectiveness.

Despite severe legislative and regulatory constraints on its au-
tonomy, Correos de Chile has attempted to streamline its manage-
ment team, develop a disciplined internal strategic plan, and introduce
a structured process for setting management objectives and for pro-
moting goal commitment. Chile's experience since 1990 shows that
changes in management focus and organizational attitude can achieve
progress in the direction of commercialization. Beyond a certain point,
however, a level playing field can only be achieved through changes
in the regulatory regime and the competitive policy. The Post is cur-
rently challenging the interpretation of the 1982 legislation by the
General Controllership. The thrust of the Post's proposed changes
would officially negate the monopoly, thereby legally allowing com-
petition; would change the tax structure so that it would be in line
with other corporations; would allow more product development
and joint ventures; and would maintain the Post's status as a state-
owned corporation.
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Reform Issues Chile has not yet developed a formal national policy supportive of a
commercially autoncmous or liberalized postal system. After legisla-

Confronting tive action was taken to liberalize and privatize telecommunications
the Post in the early 1980s, there was a period of debate on the direction of

reform in the postal service. However, over a decade has passed
and no formal public policy has been enunciated with respect to the
postal service. In the meantime, Correos de Chile continues to oper-
ate in a highly contradictory legal environment which treats it as the
legally designated monopoly provider of services and regulates it
accordingly, while at the same time providing legal loopholes for com-
petition. In the interests of the healthy development of the sector, a
clear stance regarding either liberalization or enforcement of the
monopoly needs to be adopted and enforced.7

Although the economic environment in Chile is strongly based
on free competition, private postal companies service only 5 to 7
percent of the market with regard to mail. Because of the confu-
sion about encargo mail and because the private sector is not re-
quired to report data, these statistics are highly unreliable and most
probably underestimate the true share of the private sector. In ar-
eas such as parcels and express mail, which are legally open to
competition, private competition is extremely fierce, as has been
mentioned. Although the letter monopoly is not enforced, Correos
de Chile suspects that entrepreneurs are deterred from commit-
ting large amounts of capital to the postal sector because of the
Post's de jure monopoly and because of uncertainty about future
legal developments in the sector. Current postal companies are
relatively small, operate within confined local areas, and have ac-
cess to capital of between Ch$50,000 and Ch$2 million. Thus, the
contradictory legal environment and uncertainty about the sector's
legislative evolution are hampering the development of Correos
de Chile as well as that of its competitors.

The lack of an independent regulator for price increases has
permitted the Post, in collaboration with the government, to imple-
ment unusually high tariff increases. Virtually ensured of a high
rate of return, the Post is not compelled to reduce costs by im-
proving internal efficiency. On the other hand, the government
stands to benefit from the high profitability of the Post since it lays
claim to virtually 90 percent of the Post's net income through taxes,
levies, and dividends. This absence of an explicit rate-setting

7 In Argentina a similar situation existed in the postal sector. Private permit hold-
ers called "permissicnaries" competed with Encotel (the national postal ser-
vice), which had a statutory monopoly on mail. In recognition of the fact that
the monopoly was not being enforced, the Argentinean Government issued a
decree in 1994 which completely deregulated the postal service. The govern-
ment felt that it would be preferable to promote competition in order to achieve
lower prices, increased efficiency, and better services, and is designing a
regulatory and legal framework to bring about these results.
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mechanism, administered by an impartial regulator, can have se-
vere negative consequences. An arbitrary pricing scheme has the
potentially adverse effects of: (1) either overcharging customers
for monopoly services, or (2) lapsing into a bureaucratic and intru-
sive rate-making process, thereby compromising the long-term
development of the postal service for political interests.

The Post is also subject to unusually high levels of taxation of
its profits. While the corporate tax is justifiable, the unusually high
postal levy puts the Post at a substantial disadvantage relative to
its competitors. Utilizing the Post as a cash cow by raising rates
and taxing away profits has the potential to deprive the public not
only of an affordable postal service but also of a quality postal
service.

The development of Correos de Chile has also been curtailed
by an unusually restrictive regulatory policy which has kept it from
diversifying its product base. It is unfortunate that an organization
with the Post's capacity and infrastructure (in terms of postal out-
lets and delivery capabilities) is prevented from using them in the
best interests of society. Not only is the Post incapable of tailoring
its product and service offerings to the evolving needs of society,
but it also faces the onslaught of its competitors, which are rapidly
consolidating and providing innovative new services. In addition,
the commercial market, which currently accounts for 70 percent of
the Post's revenue, is highly sensitive to advances in the elec-
tronic communication arena. Chile has the only digital telephone
system in South America, thus facilitating the installation of elec-
tronic messaging systems. A multi-carrier system has also been
implemented for all long-distance calls, and this is expected to
bring about a savings of up to 50 percent. While the Post's com-
petitors, such as Telex Chile, plan to incorporate these techno-
logical advances into their products and services, the Post does
not have this option.

Contrary to the normal practice in other countries, in Chile regu-
lation by both the government and the General Controllership does
not focus on ensuring a high quality of service. Nor does it prevent
the cross-subsidization of services within the Post. These are both
areas that normally receive considerable attention in the regula-
tion of a monopoly provider of services.

While the Post is expected to operate as a commercially ori-
ented organization, it has not been granted the autonomy to do
so. In combination with the restrictive regulatory policy that af-
fects its operations, other factors, such as government control over
the Post's operating and investment budgets, its senior staffing, its
work force size, its dividend payout levels, etc., erode a substan-
tial amount of the Post's operating freedom. While the external
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environment will play a critical role in the future reform of the Post,
completion of the reform process strongly depends on internal ini-
tiatives as well. Thus, the Post still must improve core aspects of
its operations to improve its basic quality of services. Management
has already begun to focus on critical problems such as the ineffi-
cient delivery system, the high operating costs, and the poor pub-
lic image. However, while the Post's management appears to have
made valiant efforts at simulating commercialization, the absence
of a supportive institutional environment is ultimately bound to limit
the benefits of this strategy.

Conclusion Prior to the 1980s, political and commercial uncertainty prevented
any postal reform from taking place. However, despite the country's
economic recovery and political stability, it is unfortunate that a coun-
try which pioneered bold economic reform steps in the rest of its pub-
lic sector remains behind regarding postal reform.

Correos de Chile has itself initiated a request for the elimination of
its monopoly in return for greater autonomy and a chance to compete
on equal terms with its competitors. The Post should be supported in
its reform efforts with an enabling legislative and regulatory frame-
work that will allow the sector as a whole to develop and provide
support to commerce and industry. The case of Correos de Chile
shows that changes in management focus and attitude can achieve
progress toward commercialization, independent of legislative
changes. Beyond a certain point, however, structural restraints on
the Post must be removed if it is to truly develop significantly. For this
to take place, the goals of the postal operator, regulator, and owner
must be reconciled and directed at the development of the sector in
the interests of society and the country.
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D Sweden Post:
Removal of Monopoly
Protection'

F ollowing Finland, which was the first country to completely de-
regulate its postal service, Sweden abolished its postal
administration's monopoly protection on letter mail, effective

from January 1,1993. Sweden Post's active support of the removal
of its own monopoly provides an example to countries that maintain
that a basic postal monopoly is mandatory if the public operator is to
fulfill its universal service obligations. This was also a notable step
on the part of Sweden Post because continuing the postal monopoly
could be "justified" in Sweden, more than in other countries, for de-
mographic reasons (i.e., the need to service the 15 percent of the
population in the northern half of the country). The Swedish postal
experience is also unique in that Sweden was one of the few coun-
tries to conduct a systematic cost analysis of the postal
administration's regional and social responsibilities. This cost
analysis has enabled the postal service to equitably isolate those
noncommercial products and services that the government requires
the postal service to offer as social obligations.

The year 1993 was a historic one for Sweden Post. In December
the Riksdag (the Swedish Parliament) approved a decision to incor-
porate Sweden Post into a limited liability company. The new com-
pany, Posten AB, which became effective on March 1, 1994, has
remained under state ownership. However, this change in status was
not sudden; it was the final step of a gradual process, which began
with a move toward commercialization in 1984. From its beginnings,
Sweden Post had functioned as a profitable public service organiza-
tion and government agency. Between 1911 and February 1994, Swe-
den Post had been a public enterprise responsible for its own budget.
Until the mid-1 980s, however, the organization was obliged to deliver

This case study is based on information provided by Torsten ZiIlln of Sweden
Post International.
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its profit to the Treasury. It was dependent on the state for its capital
expenses and was obliged to obey all directives issued by the gov-
ernment and the Riksdag. Moreover, it was subject to several restric-
tions with respect to the formation of companies and the acquisition
and divestment of real estate and other businesses. The existing or-
ganizational form, therefore, constrained Sweden Post's ability to
operate commercially, since public enterprises in Sweden are part of
the state and function as administrators of state property.

At the same time, competition from other means of communication
and other carriers was increasing. National and international deregu-
lation, together with technological developments, allowed competi-
tors to select the most attractive elements of postal volumes and to
offer customized arrangements and products. A direct consequence
of this was the drop in the use of post office counters for financial
transactions. To counter these developments and to ensure its com-
mercial viability, Sweden Post underwent a transformation from a
product-led government agency to a modern, profit-led commercial
business.

The new structure gives Sweden Post the opportunity to enter new,
complementary areas of business and to provide new products via
consortia, alliances, and company acquisitions, both in Sweden and
internationally. It also clearly defines the role of the state as owner of,
and as customer for, the organization's services. As the owner of
Posten AB, the state contracts for an acceptable rate of return on
equity. As a customer, the state expects a basic postal and payment
transmission service to exist in Sweden.

After providing a brief background to Sweden Post, this case study
discusses the Post in the context of its competitive environment. Fol-
lowing this, the study describes the postal reform process in Sweden
(in three steps). Regulation and labor restructuring issues are dis-
cussed, followed by brief discussions of the Post's innovations and
of the Post's position today. A concluding section reviews the lessons
that can be learned from Sweden Post's corporatization process.

Background The particular logistical challenges faced by Sweden Post in terms of
postal collection, transportation, and delivery stem from Sweden's

Sweden and geographical and demographic characteristics. With an area of

Sweden Post 174,000 square miles, Sweden is similar in size to California, Spain,
Thailand, or Iraq, and is a large country by European standards. Half
of Sweden's land surface is covered by forests. Less than 10 percent
is farmland. Nearly 100,000 lakes dot the countryside, which is rela-
tively flat. There are thousands of islands along the jagged coast.
With a population of 8.8 million, 85 percent of which lives in the south-
ern half of the country, Sweden has a polarized population density.
Like other industrialized countries, Sweden has a low birth rate and a
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high life expectancy (76 years for men and 81 years for women).
About 4.3 million people (50 percent of the population) are in the
labor force, and 75 percent of women in the 16 to 64 age group are
gainfully employed. Unemployment stood at 7 to 8 percent in 1994.
Roughly 25 percent of the labor force, mainly women, work part time.
About 80 percent of all employees are members of a trade union.

Sweden Post is the largest service and communications organi-
zation in Sweden. On an average day, the organization handles
17 million mail items and sells services worth SKr 90 million. Ap-
proximately 580,000 customers call at the post offices and 40,000
mailboxes are emptied. Postgirot (the postal savings bank) books
transactions worth SKr 24 billion, and rural letter carriers cover
220,000 km on their deliveries.

Posten AB is the limited company delegated by the government to
provide universal postal service in Sweden. In 1993 its revenues were
SKr 21.6 billion (US$2.9 billion),2 yielding a profit of SKr 1.4 billion
net of taxes (US$183.1 million). The number of staff employed stood
at approximately 50,000. The company's basic business concept is
illustrated in Figure 1.

Figure 1
Sweden Post's Business Concept

Payments

F inenc
Adffstratn

Sender Ma*et Messages Receiver
Communicatons

Distribution of Goods

This basic business concept is to be able to transmit messages,
deliver goods, and provide a payments transmission mechanism be-
tween people in Sweden and abroad. With an annual mail per capita
of 500, which is among the highest in Europe, Sweden Post deliv-
ered approximately 4.3 billion postal items in 1993. Normal first class
mail is delivered overnight all over Sweden, and 96 percent of all
deliveries are able to reach this target. Prices charged for delivery of
mail had been under the European average until VAT was imposed.
Highlights of the Sweden Post group over the period 1991-93 are
presented in Table 1.

2Based on an exchange rate of US$0.1343.
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Table 1

Sweden Post Group Highlights, 1991-93

1991 1992 1993

Operating revenues (SKr m) 21,032 22,096 21,644

Profit after financial items (SKr m) I,168 1,413 1,363

Profitmargin (percent) 5.6 6.4 6.3

Return on equity (percent) 15.4 15.9 13.4

Investments in fixed assets (SKr m) 1,700 1,693 917

Total assets (SKr m) 53,211 46,197 48,709

Average number of employees 56,415 53,345 50,213

Competition The Postal Sector all over the world is being exposed to competition
by from other means of communication and from other and/or new car-Faced by riers. Sweden is no exception to this rapidly evolving pattern. The

Sweden Post changes in the business environment are reshaping the form of prod-
uct development, marketing, and restructuring in Sweden Post. The
most significant of these changes are the following:

* Rising competition and new patterns of customer behavior
in the wake of technological developments

* National and international deregulation, which gives com-
petitors the ability to select the most attractive elements of
postal volumes and to offer customized arrangements

e An increasing volume of automated money transfers (giros)
leading to a continued decline in the use of post office
counters

v A demand for leveling the playing field which requires Swe-
den Post to be subject to the same laws and regulations
that apply in comparable industries with respect to pension
funds, commercial return on capital and dividend require-
ments, and equivalent wage and employment conditions.

To understand the emerging competitive environment and the threat
of competition eroding Sweden Post's market share, it would be use-
ful to analyze the primary three markets in which Sweden Post oper-
ates, namely:

* Communications/Messages

* Goods Transport/Logistics

* Payment Handling/Financial Services.

Table 2 shows the services offered by Sweden Post, its share in
these markets, and the proportion of Sweden Post's revenues gener-
ated from these services.
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Table 2
Services Offered by Sweden Post

Sweden Post Proportion of
market share Sweden Post

Market (percent) revenues

Communications/Messages
Written business communications 90 32
Written market communications 55 12
Private written communications 95 6
Daily newspapers 35 2
Members' magazines 100 I
Other periodicals 75 1

TOTAL 54

Goods Transport/Logistics
Inland parcels, mailings 62 11
international parcels I0 1

TOTAL 1 2

Payment Handling/Financial Services
Giro transfers 50 18
Banking services 11 7

TOTAL 25

Miscellaneous 9

TOTAL 100

Communications/Messages

In the communications/messages market, Sweden Post letter mail
faces competition from three main sectors: telecommunications and
data communications; computer-based communications; and other
carriers.

Telecommunications and Data Communications. Over the last few
years competition from telephones and other forms of data commu-
nications, such as telefax, have resulted in a decrease in communi-
cation through letters in some customer segments. The decrease in
the price of telephone rates combined with the ease and penetration
of the telecommunications market has fueled this decline. Sweden
Post estimates that one in three telefax messages replaces a letter.

Computer-based Communications. With the use of computers be-
coming pervasive, electronic mail has become the preferred means
of communicating, especially because of its low cost and ease of
use. Electronic mail is fast becoming a major competitor of tradi-
tional letters, and if the current growth rates continue the trend is
expected to last.
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Other Carriers. In addition to competition from domestic mail de-
livery services, competition from international couriers and the
express mail/parcel businesses is strong in the market for interna-
tional messages. The increase in remailing services poses a threat
to profitable mail exports. Competitors have been cashing in on
the poor international settlement system among postal adminis-
trations by posting bulk mail in countries with lower postal rates.

Goods Transport/Logistics

In the goods transport/logistics market, competition is both domes-
tic and international.

Domestic Market. Severe competition persists in the market for
distribution and transport of goods. Bilspedition (with 36.0 percent
of market share) and ASG (with 30.0 percent of market share) are
the main competitors of Sweden Post, which has 23.5 percent of
market share based on turnover.

Sweden Post still enjoys a dominant position in the light cargo
market (under 35 kg), although it has a smaller share of the heavy
goods market. The transport industry has long been characterized
by unsatisfactory profits, which were further aggravated by the
recession of the early 1990s.

International Market. Profitability in the international transport
market has also been low. Mergers, acquisitions, and rearranging
alliances have resulted in sudden shifts in Sweden Post's com-
petitive position. The excess supply that exists in this market means
that further restructuring will continue in the haulage and interna-
tional courier market which will oblige the Post to compete for ex-
isting business.

Payment Handling/Financial Services

In this market, the competition is from other banks and also from
electronic systems.

Other Banks. With the abolition of Postgirot's exclusive right to gov-
ernment payments and their transmission, this market will be opened
up further. Negotiations are taking place between Postgirot and the
other banks regarding a proposed computer linking of the autogiro
system to the salary-based accounts of banks.

Electronic Systems. Over the past ten years, transactions in the post
office network have fallen by slightly more than one-third. This de-
clining trend is expected to continue with the increased automation
of payments transmissions and cash withdrawals. This increase in
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electronic transfers will necessarily result in a continuing fall in the
demand for traditional banking services.

In view of the constraints discussed earlier, which had hampered The Postal
Sweden Post's ability to operate commercially, and in view of the
increasing competition faced by the Post, the reform of Sweden Post Reform
was undertaken. Figure 2 traces this reform process and indicates Process:
the three key steps, which are discussed in detail below. Three Key

Figure 2 Steps
Sweden Post's Reform Process

STEP 1. Business reorientation
and systematic business planning

STEP 2. Reorganization of
Sweden Post into strategic,
logical, and clearly defined

business areas

STEP 3. Transformation into a
commercial corporation
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Step 1: Business Reorientation and Systematic
Business Planning

Over the past 15-year period, Sweden Post has undergone a number
of important changes as part of a logical and necessary evolution
from a production-led government agency to a modern customer-led
and profit-led business. In the past, all funds for investment had to be
requested from the state. In the late 1970s, however, the Post Office
was permitted to set up a Consolidation Fund for the purpose of equal-
izing results in good and bad years. Allocations to, and withdrawals
from, the fund required government approval. The Consolidation Fund
accumulated a large surplus over the years. Over time, a worsening
of the government deficit and Sweden Post's desire to gain autonomy
resulted in the Post Office's decision to buy all its assets from the
state. Sweden Post was able to pay for the assets from its Consoli-
dation Fund.

In 1985 further freedom of action was obtained. The Swedish Par-
liament approved Sweden Post's right to make practically all its own
investment decisions. All investments were to be financed out of the
organization's own funds. Moreover, profits were to be consolidated
entirely through Sweden Post's account.

In 1984 Sweden Post's new business focus had resulted in a reor-
ganization into two primary business areas: letters and parcels and
giro and counter services. In 1989 the first real step toward business
orientation was taken-namely, the organization of internal manage-
ment around three long-term goals: customer satisfaction, financial
performance, and satisfied personnel (see Figure 3). It was felt that
such complementary goals were vital to the profitability of the organi-
zation. Sweden Post also restated its business concept: that is, it
delivered messages, goods, and payments instead of letters, par-
cels, and brown giro envelopes. The above-mentioned long-term goals
are discussed in detail below.

Figure 3
Sweden Post's Business Planning Concept
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Customer Satisfaction. In order to take appropriate strategic action,
Sweden Post implemented a Customer Satisfaction Index (CSI)
mechanism. Sweden Post used the CSI to measure the extent to
which the customer satisfaction goal is achieved. All Sweden Post
business areas, regions, and sales areas measure customer satis-
faction on the basis of the CSI. Results are reported as a weighted
index figure that reflects customer satisfaction with Sweden Post's
service and products. Included in the index are categories for reliabil-
ity, speed of service at post offices, waiting times at post offices, and
customer service, including handling of grievances. The survey is
carried out among both private and business customers once every
quarter. A CSI of 80 is considered satisfactory for a market-leading
business. In 1993 the overall group's index was 73. The goal is to
improve the index to at least 77 by 1997.

Financial Performance. The basic profitability goal is that Sweden
Post must be able to finance essential investments and survive on its
own resources. The long-term goal is to attain a profitability of at
least 5 percent of operating revenues. The achieved productivity in
1993 was 3 percent, well above the minimum target of 2 percent. The
profit margin for the same time period was 6.3 percent.

Satisfied Personnel. It goes without saying that profitability and cus-
tomer satisfaction can only be sustained if employees are satisfied
with their jobs, and Sweden Post has introduced surveys to gauge
personnel attitudes toward their duties, management, and work envi-
ronment. In 1993, 75 percent of those surveyed were content with
their jobs, down from 82 percent for the previous year. This decline
was attributed to the labor restructuring measures that were being
undertaken.

With the reformulation of the organization's business concept, it
was logical to broaden operations around the Post's core activ-
ities. But it was also logical to sell off unrelated operations, includ-
ing the Sweden Post Bus Transport Service, Sweden Post Printing
Service, and Sweden industries. In 1989-90 five strategic, logical,
and clearly defined business areas were created and in 1992 they
were set up as independent units, each with its own regions, pro-
duction facilities, etc.

Step 2: Reorganization of Sweden Post into Five
Business Areas
Structure

Sweden Post's reorganization into five main business areas (along
with other units) is illustrated in Figure 4. Each business area is re-
sponsible for products, sales, production, and profitability within its
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area of accountability. The reorganization was designed to introduce
greater efficiency into the management of Sweden Post, with each
business area operating as an independent profit center.

Figure 4
Sweden Post's Reorganized Structure

employees of each business area of the Sweden Post group in 1993.

Table 3
Revenues, Profits, and Employment of Sweden Post Business Areas

Operat3ng revenues Net profit Average number Net profit
Business Area lSKr millions) lSKr millions) of employees per employee

Postgirot 4,673 703 3,237 0.22
Sweden Post Banking and Counter Services 5,857 191 12,556 0.02
Sweden Post Letters 14,468 1,131 31,853 0.04
Sweden Post Parcels 2.489 -916 1,010 -0.91
Sweden Post International 1,606 28 706 0.04
Sweden Post Finance 312 281 15 18.73
Central Executive Functions and Subsidiaries 2,176 14 691 0.02
Other 673 -69 145 -

Business Areas

Sweden Post Letters delivers individual and mass-produced mes-
sages, newspapers, and periodicals throughout Sweden. Delivery is
carried out via traditional mail services, electronic means (E-mail), or
a combination of the two (E-post). The letters division also delivers
light goods weighing up to 1 kg within the country. Sweden Post Let-
ters is divided into 13 geographical regions, each with responsibility
for sales, customer service, and production. The majority of the
division's revenues (almost 90 percent) are derived from businesses
and other organizations, with the remainder coming from private indi-
viduals.

Sweden Post Parcels, one of the country's three largest goods
carriers, provides standardized, nationwide transport services for
consignments up to 35 kg in weight. Letters and Parcels provide pickup
and delivery services in Sweden from Sweden Post International.
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Sweden Post International is responsible for the marketing of
letters destined for delivery to a network of almost 200 countries
outside Sweden's borders, as well as for customs, clearance, and
distribution of all letters and parcels arriving in Sweden from abroad.

Postgirot provides efficient payment handling and information ser-
vices supplemented by lending and investment services and enables
its customers to earn a reasonable return on funds deposited in ac-
counts. Postgirot also offers cash management services and in-pay-
ment and out-payment services through the network of post offices.
In 1993, Postgirot booked 428 million payments totaling SKr 24 bil-
lion per day. The single most important factor affecting the division's
financial performance is the interest rates that Postgirot receives on
funds invested in the money market. Higher interest rates generate
higher revenues. Revenues are also derived from transaction charges
mainly to high volume customers.

Sweden Post Banking and Counter Services represents Sweden
Post's retailing network and provides the organization's full range of
services to individuals and small businesses through 2,000 service
points. This division also conducts banking services on behalf of a
state-owned bank, Nordbanken, with Sweden's households and small
businesses as customers. During 1994 the post office network was
to be organized into a system of about 1,200 owned full-service post
offices including some 300 with expanded banking and business ser-
vices, together with 800 contract post office facilities offering simple
postal services in collaboration mainly with shops. In addition, Swe-
den Post has a number of subsidiaries (for example, a transport com-
pany, a real estate company, and consulting services).

Step 3: Transformation into a Commercial
Corporation

Before discussing the reforms that led to the corporatization of Swe-
den Post, it would useful to review the basis for these reforms, namely,
the reason why abolishing monopoly protection was important to the
process.

Rationale for Removing Monopoly Protectioin
The majority of European countries still tend to argue that a basic
postal monopoly is required for the public operator to fulfill its univer-
sal service obligations. This argument stems from the fact that since
the postal company is obliged to deliver mail at a uniform tariff all
over the country, delivery cannot be dictated by profitability alone. In
other words, since the public company is obligated to deliver to areas
where its operations might not be profitable, it can only make up these
costs by being granted the entire market without competition from
other companies. Given Sweden's large area and its thinly spread
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population, the traditional arguments for retaining monopoly protec-
tion seem even more relevant.

However, Sweden Post, the state-owned postal operator, actively
supported the removal of its own monopoly for several reasons:

* The legal text of the monopoly act had not been amended
since 1947 and was out of date. New forms of communica-
tion and distribution of information through local and inter-
national courier services had in fact eroded the monopoly.

* The public's perception of Sweden Post as a state monopoly
adversely influenced the Post's relations with its custom-
ers. This negative influence spilled over into other business
areas, such as parcels and banking services, where the Post
had no monopoly protection.

* In the early 1990s a private company began a letter delivery
service in Stockholm. According to the letter of the Monopoly
Law this firm was violating the law by entering the letter
delivery market and should therefore be subject to public
prosecution. However, the private company argued that it's
activity was legal because computer-generated letters, the
company's main business, did not exist in 1947. The gov-
ernment therefore had to decide whether to retain a de facto
monopoly or remove the monopoly altogether.

To facilitate a decision on the monopoly question the government
hired an independent international consulting firm to conduct a sys-
tematic cost analysis of Sweden Post's regional and social responsi-
bilities, primarily within Sweden Post's letters and postal giro business
areas. The banking and counter service business area was not in-
cluded in the analysis since it had no social responsibilities or mo-
nopoly protection. In the parcels business area competition for the
market is intense and there is no monopoly protection. Table 4 out-
lines the social responsibilities of Sweden Post.

Table 4
Sweden Post Regional Responsibilities
Social responsibilities Regional responsibilities Regional responsibilities
in letter service in letter service for payment services

Newspapers Daily service Daily availability

Literature for the blind Nationwide delivery Nationwide service

Subsidies for delivery Overnight service
to disabled persons

95% delivery reliability
National defense
planning Uniform tariff

Letters sent to other
Nordic countries

PFA (stamps division)
move to Kiruna

Letters sent by
non-profit organizations
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Social Responsibilities in Letter Delivery It was proposed that Swe-
den Post should cease to subsidize the letter service (that is, it should
allow prices to increase so that they reflect full cost). Given the social
necessity of providing these services, the alternative was that Swe-
den Post would receive full cost compensation, estimated at SKr 565
million for 1993. In the short run, it was recommended that a combi-
nation of temporary subsidies be paid by the relevant ministries and
that rates be raised to market prices. In the long run, as a result of the
repeal of the ordinance on the delivery of newspapers by the Post
and the initiation of negotiations on market pricing, the price of newspa-
per delivery would eventually increase to a level that would cover Swe-
den Post's full costs. For the remaining social obligations, it was proposed
that Sweden Post receive full cost compensation by the relevant agency
or ministry and that this compensation be established under a purchas-
ing agreement between the two parties for five-year periods. The subsi-
dies proposed included an acceptable return on capital.

Regional Responsibilities for Letter Services. It was concluded that,
on balance, the economic costs incurred as a result of these regional
obligations (that is, having to deliver mail to far-flung, sparsely popu-
lated rural areas) were more than compensated by the high profit
margin enjoyed by Sweden Post in other areas. Sweden Post en-
joyed sufficient economies of scale and scope (as the only company
able to deliver mail every weekday to every address in the country) to
be able to recover its losses from loss-making regions. It was there-
fore recommended that Sweden Post receive no special compensa-
tion for its regional service responsibilities.

Regional Responsibilities for Payment Services. Since it is the state's
responsibility to ensure that payment facilities exist throughout the
country, it was recommended that the Post be compensated for the
extra costs (calculated at SKr 300 million) of maintaining this service
in localities with no banks.This compensation was further justified by
the evolving trend in the postal and banking sector. It was anticipated
that banks would continue to rationalize their network of branches,
which would lead to an increase in post offices in rural areas. With
declining volumes in postal transactions leading to a fall in revenues
and with no apparent reduction in costs, this would imply increasing
risks for the post office network.

Table 5 provides a breakdown of social responsibilities, as calcu-
lated by the independent consulting firm.3

In addition to the reasons cited above, the consultant's report sub-
stantiated the call to abolish monopoly protection for Sweden Post,
although it argued for the continued universal service obligation, for

3At the end of this process the government agreed to compensate Sweden
Post for just Skr 53 million in 1994.
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which Sweden Post was to be adequately compensated for extraor-
dinary costs through government transfers. It was decided that, in
the longer term, if the market for postal services was characterized
by increased competition, the government would consider amending
the agreement on regional policy responsibilities and postal rates. All
operators would also be obliged to finance the regional service obli-
gations.

Table 5
Sweden Post Social Responsibilities

Total compensation proposed
Category for 1992 (SKr m)

Newspapers and magazines (weekly) I 13
Newspapers (Saturdays) 82
Trade press 188
Literature for the blind 27
Subsidies for delivery to disabled persons 19
National defense planning 23
Letters to other Nordic countries 97
PFA (stamps division) move to Kiruna 12
Letters sent by non-profit organizations 4

TOTAL 565

The transformation of Sweden Post from a public service enterprise to
a commercial corporation necessitated seven legislative changes. These
legislative changes (postal reforms) are discussed below.

1. Abolition of the Postal Monopoly

Because of reasons cited earlier and the conclusions of the indepen-
dent consultant's report, the Government of Sweden recommended
to the Riksdag that the postal letter monopoly be abolished effective
January 1, 1993. The Riksdag accepted the recommendation.

2. Introduction of the Postal Services Act

Sweden never had a comprehensive postal law. The monopoly pro-
visions were enacted in legal instruments of a lower status than an
actual law and had not been amended since 1947. With the liberal-
ization of the postal market, however, it became necessary to regu-
late some aspects of the market through a special law. In Sweden, as
opposed to other countries, the new Postal Services Act, effective
from March 1, 1994, is applicable not only to the public operator but
also to the entire postal market including existing and potential pri-
vate operators.

The Postal Act ensures the general public a right to a postal ser-
vice according to law. The Act places the burden of ensuring a good
postal service on the government. In turn, it gives the government
complete freedom to contract with any company in the market that is
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able to provide a postal service (thereby introducing some element
of contestability). At present Sweden Post is the only operator quali-
fied to serve the entire country. In 1996, when the first contract be-
tween Sweden Post and the government lapses, the government has
the option to reassess the situation and appoint other operators as
needed. The Act also defines the limits of the universal service (let-
ters up to 2 kg and parcels up to 20 kg). The Act stipulates that the
privilege of issuing stamps designed according to the UPU Conven-
tion would also be reserved for the operator appointed by the gov-
ernment. This, however, does not preclude other operators from
issuing stamps with other designs, if they need to use this means of
prepayment for the price of their services and for putting mailboxes
in public places.

The Postal Services Act also provides for the formation of a super-
visory body. Details of this regulatory body are discussed later in this
case study.

3. Incorporation of Sweden Post into a Limited Liability Company
On March 1, 1994, Sweden Post was incorporated into a limited li-
ability company under private law. First, the assets and liabilities of
the business were transferred at book value to Postbolagen AB (for-
merly a subsidiary of the public service corporation), which was then
renamed Posten AB.The assets and liabilities of Sweden Post's other
divisions were also transferred to Posten AB. The depreciation sched-
ule for all fixed assets was taken over by the new companies. Since
conversion, all operations are conducted within a limited liability group
whose parent company is Posten AB. At conversion, the pension li-
ability of retirees and the earned pension entitlements of current
employees over 65 were reported as a liability by the public service
corporation. This liability of SKr 7,461 million was assumed by Posten
AB. Consequently, the company's equity was reduced by this amount.

This transformation of Sweden Post from a commercial state en-
terprise to a limited liability company was a less radical step than the
abolition of the monopoly and the change in legislation. The formal
change in status was the culmination of a process initiated in the
1980s. During the process, Sweden Post was given more freedom
with respect to setting prices and making investments. Eventually,
Sweden Post was granted complete autonomy with regard to decid-
ing and financing investments and was free to set prices subject to a
limited price cap. As was mentioned earlier, Sweden Post bought off
all of its assets from the state in the mid-1 980s. It did this by making
extra final depreciations, the amount of which was delivered to the
state, thereby strengthening the state budget.

All these factors facilitated the final move to Sweden Post's current
status. The decision of Sweden Post's owner (the Swedish Govern-
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ment) to change the Post's organizational form recognized that all
the markets in which Sweden Post had a presence were competitive
in nature. All parties concerned felt that Sweden Post should operate
under conditions that were equal in all respects to those of its com-
petitors. Thus, the incorporation of Sweden Post was motivated mainly
to create a level playing field in the postal market. The Post is now
subject to the same opportunities and restraints as its competitors
(such as negotiating labor contracts with employees, forming alliances,
and paying corporate tax, VAT, pensions, etc.). In addition, Sweden
Post's major customers are also limited liability companies that pre-
fer to deal with another limited company as opposed to a government
enterprise whose decisions might be influenced by politics.

A major point is that there has been no privatization in the strictest
sense of the word. Sweden Post is incorporated according to the
normal law on limited companies.The state has retained all the shares
in the company. However, nothing prevents the government from
selling shares at a later stage, if there is a political majority for such a
move. As the sole owner, the government appoints the external Board
of Sweden Post, and the Board in turn appoints the President/Chief
Executive Officer.

Because of the incorporation, specific contracts were drawn up
between Sweden Post and the government specifying the duties and
obligations of each party. The first agreement was for less than three
years (i.e., to the end of 1996).The financial requirement imposed on
the Post by the government in its capacity as the owner is that the
business must operate commercially and generate a return on equity
comparable to other major, well-managed companies in similar in-
dustries. The government has set the long-term return on equity capital
at a standard rate of 11 to 13 percent after tax. Sweden Post consis-
tently exceeded this target for the six years preceding corporatization.
Profit margins after adjusting for all financial items have consistently
been over 5 percent. As owner of Sweden Post, the state has also
specified that the equity/assets ratio be at about 15 percent.

As regards the issue of pension funds, a corporatized firm is
expected to pay a pension to its retirees and to maintain a fund for
this purpose. The issue of financing pension commitments proved
to be a major problem. In the past, Sweden Post, like all other
government agencies, had not set up a fund for future pension
commitments but had only booked pensions paid to employees
that were actually retired. With the incorporation of the Post, it
was expected that the government would assume this responsibil-
ity, but the government was not willing, and Sweden Post had to
undertake full liability for both historical and current pension com-
mitments. Consequently, the Post's debt/equity ratio rose rapidly.
However, in return for assuming this liability, Sweden Post will not
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be required to pay any dividends on its shares (all of which are
government owned) until a sufficient capital base has been built
up. Dividends will not be paid until the equity/assets ratio is deemed
satisfactory.

4. Agreements betzveen the Government and Sweden Post

A specific contract was drawn up between the Post and the govern-
ment, which, among other items, specified the following:

* The Post would provide universal (nationwide) mail service
(including delivery of newspapers) at a uniform and reason-
able price without compensation from the government. The
universal service is defined by the Postal Act as concerning
letters up to 2 kg and parcels up to 20 kg.

* The Post would provide a nationwide counter service. Some
compensation would be paid for retaining counter services
in small localities where other mechanisms for payment
transactions are not available. In 1993, Sweden Post was
remunerated in the amount of SKr 300 million for maintain-
ing a nationwide counter service; it received the same com-
pensation in 1994.

• The government undertook to compensate Sweden Post
for its other social commitments such as free delivery of
literature to the blind, services for the elderly and disabled,
and national defense planning. In 1993 these costs were
estimated at Skr 580 million, but the actual amount paid in
1994 was Skr 53 million. This meant mainly that the gov-
ernment expected Sweden Post to be able to cover the deficit
in the delivery of newspapers and periodicals from the sur-
plus of other services.

* The contract also includes further specifications about the
delivery, the quality of service, and the mechanism for pric-
ing of various categories of mail items. In particular, there is
a price cap on the domestic letter rate for private individuals
of up to 500 g (i.e., the price may be increased by a maxi-
mum of the average change in the net price index over a
three-year period).

5. Application of the Value Added Tax (VAT)

As per the Sixth European Community VAT Directive, "public postal
services" are exempt from VAT within the EU. Given the recent re-
forms in the Swedish postal sector whereby all private operators op-
erating in Sweden must pay VAT, it would be noncompetitive to exempt
the public operator from paying this tax. As a consequence, Sweden
Post has been subject to VAT since March 1, 1994.
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Since the price increase was passed on to the customer, Swedish
Post had expected a public outcry. However, since the majority of the
population was accustomed to paying VAT on most goods and ser-
vices,4they found the policy acceptable. (And since most major cus-
tomers were able to continue to deduct the VAT for postal services,
as for other goods and services, they did not have to pay a higher
price.) To mitigate the effects of the VAT on private individuals and
non-profit-making organizations, the rate of VAT was initially limited
to 12 percent, but was later increased to 25 percent.

From Sweden Post's perspective, an advantage of VAT on mail
conveyance is that it gives Sweden Post the opportunity to contract
out various tasks and to save money, rather than being forced to
perform all tasks in-house because of the tax advantage. This trend
has been noted in the post office network business area, where reli-
ance on contract post office facilities in shops or banks is increasing,
as a means of limiting to some extent costs in areas where post of-
fices are not economically viable.

6. Competition in Payments to and from the Government

Postgirot was transformed into a bank as part of Sweden Post's
corporatization process. On July 1, 1994, Postgirot's exclusive right
to government payments was terminated. Parliament's intent was
to safeguard continued competition in the payment transmission
market to maintain Sweden's highly efficient payment handling
system. In the past, Postgirot enjoyed a favored position with re-
gard to these payments (taxes, VAT, pensions, etc.) and the inter-
est income from this money had contributed to the maintenance of
a dense Post Office network. These privileges have now been re-
moved and all banks and other financial institutions are allowed to
compete for this business.

In spite of these changes, Postgirot continues to be the primary
channel through which government payments are handled. To en-
able Postgirot to survive in the payment transmission market, it has
been granted extended powers. Postgirot can now operate almost
as a commercial bank. It can provide loans and pay interest to attract
these loans for 360 days to both private individuals and corporate
bodies. In the past such loans could be extended only 30 days. The
Postgirot Bank is also entitled to supply checks and credit cards and
to undertake currency trading.

However, Postgirot has not been permitted to develop a bank-
ing business that also extends into savings. A ceiling has been
imposed on the total volume of interest-bearing deposits and loans.
Moreover, the business area may not own securities and invest-
ment companies.

4VAT on most goods and Services in Sweden is 12 to 25 percent.

2 161



Case Study 3
Sweden Post: Removal of Monopoly Protection

7. New Legal Struicture

Corporatization has required the introduction of a new legal structure
for Sweden Post. The parent company, which includes the Chief Ex-
ecutive Officer, the Executive Staffs, and Sweden Post Finance, has
four subsidiary corporate groups: Posten Distribution AB, Postgirot
Bank, Postbolagen AB, and Postfastigheter AB (see Figure 5).

Figure 5
Sweden Post's Legal Structure, from March 1, 1994

PostenAS

Posten Distribution AB Postgint Postbolagen Postfastigheter AB
Bank AB (real estate)

...... .... ... ... .. .... .. ....... ...... . ......... . .. ... ... . ...... . .... . . ...... .. . . . . . . .
Business Area Business Area Business Area Business Area Sweden Post PIC AB

Letters Parcels International Banking and Transport
Counter Swedpost
Services Sweden Post Consulting AB

System Service Posten
................ Leasing AB

Headquarters
Services

Holding Holding Holding Holding
company company company company

General Regulatory Structure Regulation
Any reform process requires legislative amendments. These
amendments are implemented by an overseeing/regulatory body.
To understand why the postal reform process has been success-
ful in Sweden, it is necessary to look at the regulatory structure
prevalent in the country. Sweden is ruled by a parliamentary gov-
ernment, which, in keeping with the principles of this form of gov-
ernment, is responsible to the Riksdag for its actions. The
Constitution stipulates that the government act collectively on all
matters of policy. The government is divided into various minis-
tries, covering different spheres of activity. These ministries are
responsible for preparing business to be submitted to the govern-
ment for its consideration. Once a decision is taken, the relevant
ministry is responsible for implementing the decision.

Ministries do not interfere with the government's day-to-day ad-
ministrative work, which is carried out by legally autonomous bodies
called Boards or Agencies. The heads of these administrative bodies
have no political functions and their appointments and tenures are
independent of changes in the government. Thus the de jure autonomy
of the Boards appears in two ways:
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* First, they apply laws and make decisions on the rights and
duties of the concerned bodies without being influenced by
the government

* Second, they do not receive orders from individual minis-
ters but from the government as a whole.

This regulatory structure is unique to Sweden and has much to do
with the country's success with postal reforms.

New Regulatory Agency

The Postal Services Act lays the basis for a supervisory authority
responsible for monitoring the application of the Act and for interven-
ing in case of anomalies. This regulatory body, which is currently func-
tional, is the National Swedish Post and Telecom Agency, a section
of the Ministry of Transport and Communications. It should be noted
that the functions of ownership, operation, and regulation have been
completely separated. Operators that intend to service the postal
market are obliged to register with the Agency, although they do not
require any form of licensing or formal authorization. The Agency is
charged with promoting competitive neutrality in the postal services
market and also undertakes certain tasks of a public authority nature
for both postal operators (such as the opening of undeliverable let-
ters) and the government (acting as the signatory of international
intergovernmental treaties in the postal field).

Managerial Freedom and Pricing

Sweden Post is free to enter joint ventures and form subsidiaries. Its
international division participates in a joint venture called GDNet with
four other postal administrations and TNT International. Sweden Post
is not required to maintain a specific number of retail postal outlets
and has the freedom to close outlets in remote areas. In turn, the
Post has adopted a policy of franchising post offices within the frame-
work of the agreement with the government. Posten AB has full au-
tonomy in setting prices for all of its products. The standard domestic
letter is subject to a price cap equal to the inflation rate. The parent
company is also free to acquire and invest in other companies.

Labor In recent years, decreasing volumes of transactions at postal counters
* (due to a lower rate of increase in letter volumes as well as a steady

Restructurng decline in counter transactions), better working procedures in gen-
eral, increased mechanization of mail processing, and a decline in
personnel absences due to illness have all contributed to the pres-
sure for staff reductions. Figure 6 shows the drop in number of em-
ployees during the period 1990-93.
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Figure 6
Sweden Post Employees, 1990-93
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Over the previous five years, staff has been rationalized by 12,000
employees. In 1993 alone, the number of employees fell by some
7,000, of which 1,850 were declared redundant. The number of em-
ployees on December 31, 1993 was 55,385, of which 46 percent were
men. The average number of full-year employees during 1993 was
50,123. Posten AB worked closely with the three labor unions during
this retrenchment process. Table 6 shows the reduction in employ-
ees by personnel category.

Table 6
Number of Employees by Personnel Category

As of Reduction since
Category Jan 1, 1994 Jan. 1, 1994 (%)

Mail handling 26,974 -11.6
Counter personnel 10,959 -15.3
Administration and office 7,801 -10.2
Rural letter carriers 3.589 -7.0
Cleaning staff 950 -22.4
Computer and other technology 1,045 -3.8
Miscellaneous (including

Public Service Corp.) 95 -21.5
Postbolagen AB 3,710 -2.1

TOTAL 55,123 -11.3

In the wake of the decreased demand for labor, a freeze on exter-
nal recruitment has been implemented. Together with the personnel
reductions, this has led to a compressed age structure with a lower
proportion of young employees. According to Swedish law, in case
of layoffs the last to be employed have to leave first, unless it is
otherwise agreed upon with the union. The average age of employ-
ees by 1993 was 41, up from 39 a year previously. Employees in
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Posten AB can be laid off when there is a shortage of work. How-
ever, under the public corporation employment law, approximately 3,000
employees are guaranteed employment if their positions are made
redundant. The wage structure of Posten AB is similar to that of com-
parable industries. Minimum pay for an 18 year old is SKr 9,600
(US$1,289).

Employee Morale

Given that employee satisfaction is one of Sweden Post's long-term
goals, the group conducts surveys to measure the proportion of em-
ployees who are satisfied with their job. In 1993, 75 percent of those
surveyed expressed satisfaction (down from 84 percent in the previ-
ous year). This decline is attributable to the major rationalization
measures currently under way in the organization as well as to un-
certainty about the future.

Since the layoffs coincided with the corporatization process, the
belief among staff and in political circles was that corporatization was
responsible for the employment reduction. This belief generated con-
siderable controversy and disfavor. As a result, corporatization even-
tually passed parliamentary approval with a very slim margin.

Future Policy

Sweden Post is geographically the country's most highly decentral-
ized business. As a result, in many localities it is an important em-
ployer. To minimize backlash against layoffs, a policy on social
responsibility during restructuring has been drawn up. A committee
is to examine the necessity of layoffs before they are implemented. A
common approach has been established with employee unions on
how to deal with personnel reductions. In addition, guidelines for han-
dling severance pay have been developed.

Innovations It should be noted that, owing to the threat of competition, Sweden
Post has diversified into new markets and has launched new prod-
ucts. While Sweden Post has a dominant position in the addressed
letter market, there is a new focus on electronic mail messaging.
PostNet, the division's integrated electronic messaging service, of-
fers a variety of products: (1) E-mail (transmission of messages via
computer networks); (2) E-post (a system which permits transfer of
both physical and electronic mail by accessing information posted
directly from a computer and distributing it in the form of letters); (3)
EDI (electronic data interchange, a system for sending electronic
business documents between computers); (4) E-direct (a service that
provides access to a wide spectrum of information services from stock
market quotes to computer-aided shopping; and (5) E-fax (various
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forms of value-enhancing fax services, such as fax broadcast, which
distributes faxes to a large number of receivers). This mix of tradi-
tional mail service together with state-of-the-art electronic messag-
ing options represents one of the most up-to-date communication
systems offered by any postal system in the world.

Sweden Post is in the process of development, renewal, and restruc- Sweden
turing in order to meet the new conditions created by deregulation,
new technology, and internationalization. In 1993 Sweden Post was Post Today
able to exceed the return on capital requirement set by the state for
the sixth year in a row and achieved a net profit of SKr 1,363 million.
Much credit for achieving this level of profitability goes to improved
productivity, which rose by 3 percent in 1993, corresponding to an
improvement in profit of about SKr 600 million.

The company continues to direct its resources at developing new
services and products and measures up well to other international
postal administrations. In early 1994 one of the company's new prod-
ucts, E-post, received the "Innovator of the Year" award at an inter-
national industrial fair.

Several lessons emerge from Sweden Post's corporatization. The Conclusion
most important of these are discussed in this section.

Sweden is one of the few countries that has been successful in
isolating the social obligations of its postal administration, identifying
and attaching costs to these responsibilities, and aiming at making
explicit transfer payments to support these activities. In most other
countries, subsidies are granted to the postal sector as a whole, which
results in the subsidization of business users. But in Sweden the com-
pensation is more targeted.

Contrary to the prevailing arguments for maintaining monopoly pro-
tection for postal services, Sweden Post has explicitly stated that it
does not require monopoly protection to perform the universal ser-
vice obligation. That Sweden Post was willing to lobby the removal of
its statutory monopoly power on letter mail suggests that the benefits
of a competitive environment outweigh the minimal benefit that mo-
nopoly accords. In fact, the monopoly protection was harmful to Swe-
den Post's public image, and this negative perception spilled over
into other sectors in which the Post did not have monopoly protec-
tion. The freedoms (such as the option to form joint ventures) that
come with a competitive environment have been welcomed by Swe-
den Post.

Despite having to maintain universal service coverage, Sweden
Post hoped to remain profitable without monopoly protection because
profits from its core businesses would more than compensate for its
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loss-making units. In general, Sweden Post operates in a number of
business areas and regions including the following:

* Core business areas that are market driven and operate
under commercial principles. In these business areas the
Post is able to recover full costs plus a profit margin in all
regions.

* Non-core business areas, where the Post has universal
service obligations. In these areas and regions there is less
than full cost recovery.

* Areas of social obligation where the Post has zero cost re-
covery.

However, Sweden Post has been able to support its profitability by
receiving compensation for the cost of some of its social commit-
ments. Sweden Post's loss-making business areas and regions are
being cross-subsidized by the Post's profit-making core businesses.

Sweden Post has been quick to adopt technology in the form of
innovative products. The Post is a leading producer of hybrid and
fully electronic services with approximately 10 percent of its mail trans-
actions transmitted in electronic form. Competition from other carri-
ers will undoubtedly prompt postal administrations to innovate in order
to survive. In this regard, Sweden Post is at the forefront.
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A ustralia Post is a government business enterprise (GBE)
owned by the Commonwealth of Australia. Serving approxi-

16~mately 18 million Australians, Australia Post handled almost
4 billion mail items in 1994-95, delivering to some 7.7 million house-
hold and business addresses across the continent. The Post, which
is headquartered in Melbourne, has five state profit centers: Sydney,
Melbourne, Adelaide, Brisbane, and Perth. With a retail network of
some 4,300 outlets, the Post provides the 800,000 customers who
visit it daily with easy access to postal, financial, and other comple-
mentary services. Australia's population is highly dispersed. About
99 percent of the country's land area of 7.7 million sq km is consid-
ered rural or remote and these rural or remote areas are home to 29
percent of the population. Nevertheless, 98 percent of the population
receives five letter deliveries a week.

With annual revenues of almost A$2.8 billion, an asset base val-
ued at over A$2 billion, and profits of A$330 million in 1994-95, Aus-
tralia Post is among the few profitable postal enterprises in the world.
However, this was not always the case. Between 1960 and 1975,
Australia Post consistently incurred losses. As a department of the
state, in the past 20 years it was forced to charge low tariffs. How-
ever, Australia Post went through three distinct sets of reforms: in
1975, 1989, and 1994.

Since its corporatization in 1989, Australia Post has upgraded its
performance and its image. The customer focus is stronger; indus-
trial relations have improved; innovative products and services are
priorities; and investment in the business is at a record level. Today
Australia Post operates commercially, is subject to all taxes, and pays
commercial dividends to its owner, the government. The many initia-

'This case study is based on information provided by Ken McKeown of
Australia Post.os t
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tives that the Post implemented over the past few years-workplace
reform, customer service focus, standard letter price stability, and
overhead reductions-are now paying dividends. Revenue in 1994-
95 was up 8.3 percent from the previous year, the operating profit
was up 15 percent, the return on assets was up 1.2 percent, and the
dividend paid was 33 percent higher than that paid in the previous
year.

By harnessing the cooperation of its 37,500 employees in 1995
(down from 38,600 in 1989), the management of Australia Post has
turned the Post into one of the country's top performing businesses.
Management, staff, and unions now share one goal: the provision of
high quality customer service. To this end the Post has initiated inno-
vative training, quality service, and best practices programs. Through
internal benchmarking, the enterprise has pinpointed the areas where
best practices exist and has brought such practices to all work cen-
ters. Indeed, international benchmarking confirms that Australia Post
performs as well as, if not better than, most overseas postal organi-
zations. In sum, the benefits have been twofold: the Post continues
to meet its customers' changing expectations, and the business con-
tinues to prosper.

The obvious question for those postal administrations that have
been plagued by problems similar to those faced by Australia Post is:
"What has Australia Post done to turn around its performance so dra-
matically?" These postal administrations may well be interested in
using Australia Post's experience as a blueprint for reforming their
own postal sectors. The present case study describes the changes
undergone by Australia Post, reviewing the reform process and high-
lighting the specific results.

The Reform Three distinct and deliberate sets of reforms, introduced within Aus-
tralia Post in 1975, 1989, and 1994, have contributed to the present

Process success of this enterprise. A historical perspective of this reform pro-
cess outlines the drivers of each of these stages of reform and the
changes introduced by the reforms.

The First Stage: 1975

Drivers of Reform

The Australian postal service's performance in the 1 960s and early
1970s was cause for concern. In the decade preceding the cre-
ation of a separate postal organization in 1975, postal operations
had been making a loss every year, with losses ranging from 5 per-
cent to 20 percent of revenue. Figure 1 shows operating profit
levels from 1964 to 1974.
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Figure 1
Australia Post Operating Levels, 1965-74
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Over the same period, mail service performance (on-time deliv-
ery) on an average national basis had fluctuated around 93 per-
cent. However, performance in New South Wales, the largest state,
which accounts for 35 to 40 percent of total mail, had never ex-
ceeded 90 percent, and, for a number of years, service levels had
fluctuated between 75 and 85 percent. The poor performance in
New South Wales had been accompanied by considerable time
lost through industrial disputes. The Vernon Report, a report of
the Commission of Inquiry into the Australian Post Office, described
the situation as follows:

The unsatisfactory industrial climate at this [Sydney mail] exchange,
evidenced by the number of stoppages and black bans, the frequency
of meetings between management and staff and the difficulties of mak-
ing changes in procedures, is unique within the A.RO. service. The
Commission has no ready solutions to propose. Improvement in the
industrial climate at the Sydney exchange will be one of the major
tasks for the new management of the postal service as it has been for
A.RO. for many years.... The achievement of better industrial rela-
tions at the Sydney mail exchange appears as one of the problems
which management and the staff organizations will have to pursue
assiduously in the public interest of maintaining a reliable and effi-
cient mail service.

Tariffs and productivity improvements did not increase as rapidly
as expenses, which escalated under the pressure of increasing sal-
ary and wage rates. The losses, which averaged about $A20 million
per year, severely limited the capital expenditure available for mod-
ernizing the service. This effectively meant that telecommunications
was subsidizing the postal service. The Vernon Report went on to
state the following:

Postal and telecommunications services, which are examined sepa-
rately [in the report] show widely differing characteristics with respect
to capital investments, growth rates, and profitability. In the profit and
loss sense, postal services have been a problem area within the A.RO.
for a number of years. Consistent losses have largely offset profits
derived from telecommunications services.
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No government had the will to raise tariffs by the amount neces-
sary to establish a profitable base. For such a move to occur, it would
have to come from a non-governmental agency, since politicians were
not willing to risk the public furor over such a price hike. This factor,
together with the poor performance of the postal sector over a sus-
tained period of time, was the primary reason for reform.

Reforms of 1975

The reforms of 1975 resulted in far-reaching structural changes. The
main components of these reforms were as follows:

* The postal service was separated from the affairs of the
general government by the placement of postal matters at
arm's length from the day-to-day business of government.
For this, the postal and telecommunications operations role
of the Postmaster General's Department ceased and the
functions were reallocated. Three separate commissions
were set up: the Australian Postal Commission, the Austra-
lian Telecommunications Commission, and the Overseas
Telecommunications Commission. Operations of the postal
services thus passed from a department of the state to a
statutory corporation.

* The mission of the newly created postal entity was clarified
through legislative provisions. The newly formed Commis-
sion was given explicit postal functions; was required to re-
cover all costs from postal charges; and was obligated to
provide at least half of its annual capital expenditure require-
ment from its internally generated funds. As a result, rev-
enue and cost were closely aligned and deficit financing or
cross-subsidization from other sources (e.g., from telecom-
munications, as in the few years before reform) was no
longer an available option. This was an important step for-
ward in establishing an organization that could develop, al-
beit gradually, its own commercial culture and take charge
of its own destiny.

* The tariff on a standard article was raised from 10 cents to
18 cents. This substantial raise in tariffs was instrumental in
driving Australia Post toward profitability, although mail
growth suffered for three years.

* Social obligations were explicitly, if only broadly, stated in
legislation.

In brief, the 1975 reforms provided the postal service with a ro-
bust structure, a clearer mission, industrial separation from the
public service work force, and proper and effective financial disci-
pline, all of which prepared Australia Post for its transition to com-
mercial operation.
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The Second Stage: 1989

Drivers of Reform

In contrast to the previous reform initiatives, the driving force in
1989 was national economic policy. Since the mid-1 980s the Gov-
ernment of Australia had embarked on a number of reform initia-
tives, including the reduction of tariffs and other forms of protection
and the introduction of competition in aviation and telecommuni-
cations. These initiatives came to be referred to as the
microeconomic reform program and they were aimed at restruc-
turing key industries in the Australian economy and improving their
efficiency. The focus of microeconomic reform was on the struc-
tural and institutional factors that inhibited efficient performance.
The changes to be instituted included corporatization, the aboli-
tion or reduction of restrictions on competition, and privatization.

Microeconomic reform in its broadest sense was about making
markets work better, improving incentives, and enhancing the effec-
tiveness of government operations. The process was a comprehen-
sive program that involved removing those market impediments that
prevented resources from being used in the most efficient manner,
including restrictions on competition (whether domestic or from im-
ports), rigidities in work organization, or a tax system that distorted
incentives.

Another driving force in this period was the flat performance and
low profitability of the sector. The period from 1983 to 1986 was one
of relatively unremarkable postal performance: on-time delivery fell
significantly in 1984-85 and remained at a low level; the number of
days lost as a consequence of industrial disputes rose significantly;
and labor productivity remained subdued. Moreover, the government
was increasingly concerned by the low returns on assets that the
Postal Commission achieved from 1975 to 1989, since the govern-
ment had made a commitment to increase the efficiency of GBEs.

The continuation of day-to-day controls by the govemment became
an increasing source of frustration for the Commission's managers.
For example, a number of government departments and agencies
had to approve the disposal of property and contract conditions for
building works. Frequent delays and conflicts with staff who did not
have accountability for the business sapped management's energy
and morale.

With these concerns (as well as others) in mind, the Australian
Government in 1988 announced a program of reform for the major
business organizations in the transport and communications sector
under federal jurisdiction. The major thrusts of the reform were the
following:
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* New emphasis would be placed on planning and account-
ability mechanisms

* The board and management of Australia Post would be left
largely free of government day-to-day controls

* The playing field would be made level by the removal of
concessions enjoyed by the Post, such as exemptions from
all taxes and state laws

* Non-commercial costs including community service obliga-
tions would be made transparent.

Reforms of 1989

The reforms introduced in 1989 changed the nature of the Postal
Commission and resulted in changes that would affect the enterprise
for years to come. Clearly, these reforms built on the achievements,
principles, and institutional changes introduced in 1975. The major
changes introduced are listed below:

* The Australian Postal Corporation Act of 1989 legislated the
corporatization of Australia Post. As a result, a Postal Cor-
poration was created to replace the Postal Commission.The
dominant intent of corporatization was to give Australia Post
a commercial character. For this purpose, Australia Post was
required to conduct its operations in accordance with sound
commercial practices, to achieve a reasonable rate of re-
turn on assets, and to pay a reasonable dividend to the owner
government. Consequently, a board of directors, selected
for their commercial skills and experience, was appointed,
executives drawn from the private sector were recruited to
top management, and a commercial financial structure was
put in place.

* A set of financial and other performance targets was agreed
upon with the government over a three-year planning period.
These targets were to reflect a gradual improvement in per-
formance, thus allowing for the continuing impact of past
decisions. Measurements of performance against these tar-
gets were to be published every year in Australia Post's
Annual Report.

* Transparency in planning, the calculation of costs, and the
delivery of both community service obligations (CSOs) and
specific general government obligations was embedded in
the system.Through the corporate planning process, agree-
ment was to be reached between Australia Post and the
minister responsible for the Post on the strategies and poli-
cies regarding the cost and delivery of CSOs. Plans for
meeting or reducing these costs were agreed upon with the
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government. In turn, the government's day-to-day controls
were lifted.

* The organization was to be subject to the laws of the Aus-
tralian states as well as federal laws, including payment of
all taxes.

* Detailed statutory provisions governing employment condi-
tions were replaced by provisions in various union awards.
Senior staff positions were to be spilled, and then filled com-
petitively under contracts that excluded tenure of public sec-
tor employment. Remuneration for these positions was to
be set by reference to the market and not pegged to the
salaries of similar positions in other public sector jobs.

In sum, the 1989 reforms gave the enterprise a positive commer-
cial orientation and put further distance between the enterprise and
the owner government. The reforms strengthened the enterprise's
organizational and financial structure by giving it a board, as is the
case with other commercial enterprises, and also restructured capi-
tal in its balance sheet. These reforms also opened the door to the
appointment of executives from the private sector, and redefined the
relationship between Australia Post and the government. Having com-
pleted the internal commercialization of Australia Post, the 1989 re-
forms cleared the way for future reforms to focus on market regulation
and competition.

It must be pointed out, however, that the regulatory framework, the
scope of the letter monopoly, and the barriers around the reserved
services were left unaltered. Moreover, the corporation was still sub-
ject to the following three major strategic controls:

- It had to submit all proposed price raises on all monopoly
letters to the Prices Surveillance Authority, a body set up to
oversee pricing in key Australian industries

* It had to seek government approval to borrow

* It had to coordinate its industrial relations policies with those
of the government.

Australia Post understood and accepted the need for pricing regu-
lation of products under a statutory monopoly and the national policy
requirements under a central wage fixation system.

The Third Stage

Drivers of Reform

The postal reforms introduced through the Australian Postal Corpo-
ration Amendment Act of 1994 were a consequence of a report of the
Industry Commission on Mail, Courierand Parcel Services.The main
recommendations of this inquiry were the following:
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* The letter monopoly provided by legislation to Australia Post
would be terminated as of January 1, 1995. The social ob-
jective of a universal service with a uniform price for stan-
dard letters within Australia would be replaced by a maximum
affordable charge regime for domestic standard letters.
Under the new regime Australia Post would be allowed to
charge up to a certain maximum (initially, the current 45
cent rate would be the maximum charge), while competi-
tors would be free to compete as they wished.

* If the above option was not acceptable to the government,
then the minimum amount that other providers must charge
to carry a letter would be reduced from ten times the stan-
dard rate to A$1.20. This amount would be reduced by ten
cents each year thereafter for five years. A further review of
the letter monopoly would be undertaken in 1997.

* The weight limit for exceptions to reserved services would
be reduced from 500 g to 250 g.

* The operation of document exchanges, the transfer of mail
within an organization, and advertising mail would be re-
moved from monopoly protection.

- Australia Post's exclusive right to carry letters between Aus-
tralia and locations outside of Australia would be withdrawn.

* Interconnection with Australia Post's network would be al-
lowed, under fair terms and conditions, at any point between
sender and receiver.

The recommendations of the Industry Commission were not adopted
in full by the government, but most certainly had some influence on
the outcome. The Minister for Communications at that time stated
that the government had rejected the Industry Commission's radical
proposals because they might have destroyed Australia Post's viabil-
ity and might not have ensured continued delivery of the community
service obligations. The Industry Commission's failure to estimate
with confidence the amount of monopoly protection necessary to
ensure the viability of Australia Post while community service obliga-
tions continue to be internally funded was considered a major reason
for the government's decision to take a moderate first step in 1994
and to review competitive arrangements in 1996-97.

The National Competition Policy Review (NCPR) was established
in 1993 to improve Australia's international competitiveness through
a review of institutional impediments to competition at all levels of
government. Microeconomic reform had until 1992 been championed
by the Commonwealth Government, and had concentrated on areas
within its responsibility under the Australian Constitution. Large sec-
tors of the Australian economy, including roads, gas, water, power,
and rail-all beyond the direct power of the Commonwealth-had
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escaped reform. By 1993, national reform seemed to have come to a
standstill.

To reinvigorate the reform program and to make it national in scope,
the Commonwealth commissioned NCPR in 1992. NCPR's recom-
mendations were debated for well over a year and initially met with
opposition from the states and the territories. In 1995, after protracted
negotiations and a report on the benefits of reform, a national reform
program was finally agreed upon and launched. This program now
provides for a timetable, for set processes, and for agreed principles
to reform competition in Australia. The program also incorporates
powerful incentives for the states and territories to comply and is ex-
pected to guide and stimulate reform in Australia in the next few years.

Reformiis of 1994

The Australian Postal Corporation Act of 1994 put into place the fol-
lowing decisions of the government:

* The monopoly protection afforded to Australia Post reduced
the weight barrier from 500 g to 250 g, and the price barrier
from ten times the standard rate (i.e., A$4.50) to A$1.20.

* Carriage of letters within document exchanges and of mail
internal to organizations was excepted from the letter mo-
nopoly.

* Outbound international letter traffic was excepted from the
letter monopoly, but the delivery in Australia of inbound in-
ternational letters continues to be reserved for Australia Post.

* A limited interconnection regime for bulk presorted mail was
introduced for delivery within the same state.

* The remaining monopoly protection given to Australia Post
would be reviewed in 1996-97.

A succinct summing up of the results of the reforms was given in The Results
Standard and Poor's Assessment Report, which in 1994 established
an AAA domestic rating for Australia Post. The report states: of the

Australia Post's financial performance has improved markedly over Reforms
the past few years, with its profitability increasing threefold over the
four years to 1992-93.... This improving performance has been un-
derpinned by the steady natural growth of the core business, strength-
ened cost control, [and] the introduction of advanced network
automation and favorable labor relations, as illustrated by the recent
record of labor/management agreements and low incidence of indus-
trial disputes.

A useful evaluation of Australia Post's performance since the
1989 reforms can be made under the following main categories:
financial performance, labor performance, customer orientation,
products, and service.
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Financial Performance

Australia Post's financial performance since the 1989 reforms has
been nothing short of spectacular. In all categories: revenues, prof-
its, return on assets, mail volumes, revenue per employee, dividends
paid, and investments, Australia Post has been achieving steady im-
provement. Annual profits have grown from A$46.2 million in 1989 to
A$331.6 million in 1995. From paying no dividends in 1989 to its owner,
the government, the Post paid out an annual dividend of A$120 mil-
lion in 1995. Returns on assets have increased fivefold, from 3 per-
cent to above 15 percent within the same period. In spite of increased
competition, mail volumes have increased from about 3 billion ar-
ticles in 1989 to some 4 billion articles in 1995. Figure 2 illustrates
these trends.

Australia Post's active support for local industry has resulted in
some 90 percent of the corporation's capital investment expenditure
of A$884 million being invested in Australian industry since 1989. A
further A$270 million is targeted for investment over the next year.

Labor Performance

The chief areas of labor performance that were affected by the
reforms were labor productivity, industrial disputes, and the new
emphasis on work force participation. Labor productivitygains rose
to a record 6.4 percent in 1995, after sizable annual increases
since 1991 (see Figure 3).

Where industrial disputes are concerned, the relationship be-
tween Australia Post and its unions in 1989 was strained and
adversarial. As much as an hour per employee was lost to postal
disputes in 1989, about average for Australia Post in the 1980s. In
1995 the time lost to postal disputes had dropped to an almost
negligible level (see Figure 4).

These improved relations among Australia Post's management,
employees, and unions, which have become open and construc-
tive, are among the most important changes to the Post over the
past six years.

The foundation for the new emphasis on work force participation
came from the joint statement of understanding signed by Australia
Post and its major unions in 1989. The statement emphasizes the
importance of worker participation, commits management and unions
to consultation, and encourages the development of a cohesive team.
Thus, all staff now participate in the decisions that affect their work
place. In October 1992 Australia Post and its unions signed the first
Enterprise Agreement with remunerations based on productivity im-
provements, now recognized as a leading example of enterprise bar-
gaining and industrial relations.
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Figure 2
Financial Performance of Australia Post, 1991-95
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Figure 3
Labor Productivity in Australia Post, 1991-95
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Figure 4
Work Hours Lost to Industrial Disputes,
per Employee, 1989-95
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Customer Orientation

The principal areas to be significantly improved were: customer ser-
vice; customer satisfaction; links with customers and customer inter-
action; and commitment to best practices.

As meeting or exceeding customers' expectations of service has
been the focus of Australia Post's decisions and efforts since its con-
version to GBE in 1989, customers today are benefiting from a range
of improvements and innovations in the area of customer service. In
customersatisfaction as well, consistent and sustained increases have
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been indicated by both business customer and private customer feed-
back (see Figure 5).

Figure 5
Customer Feedback on Australia Post, 1992 and 1995

Private Customer Feedback
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Another principal goal of Australia Post has been to establish closer
links with customers and improve interaction with customers. In 1989
the Post was largely focused inward on its operations. The handling
of complaints and customer feedback was sporadic, and there ap-
peared to be no underlying commitment to speedy and effective reso-
lution of problems. Linkage with customers was on an ad hoc basis.

To achieve its goal, Australia Post established the Postal Services
Consultative Council. This body is made up of Australia Post's cus-
tomers, union members, and postal licensees and provides the en-
terprise with vital feedback on services and customer needs. Some
7,500 retail staff members have been further trained in improved cus-
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tomer contact skills and in techniques for handling complaints. In
addition, when inquiries or other concerns come in to the Post, they
are handled at the location at which they were received.

The Post's fourth major goal in the area of customer orientation
was to establish a widespread commitment to bestpractices. In 1989,
"best practices" was an abstract concept understood by few employ-
ees of Australia Post.

A move in the direction of this goal was the Enterprise Agreement
of 1992, which had as a fundamental objective the achievement of
world-best practices. The agreement also included an important par-
ticipative quality accreditation program known as Quality Service One
(QS1). The program emphasized an improved internal focus on qual-
ity and provided a structured approach to assessing quality. By 1994
about 95 percent of Australia Post's work centers had met or ex-
ceeded the standards of the QS1 program, and the need to provide
quality service to customers is now high in the consciousness of all
Australia Post staff. A follow-up program, QS2, has been launched.

Products

In this area Australia Post has concentrated on developing innova-
tive and customer-focused products and services as well as on in-
creasing financial transactions through a broader range of services.
The Post has continued to introduce innovations to meet the chang-
ing needs of postal users. New products such as EDIPost, peel-and-
stick stamps, extended financial and bill payment services, and
FaxPost have been added and expanded. EDIPost is the Post's hy-
brid mail service which enables customers to lodge data electroni-
cally for printing, enveloping, and delivery by the enterprise. It is an
efficient and sophisticated means of handling bulk mail lodgments.
Other products continue to be added.

Regarding a broader range of services for financial transactions,
customers in 1989 could pay a limited number of accounts and
conduct banking transactions with the Commonwealth Bank
through the national retail network. Australia Post handled some
45 million of these "agency" transactions. After 1989, volume in-
creased annually for the next five years. In 1995 the corporation
handled some 100 million agency transactions, which reflects the
customer preference for these easy-to-use services. Figure 6
shows revenues from these transactions.

Australia Post has established its single largest electronic counter
network, Electronic Point of Sale (EPOS), which provides cash and
stock control and improves the speed and efficiency of customer trans-
actions. EPOS, which is widely regarded as one of the most advanced
electronic counter technologies in the world, has opened new doors
for Australia Post, and has made possible the rapid expansion of bill
payment and payment services.
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Figure 6
Australia Post Agency Transaction Revenues, 1991-95
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Service

The goals in this area have been: to improve letter delivery perfor-
mance; to develop and implement a retail structure that better meets
market segment needs; to provide universal letter service at uniform
prices; and to modernize the mail handling system with minimal dis-
ruption.

Letter delivery performance urgently needed upgrading. In 1989,
customers faced a confusing array of mail delivery times. The fact
that 80 percent of the nation's mail was lodged with Australia Post
between 4 p.m. and 6 p.m. added to the delays. Indeed, a self-as-
sessment by Australia Post led it to conclude that 88 percent of let-
ters were delivered on time.

By 1994, however, there was a standard closing time of 6 p.m. for
all major population centers. This closing time is, on an average, up
to an hour later than that of many Western countries. In 1994 an
external audit by KPMG Peat Marwick revealed that 93.3 percent of
mail arrived early or on time, with the figure rising to 98.5 percent
being delivered within one more day. This figure is all the more im-
pressive given that mail volumes have been rising and that in Austra-
lia vast distances need to be covered.

A retail structure was needed that would better meet market seg-
ment needs. In 1989 Australia Post's retail network of post offices
and post office agencies was not meeting contemporary needs. Many
offices were poorly located. In addition, retailing standards were out-
dated and did not suit customer needs or the direction in which the
Post was moving. The post office network was also losing money.
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By 1994, customers were increasingly able to choose from a range
of outlets in convenient locations to suit their specific needs. Such
outlets included: postshops, business centers, delivery centers, li-
censed post offices, and postpoints-along with traditional "over-the-
counter" post offices. Since 1989, some A$145 million has been
invested in the network, and 38 mail centers and 14 parcel centers
are at the core of the network.

Another goal concerned Australia Post's community service obli-
gation (CSO) to provide a universal standard letter service at good
standards of performance at a uniform price throughout Australia. To
enhance the accessibility of the postal service, the Post has located
35 percent of its outlets in rural and remote areas where 14 percent
of Australia's population lives. Figure 7 shows senders' comparative
access to the postal network.

Figure 7
Letter Senders' Comparative Access
to the Postal Network, by Area Type, 1995
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Urban postal outlets service two to three times as many residents
as do rural and remote outlets. Delivery services across the country
have been maintained. Ninety-eight percent of the 7.7 million ad-
dresses served in 1995 received at least five letter deliveries a week.
In sum, access to rural and remote areas stands firm.

The problem of modernizing mail handling with minimal disruption
was an urgent concern of Australia Post. In 1989 most letters had
been sorted manually, at the rate of 1,300 letters an hour.

In a three-year A$50 million program, completed in 1994, Australia
Post installed sophisticated letter processing machines to provide
quicker and more reliable mail sorting. By 1994, 30 electronic ma-
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chines were each sorting up to 35,000 standard size letters an hour
or about 27 times the rate in 1989. In addition, 16 similar electronic
machines sorted larger letters rapidly. This innovative system has
contributed significantly to on-time delivery performance.

What is even more remarkable about this increased mechaniza-
tion is that it was achieved without a single day lost through labor
disputes. In 1989 the Post's adversarial industrial climate would have
stifled these changes. With Post's changed culture, these innova-
tions took place with the staff cooperating and participating fully in
the process.

There is no public government blueprint available that sets out the What Lies
intended future course of postal deregulation in Australia. However,
the public record provides firm indications on a process, a timetable, Ahead for
a set of principles, and the publicly stated views of ministers. Further Australia
reforms can be expected, in view of past developments in Australia
and of worldwide trends, since countries overseas that have oper- Post?
ated, or are intending to operate, without a letter monopoly will also
have an influence on developments in Australia in the medium term.

Review in 1996-97

The review of the remaining monopoly protection available to Austra-
lia Post is to be conducted in 1996-97. This review must be carried
out as provided in the National Competition Policy Reform legislation
and related agreements between the Commonwealth and the states
and territories, entered into in April 1995.The NCPR agreement states
that legislated restrictions on competition would be removed unless it
could be demonstrated (I) that the benefits of such restrictions to the
community as a whole outweigh the costs, and (2) that the objectives
of the legislation could only be achieved by restricting competition.
Moreover, such legislation would be systematically reviewed at least
once every ten years. The Australian Postal Corporation Amendment
Bill of 1994 made the following statement:

The Terms of Reference for the 1996-97 review will be consistent with
the Government's determinations on the findings of the National Com-
petition Policy Review. This approach reflects the Government's view
that a public monopoly must justify the continuation of its monopoly
position.

Stated Government Objectives for the Post

The government objectives for the Post, as set in 1993, were (1) to
safeguard the basic letter service and the uniform postage rate (both
of which are currently provided by Australia Post under a legislated
community service obligation); (2) to encourage price and service
competition in value added services; and (3) to encourage Australia
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Post to continue to operate using world-best practices and as a
100 percent publicly owned corporation

The Social Objectives and the Monopoly

While Australia Post is required to perform commercially, it also has a
CSO (estimated at A$65 million for 1994-95) to provide all Austra-
lians with a letter service that reasonably meets their needs on an
equitable basis and that includes a uniform price for domestic stan-
dard letter service. This means that the Post delivers a standard let-
ter anywhere in Australia for 45 cents, even though the cost of delivery
may exceed the price charged (particularly to rural and remote areas).

Providing the letter service through Australia Post-a single, large
enterprise-achieves economies of scale, which are essential for a
universal low-cost service. This in turn results in affordable prices.
Figure 8 shows the falling real cost of postage relative to the CPI
between September 1975 and June 1995.

Figure 8
Falling Real Cost of Postage
Relative to the CPI, 1975-95
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To achieve the two objectives of service universality and price uni-
formity, competition is restricted in parts of the letter market, reserv-
ing some letter services for Australia Post. In addition, since uniform
price is a separate social objective, it has been argued that exclusive
rights of carriage for standard letters for Australia Post would be nec-
essary to prevent "cream skimming" and subsequent erosion of the
letter pool from which the uniform price can be cross-subsidized.

It should be noted that Australia's vast distances and sparse popu-
lation make postal delivery a continual challenge. Delivery frequency
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depends on delivery costs and community needs. In some remote
and rural areas it can cost between A$7 and A$20 to deliver a 45 cent
letter. It has been estimated that if the CSOs were delivered by an
operator other than the Post, the cost to the federal government would
be in the order of A$150 million.

It is still too early to establish accurately the long-term impact of the Conclusion
changes discussed above. However, certain conclusions can be
drawn. It is evident that Australia Post has benefited tremendously
from its reform efforts. It is now ranked among the world's better per-
forming postal enterprises.

Through a careful phasing of reform, Australia Post has retained
its capacity to fulfill its social obligations without detriment to its com-
mercial performance. The challenge for future postal reform is to bal-
ance social benefits against the effects of the remaining restrictions
on competition, and the risks and costs of short-term disruption to
customers' communication patterns and service quality. The lessons
of the Australian experience in postal reform indicate that measured,
carefully designed reform provides a good path toward optimal con-
sumer and social benefits.
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hi British Post Office:
The Need for

VJ Further Reform'

T he United Kingdom's Post Office is regarded as providing a
superior service while being profitable at the same time, and
is also considered an early and effective example of

corporatization and commercialization. Nevertheless, the Post Office
is of the opinion that, to respond effectively to the changing market
requirements and the current competitive structure, the sector needs
to be further liberalized. If such liberalization is not forthcoming, it is
feared that the competitive and financial position of the postal ser-
vice will be eroded. This highly focused case study looks at the con-
straints that the Post Office faces.

From its origins as a government department providing services based Background
in local communities, the British Post Office has migrated, through a
series of structural changes, to a changed customer base in the busi-
ness community. The first driver for this migration was the
government's decision in the early 1960s that the Post Office should
introduce a form of profit and loss accounting. In 1969 the Post Office
was established as a public corporation. The 1981 British Telecom-
munications Act led to the privatization of the telecommunications
business and the creation of a Post Office Board solely concerned
with the affairs of the Letters, Parcels, and Counters Services and
the Girobank (opened in 1969). The Girobank was structured and
managed separately until its sale in 1989.

' Sections of this case study are based on: (1) "The Future of the Post Office,"
First Report, Trade and Industry Committee, London, February/March 1994;
and (2) 'The Future of Postal Services," a Consultative Document, Depart-
ment of Trade and Industry, London, June 1994. Colin Rose, Colin Johnson,
and Richard Malaure, of British Postal Consultancy Service, also provided
background information.
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The Post Office is required by legislation to meet all reasonable
demands for letter services. It carries out other tasks which are not
required by statute but with which it is traditionally associated, such
as the nationwide parcels service provided by Parcelforce and the
payment of social security benefits at post offices. Today the Post
Office consists of three main businesses: Royal Mail, Parcelforce,
and Post Office Counters. Royal Mail and Parcelforce are separate
operating divisions of the Post Office, while Post Office Counters is a
wholly owned subsidiary. Key facts on each of the three main Post
Office businesses are given below.

Royal Mail represents some 70 percent (over £4 billion) of total
Post Office turnover. It employs 165,000 people, most of whom are
front-line postmen and postwomen providing a daily delivery service
to 23.4 million addresses. They deal with more than 60 million items
of mail a day, collected from 100,000 street postboxes as well as
from post offices and directly from many organizations. Royal mail
has a statutory monopoly on letters delivered for less than £1 (al-
though the government is committed to reducing this figure).

Parcelforce represents some 10 percent (around £500 million) of
Post Office turnover. It employs 13,000 staff and deals with three-
quarters of a million parcels a day. It offers an individual parcels ser-
vice to customers at post offices, delivering throughout the country
for a uniform tariff. Its main business activity, however, is to provide a
collection and delivery service for larger customers on a contract basis
for which it competes with many other businesses in the private sec-
tor. For reasons of efficiency it subcontracts some of its services to
Royal Mail.

Post Office Counters represents 20 percent (around £1 billion) of
Post Office turnover. It runs the network of nearly 20,000 post offices,
of which nearly 19,000 are sub-post offices owned and managed by
private individuals or companies on an agency basis. The remaining
post offices are directly run by Post Office Counters, which employs
about 15,000. Post Office Counters provides services to many cli-
ents2 in addition to Royal Mail and Parcelforce, including the Benefits
Agency, the Girobank, the Driving and Vehicle Licence Agency, the
Department for National Savings, and a number of utility companies.
Of these, by far the most important is the Benefits Agency which ac-
counts for about one-third of the income of Post Office Counters.
About 25 percent of Counters' income comes from Royal Mail and
Parcelforce.

2 Post Office counters provides a retail outlet through which various government
bodies and ex-government bodies provide services to the public. These bod-
ies are generally called "clients" of Post Office Counters, to distinguish them
from "customers," namely, members of the public who receive or buy those
services in post offices. It is generally the clients rather than the customers
that provide the income of Post Office Counters Limited.
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A fourth trading business, Subscription Services Ltd, provides
licensing and subscription management services, principally for
the BBC. It employs some 1,400 people and has a turnover of
£50 million.

Royal Mail has been consistently profitable for many years. It makes Royal Mail
the largest contribution by far to the Post Office's overall profits
Parcelforce, on the other hand, operates in a parcels market which and
has suffered from overcapacity in the recent recession and has been Parcelforce
loss-making.

For Royal Mail, it is important to recognize that the letters market is
not self-contained but is part of a wider communications market. Busi-
nesses and individuals now have an increasing number of ways of
sending messages, such as by telephone, fax, and electronic mail.
Businesses can now order and pay for goods electronically, home
banking is a reality, and home shopping is a prospect. Direct mail is
competing with television, radio, and press advertising.

These changes pose a growing threat to Royal Mail's traditional
business. Royal Mail has a monopoly over all mail delivered for less
than £1 per item. But even with this protection, commercial pres-
sures are making themselves felt, for example, in the following ways.

* Royal Mail's market share in the wider communications
market is estimated at only some 14 to 16 percent. Compe-
tition in that market is fierce. The electronic data interchange
(EDI) market is growing by about 20 percent annually and
the fax market is growing by 30 percent a year. Both busi-
nesses and individuals have a wide range of alternatives to
written communication sent through the post.

T There is also increasing competition for letter traffic. Letters
costing more than £1 can be delivered by a wide range of
local, national, or international private sector courier com-
panies. The real value of the £1 limit has been reduced sig-
nificantly since its introduction in 1981. If mail for U.K.
companies is printed overseas and posted to the United
Kingdom, the revenue for Royal Mail is lower than the rev-
enue for mail posted in the United Kingdom. In addition, the
government is committed to lowering the monopoly further
to allow other operators to develop new services, consis-
tent with ensuring that Royal Mail can deliver its universal
service at a uniform and affordable tariff.

Parcelforce is not protected by a monopoly. While it is the only
parcels service available at post offices, this business represents only
about 6 percent of its volume and, for the most part, Parcelforce is
competing directly with the private sector. It faces growing competi-
tion from the following sources:
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* A marked growth of competitors in the U.K. market, particu-
larly from small, independent businesses.

* Increasing demands by its business customers for a faster
and more reliable parcels service. Most of Parcelforce's
competitors have invested heavily in this area of the mar-
ket, notably in "track and trace" facilities which enable cus-
tomers to be given much better information on whether and
when their parcels are delivered.

* Growing international competition. In the absence of a mo-
nopoly, there are no constraints on other companies regard-
ing the delivery of parcels and related services within the
United Kingdom.

While both Royal Mail and Parcelforce have taken many steps to
respond to the new business environment, there are limitations on
their ability to respond because of the constraints of nationalized in-
dustry status. The Post Office Board has made it clear that the future
of both businesses, and thus their ability to maintain their vital public
services, requires that they be able to respond with a higher level of
commercial flexibility and freedom than is permitted under the cur-
rent public sector control regime.

The Trade and Industry Select Committee has also argued that
traditional Treasury restraints on these postal activities have ham-
pered the Post Office's ability "to meet the challenges and opportuni-
ties of international competition."

The government believes that increased competition benefits con-
sumers and strengthens the country's economy and also accepts that
Post Office Counters, Royal Mail, and Parcelforce need greater com-
mercial freedom if they are to respond effectively to the challenges
they face. The government takes the view that it is in the interests of
consumers and the wider economy for these businesses to be al-
lowed to change so that they can operate successfully in a more
competitive environment.

Post Office The network of post offices represents a partnership between the
public and private sectors. Post Office Counters, the public sector

Counters core of the business, is at the hub of this network, negotiating and
coordinating the contracts with government bodies and other clients
on which the network depends. Post Office Counters provides the
infrastructure that supports the individual post offices and ensures
that they provide services to a high standard, building on the reputa-
tion of the business for security and efficiency. Post Office Counters
also directly runs some 800 of the larger offices (known as "Crown"
offices), although the Post Office has been converting these to agency
status in the interests of efficiency and customer service. The Counters
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business is relatively small, employing 15,000 of the 200,00 staff of
the Post Office.

The network of sub-post offices injects private sector involvement
and capital into the business. This network provides direct employ-
ment for 19,000 sub-postmasters and their support staff. The com-
bined investment of the sub-postmasters in the post office network
has been estimated at more than £1 billion, which is well in excess of
the public sector investment in the business. This combination of public
and private interests is mirrored at the level of the individual office.
The great majority of the 19,000 sub-post offices run an independent
business parallel with the Post Office, and the two businesses are
often mutually self-supporting, with the "private" side of the shop sup-
porting the "public" services of the Post Office, and vice versa.

Royal Mail and Parcelforce recognize the need to respond effectively The Need
and flexibly to the changing marketplace and competitive structure.
They are fully aware of the need for access to capital to invest in new for Change
technology and the freedom to compete with private sector operators
in supplying new and better services to customers. Other countries
are giving their post offices greater freedom to compete in the new
market. The Dutch, for example, are selling a large shareholding in
the company that runs their postal service.

As has been mentioned, studies conducted by special government
committees have concluded that the government's target impositions
on the Post Office and the traditional Treasury restraints on Post Of-
fice activities are affecting the Post Office's ability to act as a com-
mercial organization and to take advantage of the opportunities offered
by international competition. The current control regime and the pro-
posed extension of powers are discussed below.

Control Regime

The Post Office works to three targets set by the government. Two of
these targets-return on capital employed and reduction in real unit
costs-are the result of consultation and are accepted by the Post
Office as relevant and appropriate. The third target, the External Fi-
nancing Limit (EFL), is seen as a constraint on business. The EFL
target is determined on the basis of a bid submitted to the Depart-
ment of Trade and Industry (DTI) by the Post Office and is calculated
by taking the group's operating profits, adding working capital and
depreciation for the year and the proceeds of any asset sales, and
then deducting capital requirements. The DTI negotiates the actual
target with the Treasury in the course of the public expenditure round.
As the Post Office can be expected to make a profit above its capital
requirements, it has a negative EFL: the money to meet the target
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plus any excess is paid to the Treasury and is invested in the public
sector. In recent years the Post Office has regularly exceeded its
EFL target (see Table 1).

Table 1
EFL Target and Post Office Achievement, 1988-95

EFL (Em) 87-88 88-89 89-90 90 91 91-92 92-93 93-94 94-95

Target 57 97 91 nil 65 66 181 230

Achievement 80 102 102 nil 74 80 - -

The EFL target set for 1994-95 was higher than the Post Office's
current post-tax profit. The 1993-94 target represents a rate of
return on capital of about 20 percent. As the Post Office has said,
it is impossible to find such an amount from cost savings, particu-
larly in an organization with such high increases in efficiency. In-
creased EFLs have forced the Post Office to cut back its capital
investment plans by between £80 million and £100 million. This
has meant that the Post Office has not been able to proceed with
worthwhile projects that would have reduced its costs consider-
ably. The EFL was also the determining factor in the rise in postal
charges in November 1993, and major users felt that the vast in-
creases in the EFL were damaging to the Royal Mail and its
customers.

The government's financial controls in the form of the EFL, the
capital expenditure limits, the profit and efficiency targets, and other
limitations were intended to create the general incentives and pres-
sures on management that management would face from private
sector shareholders. But the government's controls differ from a
private sector approach in the following ways:

e For overall budgetary management reasons, the EFL is
set a year in advance and is cash-related rather than
profit-related. A private sector company would decide on
the level of its dividend retrospectively. The EFL is set by
the government, whereas private sector dividends are set
by company directors.

* The Post Office is not permitted to borrow on capital mar-
kets but has to rely on the Treasury for external funding
except in limited circumstances.

* Through the setting of the EFL and the capital expendi-
ture limit, the Post Office effectively competes with other
candidates for public expenditure in the annual public ex-
penditure survey.
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Extension of Powers

The Post Office argues that its separate but linked demands for
extension of its powers are essential to its ability to compete. The
activities that the Post Office can undertake are determined by the
Post Office Act 1969 and the British Telecommunications Act 1981.
Under this legislation the Post Office is granted specific powers
that can be extended in certain areas by the Secretary of State.
This means that some restrictions could be removed by ministe-
rial approval alone, without primary legislation.

A particular example of an irksome restriction is seen in entry
into joint ventures. The postal administrations of Sweden, France,
Germany, Canada, and the Netherlands have formed a joint ven-
ture, GD Express Worldwide, with TNT, and New Zealand Post
operates a document processing service through joint ventures.
The Post Office in the United Kingdom has pointed out clear stra-
tegic advantages in joining forces with airlines or telecommunica-
tions companies, but despite the legality of such ventures, it was
made clear to the Post Office that, as a matter of policy, some
members of the government did not want the Post Office to enter
into such arrangements. Therefore, certain steps that could be
taken to ensure that the Post Office remains competitive cannot
be considered, for example, ventures and partnerships with cable
companies to offer multi-media distribution, and with printing or
facilities companies to provide one-stop shop services. Other joint
ventures, for example, those involving freight brokerage or secu-
rity services, would require primary legislation.

Post Office Counters has its own difficulties in that it not only
has no monopoly but it is constrained as to the services it can
provide. The Counters have also been adversely affected by their
declining role in activities funded by government agencies, such
as pensions or child benefit payments. Since 90 percent of
Counters are run as private enterprises, this restriction on their
ability to develop their own businesses is hard to justify. In the
Netherlands, post offices act as banks, travel agents, job centers,
and ticket agencies. The British Post Office has considered intro-
ducing similar schemes in the United Kingdom, including financial
services, the sale of pools coupons, and further involvement in
the National Lottery (beyond the sale of tickets already proposed),
but such activities are outside of its existing powers.
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Conclusion The case of the British Post Office is a good example of the limita-
tions of corporatization and commercialization. Beyond such en-
terprise reform, it is almost imperative to introduce institutional
and regulatory reform if further improvements are needed or if the
competitive posture of the postal service is to be maintained. It
should be borne in mind that the British Post Office has these re-
strictions and limitations because of its institutional arrangement:
the Post Office is under state ownership, and the government en-
sures that a state-owned service does not abuse its exclusive privi-
lege by imposing a tight financial and legislative control on such
state-owned services. This in turn limits the Post Office's ability to
operate along commercial lines and to respond to market dynam-
ics effectively. It is evident, then, from the U.K. example, that if a
postal service is concerned with assuring greater commercial free-
dom, it must first design the appropriate institutional and regula-
tory approach.
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W Canada Post:
Reinventing the

VJ System,

Jn a number of countries, the postal sector faces the issue of trans-
forming a poorly performing government department into a com-
petitive business that provides a high quality of service and is

financially self-sustaining. The experience of Canada Post Corpora-
tion can provide insights into this reform process, particularly as some
of the problems faced by Canada Post when it commenced reform
are common to the postal sectors of many countries.

Canada Post's case is of particular interest in that the country's
demographic and geographic features add to the challenge of re-
forming its postal sector. Canada spans a distance of approximately
5,514 km, through six time zones. Its population exceeds 28 million,
approximately 74 percent of whom are literate. The population is thinly
spread over nearly 10 million kM2, with a population density of only
2.8 persons per km2. The majority of the population is concentrated
in the major urban centers situated close to the Canada-United States
border, which increases the disparity of the rural-urban population
density that the post has to service. These features have made it a
formidable task to provide an efficient postal service while maintain-
ing universal service at uniform prices.

Today Canada Post is a substantial enterprise. In 19952 it processed
11.6 billion pieces of mail and generated revenues of Can$4.7 billion
from operations. In addition to the 28 million inhabitants, the Post
serves over 900,000 businesses and public institutions through a
network of approximately 18,500 retail points of purchase, as well as

This case study is based on research undertaken by John Mulligan, UPU con-
sultant, and by John Lee, Gary Halpin, and Donald Dickie, of Canada Post
Systems Management Limited.

2 Years refer to fiscal year, which ends March 31 unless otherwise indicated.
Thus, 1995 refers to the 1994/95 fiscal year.
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some 884,000 locations at which customers can deposit their mail.
The Post combines its extensive physical distribution network with a
broad spectrum of electronic messaging tools to access virtually ev-
ery business and residential address across Canada. It also works in
partnership with more than 200 foreign postal administrations to meet
the global needs of its international customers. The Post employs
62,500 full-time and part-time staff, which makes it one of the largest
employers in Canada.3 It is also one of the largest users of air, sur-
face, and marine transportation in the country.

In spite of these impressive statistics, Canada Post still has con-
siderable scope for improvement, and in that sense has still to com-
plete its journey of reform. In addition, Canada Post, like many other
reforming postal services, has kept away from significant regulatory
reforms. Nevertheless, the case of Canada Post is an interesting
experience of the commercializing of a formerly fully state-controlled
postal service.

The Reasons Prior to 1981, mail volume grew at a compound annual growth rate
(CAGR) of 5.7 percent and revenue patterns displayed a healthy trendfor Reform as well (see Figures 1 and 2). Nevertheless, Canada Post was plagued
by several acute problems that provided a strong impetus to the re-
form program. This was in line with the prevalent view that internal
inefficiencies were negating the benefits of growth.

The main problems confronting the Post as it embarked on its re-
form process are listed below.

Figure 1
Trend in Mail Volumes, 1976-81
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3 The fourth largest employer in 1991.
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* Severe financial losses: One of the most significant prob-
lems that the Post faced at this juncture was the magni-
tude of the financial losses that it had been experiencing
(see Figure 3). In the mid-1 970s the post had experienced
deficits in excess of Can$500 million for three consecu-
tive years. Because of this legacy of unprofitability, the
Post not only represented a huge financial burden on the
government and the public exchequer, but was incapable
of securing the finances necessary to turn itself around.
It had reached a stage where users paid only 57 percent
of the costs and general taxation paid for the rest (be-
cause of subsidization of the Post).4 In addition, the over-
all trend was toward a larger deficit and, unless this
process was stemmed, there was every expectation that
the deficit would soon exceed Can$1 billion.

Figure 2
Trend in Revenues, 1976-81
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Figure 3
Financial Losses Prior to Reform, 1969-81
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'aaaPost Annual Report, 1977.

F253



Redirecting Mail: Postal Sector Reform

* Deteriorating asset base: Because of the Post's worsen-
ing financial condition and a lack of access to resources
for investments, the postal system's asset base was de-
teriorating rapidly (see Figure 4). For several years capi-
tal investment had not even equaled depreciation and
certainly could not provide for the maintenance and ex-
pansion of a modern operating system. And the trend was
toward further decreases in investment levels. Plants and
other facilities were outdated and inefficient, and equip-
ment was obsolete, which exacerbated the problem of poor
operational performance and curtailed the Post's ability
to improve its service.

Figure 4
Lack of Investment, 1976-81
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* Ad hoc pricing policy: The Post lacked an explicit pricing
mechanism, and in the past postal rates had not increased
to keep pace with rising costs, since rate increases were
politically unpopular. Thus, while Canada Post flaunted the
fact that its postage rates were the lowest among the indus-
trialized nations,5 revenues were insufficient to cover pay-
rolls. Combined with operational inefficiency, underpricing
of postal services culminated in severe fiscal losses.

* Reputation for unreliability: As a result of a complete ab-
sence of the operating standards, systems, and procedures
essential to harmonize a nationwide distribution system,
delivery commitments were largely based on guesswork and
performance was highly erratic. From 1973 to 1981, deliv-
ery performance ranged from 60 to 92 percent of the stan-

5Canada Post Annual Report, 1977.
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dards that the Post had set for itself (see Figure 5). Because
of its poor service performance, the Post Office Department
acquired a reputation for unreliability.This loss of confidence
in the Post also coincided with (or perhaps caused) the
massive growth in the use of private sector services and
technological alternatives. Undoubtedly, this contributed to
a lower utilization of the Post, thereby perpetuating the cycle
of financial losses and poor quality of service.

Figure 5
Poor Delivery Performance, 1976-81
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Note: National service performance of first class short and long distance delivery.

* Labor strife: The Post's work force was militant and heavily
unionized, and its relations with management were
adversarial.6 Strikes and work stoppages had become the
norm during the prolonged collective bargaining negotia-
tions (see Figure 6), and this further eroded the public's con-
fidence in the system. By the end of 1979 the Post had
incurred a backlog of 15,140 labor grievances. To compound
matters, management's flexibility to operate effectively had
been given away in past settlements by the government, in
an attempt to end postal strikes.7

* Organizational chaos: The Post Office Department was di-
vided into four regions, each of which had complete au-
tonomy, thereby relegating the headquarters to a mere
administrative role. The regions maintained their own prac-

'The postal unions have been among the most radical unions in Canadian his-
tory. The influence of war veterans in the management ranks, combined with
a low turnover of union members, ensured that the 'collective union memory"
and distrust of management would remain a significant hurdle.

For example, the right to decide the priority of mail for delivery had been given
to the unions in one of the collective agreements.
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tices and priorities, and this extreme decentralization ag-
gravated the problem of attaining synchronized operations
on a nationwide scale. In addition, as is typical of govern-
ment departments, the Post had control only over its core
operations; all support services (payroll, data processing,
labor, property, etc.) were provided by other government
departments whose priorities may not have corresponded
with those of the Post.

Figure 6
Disruption of Postal Operations, 1979-82
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* Poor corporate culture: Both the management and the em-
ployees of the Post were unfamiliar with the norms and val-
ues of a customer-oriented, self-financing business,
operating in a highly competitive market, with critical ser-
vice and profit targets to meet. Transforming the corporate
culture of a public service environment was one of the Post's
greatest challenges during its reform process.

* Political interference: As was mentioned earlier, because
of political implications the government preferred to sub-
sidize the operation and shoulder the huge losses rather
than authorize a rate increase in postal services. Politi-
cal considerations often entered staffing decisions as well.
Local postmasters were appointed by local politicians, for
reasons other than ability, thereby depriving the sector of
critical expertise. In addition, as has been mentioned,
management's control over mail delivery and other key
aspects of operations had been severely compromised
in government-imposed settlements made to end postal
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strikes. It was now necessary for the Post to regain its
ability to manage operations.

By 1978 the government had acknowledged that something had to
be done to remedy the above problems, which were severely affect-
ing the Post's performance. In addition, the government acknowl-
edged the higher service expectations from customers, the
increasingly aggressive competition, and the expected explosion of
new communication technologies. In October 1981, Canada Post
Corporation (CPC) was established as a Crown Corporation to oper-
ate a postal service on a self-sustaining financial basis while provid-
ing a standard of service that would meet the needs of the people of
Canada.

Since the postal sector in many developing countries experiences
some of the above problems, the reform experience of Canada Post
can provide useful lessons regarding postal services.

As a government department, Canada Post suffered from the two Reform
classic shortcomings associated with this organizational form-lack
of autonomy and lack of accountability. The Post Office Department through
could not control its own operations because it was dependent on Legislation:
other government departments to perform many of its crucial ser-
vices. It did not have control over its own staff (which is critical in the The Birth of
labor-intensive postal sector) and it had no control over its invest- Canada Post
ment and expansion programs (which were completely divorced from
its own earnings).8 In addition, political intervention in the Department's Corporation
operations was commonplace. Lack of accountability was the flip side
of this situation. Since the Post consisted only of an operating unit
with no support services, it was not capable of following (nor was it
mandated to follow) the financial disciplines essential for account-
ability.The assurance of government support (a soft budget constraint)
did not provide incentives to curtail expenses. It was also difficult to
demand accountability because management responsibilities were
so diffuse, both regionally and functionally.

After more than a decade of consideration and study, CPC was
established by the Canada Post Corporation Act on October 16,1981.
Prior to this date, the 11 3-year-old Post Office Act was a reflection of
experiences within the United Kingdom on which much of the com-
mon law of Canada has been based. The new legislation would also
update and clarify many of the provisions of the Post Office Act, bring-
ing them into line with prevailing practices and conditions. The CPC
Act was therefore adopted to provide for a continuing national postal

'As is commonplace in government departments, the Post's revenues went di-
rectly into a consolidated revenue fund and the Post had to justify its budget
against that of every other federal department. As a result, the Post's capital
program ran well below even the level of depreciation of the Post's buildings.
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service able to respond to changing social and communication needs.
In setting out the objectives of a new postal corporation, the new
legislation recognized both the need for the continuity of a basic uni-
versal and accessible mail service and the commercial nature of
modern postal operations and services.

CPC is a Crown Corporation included in Schedule C to the Finan-
cial Administration Act and is an agent of Her Majesty. This organiza-
tional structure was chosen because of the government's familiarity
with it and (primarily) because "such a structure would allow for a
single management focus on all aspects of the postal business, rather
than having responsibility diffused among various government de-
partments, each concerning itself with only one particular aspect of
management."9 Day-to-day operations became the responsibility of
the Board of Directors vested with the power to set corporate policy
and make financial, staffing, managerial, and other decisions inde-
pendent of government departments. This change in procedure and
responsibility would greatly simplify operations and would enhance
efficiency.

Proclamation of the Act initiated the monumental task of transform-
ing Canada Post from a government department to a Crown Corpo-
ration. At that juncture, the Act was considered to be a model Crown
Corporation act in that it reflected advanced thinking concerning the
balance between providing management with the necessary freedom
to control the affairs of the corporation and providing the shareholder
(the government) with the basis for accountability to Parliament. The
establishment of the Crown Corporation was intended to segregate a
significant portion of the government's activities and establish the
Post as a stand-alone entity. Thus, ownership was to be separated
from operations, and the latter was to be subject to explicit regula-
tions in the form of the mandates and objectives for which the Corpo-
ration would be held accountable.

The CPC Act provides the CPC with a basic mandate within which
to conduct the affairs of the postal service. That mandate is as
follows:

* To establish and operate a postal service for the collection,
transmission and delivery of messages, information, funds
and goods both within Canada and between Canada and
places outside Canada;

* To manufacture and provide such products and to provide
such services as are, in the opinion of the Corporation, nec-
essary or incidental to the postal service provided by the
Corporation; and

* To provide to or on behalf of departments and agencies of,

9Canada Post Annual Report, 1982-83.
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and corporations owned, controlled or operated by, the Gov-
ernment of Canada or any provincial, regional or municipal
government in Canada or to any person services, that in
the opinion of the Corporation, are capable of being conve-
niently provided in the course of carrying out the other ob-
jects of the Corporation.

The Act also specifies more tangible objectives for the Post by stat-
ing that, while maintaining basic customary postal service, the Cor-
poration shall have regard to:

* The desirability of improving and extending its products and
services in the light of developments in the field of commu-
nications;

* The need to conduct its operations on a self-sustaining fi-
nancial basis while providing a standard of service that will
meet the needs of the people of Canada and that is similar
with respect to communities of the same size;

* The desirability of utilizing the human resources of the Cor-
poration in a manner that will both attain the objects of the
Corporation and ensure the commitment and dedication of
its employees to the attainment of those objects.

Thus, the government explicitly addresses the three primary con-
cerns of quality of service, financial self-sufficiency, and labor-related
issues in legislation that guides the operation of the CPC. It is worth
noting that both the mandates and the objectives of the CPC recog-
nize that the corporation can enter into activities that are coincidental
to traditional postal activities and that the mandates and objectives
provide that the CPC should have due regard for developments in
the telecommunications industry, thus allowing the CPC to move be-
yond hard copy material.10

To give the CPC sufficient control over its operations and to put it in
a position to accomplish its mandate and objectives, the Act con-
ferred certain rights and responsibilities on the corporation. These
included the following:

* The corporation was granted the exclusive privilege" for
the collection, transmission, and delivery of letters to an
addressee in Canada. Other competitors that wish to ser-
vice the letter mail market have to charge at least three times
the 50 g letter rate charged by the corporation, thereby pro-
viding the corporation with considerable price protection.

'° It is interesting to note that while some countries consider diversification into value added
activities and the provision of new communication modes vital to the survival and com-
petitiveness of the postal sector, others regard this as detrimental to the provision of
traditional postal services (for example, see the Chile case).

" Although this "exclusive privilege" provides the corporation with weight and price protec-
tion for basic letter mail, it refuses to concede that it has a monopoly.
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* The corporation is also responsible for prescribing regu-
lations for postal rates and other matters governing the
movement and handling of mail, all of which are subject
to the approval of the Governor in Council.

* It also has the right to the setting of postal rates at fair
and reasonable levels that are consistent, as far as pos-
sible, with providing a revenue-together with revenue
from other sources-sufficient to defray the cost of
operations.

* A mechanism was established for government fund-
ing12 of the corporation during the transitional period
toward financial self-sufficiency, and thereafter, should
the need arise.

* A provision was made whereby the corporation may be
compensated for any loss that it incurs in carrying out
directives from the minister responsible for the corpora-
tion or the Governor in Council. In addition, these direc-
tives must be laid before Parliament.

The CPC Act provided that all the property, assets, rights, obli-
gations, and liabilities of the Post Office Department be transferred
to the CPC from the Government of Canada. The major long-term
liability carried on the CPC's balance sheet at incorporation re-
lated to the severance pay entitlements of employees (approxi-
mately Can$245 million); however it is important to note that this
is a joint liability with the government. The Act provided for the
establishment of a share capital structure. CPC was established
with contributed capital of Can$1.67 billion and is fully owned by
the government. As a Crown Corporation, Canada Post enjoys
certain privileges that ordinary business corporations do not. It
has access to sovereign credit at lower interest rates than market
rates, since it is co-guaranteed by the government. In addition,
until 1994 Canada Post was exempt from paying income taxes.

While the corporation has been mandated in its statute and by
the Government of Canada to conduct its affairs on a financially
self-sufficient basis, at its inception CPC inherited a deficit from
the Post Office Department of approximately Can$600 million a
year, which was estimated to grow to Can$1 billion a year if left
unchecked. So that the deficit reduction could be accomplished in
an orderly manner, and without constraining improvements in hu-
man relations and service, the government and the corporation
agreed that financial self-sufficiency would be targeted for 1987.
In the intervening years, Parliament would provide the CPC with a
series of deficit appropriations.

"2This may be regarded as "explicit subsidies."
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As regards labor relations, the Act established that the Canada
Labor Code would replace the Public Service Staff Relations Act
as the legal framework in which collective bargaining would take
place. This move had long been sought by both the postal unions
and management, since it would result in a bargaining forum in
which those directly concerned with the operations of the postal
system (the management and workers) would be participants in
collective bargaining. To help ensure a smooth changeover during
the transition period, the Act also included provisions providing for
the continuation of benefits and contractual rights and obligations
of employees and their bargaining units until such time as these
would be modified by collective agreement or, for non-unionized
employees, by management policy. For pension purposes, how-
ever, the corporation's employees continue to be covered by the
Public Service Superannuation Plan, which is administered by the
Government of Canada.

In addition to the CPC Act, the corporation operates within the pur-
view of two other specific segments of legislation. The Financial Ad-
ministration Act applies to all Crown Corporations and establishes
parameters within which certain fiscal responsibilities are to be car-
ried out. This Act also allows the government in its capacity as the
owner of these corporations to issue directives, and to establish con-
trol mechanisms and reporting requirements. Canada Post is also
subject to the Competition Act, like any other business corporation.
This Act specifically prohibits the corporation from using its exclusive
privilege to further initiatives in other business markets.13

However, legislation, while necessary, was not in itself sufficient to
solve the problems of Canada Post. At this juncture, the corporation
faced the daunting task of transforming a government department,
with the problems discussed above, into a "customer-oriented, em-
ployee-caring and financially self-supporting organization."14 Although
CPC inherited the formidable problems of its predecessor, from a
positive perspective it also inherited a work force of some 62,000
trained employees, the operating knowledge of an experienced man-
agement, the established business of providing mail service to all
Canadians, and, most important, an operating and policy environ-
ment of a more "facilitating" nature.

'3This Act was invoked once Canada Post acquired Purolator, a private courier
company. The Post had to prove that its courier products were not being cross-
subsidized by its letter mail products. For this purpose, the Post developed a
detailed product costing system which it has since found indispensable to
basic business decisions.

4 Canada Post Annual Report, 1983.
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Relationship In Its Capacity as the Owner

with the Although the establishment of Canada Post as a Crown Corpora-
Government tion sought to remove the operations of CPC from excessive gov-

ernment oversight, the Government of Canada still retains
considerable control over the Post in its capacity as the sole share-
holder of CPC. The government appoints the Board of Directors
and the President of the corporation. However, while the Presi-
dent is appointed by the government, the corporation has consid-
erable say in his selection through the Board of Directors.

As is specified by the Financial Administration Act, CPC must
submit its five-year corporate plan to the government, the first 12
months of which are specified in detail. This plan gives the gov-
ernment insight into the strategic direction of the Post and clearly
delineates where the Post may be departing from prior practices.
The corporate plan also enables the government to observe the
balance that the corporation is striking in achieving its objectives
through operational efficiencies, business growth, or rate increases.
In addition to the corporate plan, operational and investment bud-
gets must also be approved by the government, sometimes after
extensive negotiations. In addition, the government signs off on
any borrowings that are needed by using sovereign credit, and
gives specific approval for any acquisition in the form of equity in
other corporations or for joint ventures.

Although the corporation is obliged to provide universal service
at a uniform price, there are no non-commercial or social obliga-
tions that are carried out for reasons of government policy. How-
ever, there are certain activities for which the corporation is
reimbursed by the government for the difference between the rate
charged and the current market rate. These activities include de-
livering mail free to Members of Parliament, delivering mail at
underpriced rates to the Northern areas, providing literature for
the blind free of charge, and until recently, providing support to
the publications industry.15 These discount rates are set in con-
junction with the department whose policies are being promoted;
the difference between the commercial rates and the actual rates
is recovered by the corporation from the department in question.

The CPC Act vests the Minister and Cabinet of the Government
with the capacity to issue specific instructions to the corporation
to carry out certain activities relative to its mandate. This is re-
ferred to as directive power, and although it has not been invoked
since incorporation in 1981, it does provide the government with a
broad range of authority over the corporation should it choose to
exercise this power.

Recently the corporation stopped providing the publications industry with sub-
sidized rates, and it has been decided that any financial support from the
government will be rendered directly to the sector.
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In Its Capacity as the Regulator

Regulation of an autonomous postal service has been considered
necessary to prevent the Post from abusing its exclusive privileges in
certain market segments, by either overcharging its customers or
compromising on the quality of service. Canada Post has an exclu-
sive privilege over basic letter mail, which is considered the regu-
lated product. It has no monopoly with respect to parcels, publications,
flyers, advertising material, or counter services. Even with basic let-
ter mail, the exclusive privilege is not enforced rigidly since utility
companies exist that distribute their own bills despite the CPC Act.

CPC has decided that it is in its own interest to improve its own
service offerings rather than enforce the exclusive privilege. In terms
of regulation of service, the Committee on Government Operations
reviews Canada Post's activities and performance. In addition, every
five years an external auditor examines Canada Post's management
efficiency, service quality, and compliance with laws and regulations.
The rate paid for a service will largely dictate the value that a cus-
tomer derives from a service. Accordingly, regulation of postal rates
has been accorded primacy by regulators or governments. In the case
of CPC, it is only the basic letter mail whose prices are regulated.
The pricing structure of other products is entirely at the discretion of
the corporation and is dictated by market considerations.

Canada Post does not possess an explicit pricing mechanism (such
as a specified rate of return or an RPI-Xmechanism) for rate changes
of the regulated product, although the stated policy for basic letter
rates is to keep the price increases within inflation, using 1982 postal
rates as a basis. In assessing rate increases requested by the Post,
the government takes into account the historical volume/demand re-
sponses of the product to price increases-that is, its own price elas-
ticity. The government also considers information from other countries
with respect to basic letter rates in order to benchmark affordability.
Finally, the effect of competing alternatives, especially electronic com-
munication mechanisms, is also kept in mind when the government
authorizes rate increases. Thus, as long as rate increases are limited
by inflation, the government has considerable discretion in deciding
the exact amount of an increase.

As has been stated, prior to the incorporation of the Post, postal
rates were severely underpriced since they had not been increased
to keep pace with costs. To facilitate postal reform, the government
authorized a substantial rate increase immediately before the corpo-
ration was set up. As is evident from Figure 7, since then postal letter
rates have been kept consistently well below inflation.

In 1995, the corporation attributes a large amount of its unfavor-
able financial performance relative to its plan (namely, a loss of
Can$26 million) to the impact of the delayed rate increases. While
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this was the first time that the government actually held off the rate
increase requested by the Post, in the past Canada Post has deliber-
ately requested low rate increases as a precautionary measure against
such an outcome. It has not been determined whether, in view of the
Post's continuing deficits, the government has opted for the pricing
strategy of increasing the differential between the CPI and postal rate
increases (1) to benefit the consumer; (2) to compel the Post to
achieve further internal efficiencies and cost reductions; or (3) simply
because rate increases are politically unpopular. While rates should
not be increased to compensate for operational inefficiency, it is vital
that regulated postal rates do not again tend toward underpricing,
thereby compromising postal reform in the long term. This delicate
balance of considerations underscores the importance of an explicit
pricing mechanism which introduces certainty into the magnitude of
rate increases and hence rewards the postal sector for efficiencies
attained beyond its goals.

Figure 7
Trends in the Postal Rate, 1982-94

Index (1983=100)

175

CPI 165

H ~~~~~~~~~~Postal Letter Rate =143

100-

1982 1983 1984* 1985 1986' 1987 1988 1989 1990 1991 1992 1993 1994
Asterisk (*) indicates data missing. Postal rates remained constant in these
years, but CPI information is lacking. However, the trends are still accurate.

Before framing a formal proposal for rate increases, the corpora-
tion signals its intentions well in advance through its corporate plan.
While approval is not necessary for non-regulated products, the cor-
porate plan also spells out the general range of increases expected
for these products. The process for the approval of rate increases of
regulated products requires the corporation to frame a formal pro-
posal (after publishing its intentions and taking into account public
response) which is then presented to the Minister. The Minister indi-
cates his support by signing the proposal and sponsoring it to the
Cabinet where the rate proposal is assessed by the Governor in Coun-
cil, the senior-most subcommittee of the Cabinet. The Governor in
Council then has 60 days to either approve or reject the proposal.
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This process has worked smoothly for the last 12 years, and the only
exception has been the current rate action which has been deferred
by the present government.

When CPC was created, it initially resorted to certain "quick fixes" to Reform
remedy or alleviate the problems it faced. This approach, when it
proved ineffective, was abandoned in favor of a strategic approach. through
The strategy developed was first to lay the foundations of the re- Commercial-
quired corporate structure and then to concentrate on operational
improvements, in the belief that only when the corporation could de- ization: The
liver on its basic service commitments, and win back the public's con-Four
fidence, should it attempt more aggressive product restructuring and Phases
marketing strategies. In retrospect, distinct phases have been identi-
fied in the corporation's reform process.

Laying the Foundations of a Corporate
Structure (1981-85)

During the first four years of CPC's existence, the priority was to put
in place the infrastructure that would allow CPC to operate as a busi-
ness. This proved to be time-consuming, not only because CPC lacked
any support services (all of which had previously been performed by
other government departments) but also because it lacked expertise
in corporate operations and procedures (much of which expertise
had to be acquired externally). A key element in establishing the cor-
poration was the development of a senior management team capable
of transforming a government department into a more competitive
and business-oriented organization. To this end Canada Post began
recruiting executives from the public and private sectors to join those
already engaged in the management of the Post. Extensive manage-
ment training programs were also implemented to upgrade the man-
agement skills and knowledge of the supervisors, and to emphasize
the fundamental changes in attitudes needed to motivate employees
in a dynamic and competitive corporation.

Some of the aspects of establishing the financial foundations of
CPC involved: separating the corporation's assets and liabilities from
the government; establishing the corporation's own balance sheet
and other financial statements (based on generally accepted account-
ing principles, which differed from government accounting principles);
opening a bank account; and building accounts payable, general led-
ger, receivables, payrolls, and other basic accounting systems. A new
countrywide integrated computerized personnel records system was
created to store and access employee information. Management infor-
mation systems were implemented to measure and manage time and
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attendance, cost identification and reporting, operational performance,
and other business systems required for more efficient operation.'6

The organizational structure was also consolidated and stream-
lined to give CPC a flatter, more responsive, structure. The old struc-
ture of four autonomous regions was replaced by a structure of nine
regional divisions that would report directly to the head office. The
layers of management were pared down from 11 to 6. The manage-
ment of real estate, the portfolio of buildings, the fleet of vehicles,
and basic purchasing and supply were consolidated to introduce a
systematic, coherent approach to these functions. CPC developed
its own labor negotiation capabilities and also implemented mecha-
nisms to handle grievances.

Achieving Operational Improvements (1986-88)

This phase, which concentrated on the central task of improving op-
erations, began by introducing the disciplines of industrial engineer-
ing and documenting the capabilities of the existing operations.
Following this, uniform national standards, systems, and procedures
were developed and implemented that would maintain delivery at
clearly defined and publicized service standards. During the next four
years CPC spent close to Can$1 billion on capital assets, including
replacement and replenishment of physical operating networks, new
buildings, new equipment, new processes, and standards and data
collections systems. This was necessary to bring in the discipline
and technology needed to monitor, measure, and control the net-
work. The control of information and the integration of activities on a
nationwide scale was brought into place by the establishment of the
National Control Center, which linked all divisions and functional
groups into a unified operation.

After completing the overhaul of its operations, and after imple-
menting its reporting systems, the CPC felt it was ready to introduce
public monitoring of its delivery performance by independent audi-
tors, which would be published on a quarterly basis. CPC was the
first postal administration to introduce this process, which it consid-
ered an essential step in rebuilding customer confidence in the reli-
ability of its service.

CPC then confronted the problem of regaining the flexibility to man-
age mail delivery and other vital services that had been negotiated
away in prior strike settlements. This culminated in additional postal
strikes which led, in 1987-88, to a loss of 173,417 person days (see
Figure 19). The difference this time, however, was that postal ser-
vices were maintained despite the strikes. This provided manage-
ment with hands-on experience of running postal services and also

For additional information, see Chapter 4 on the commercialization of the
postal service.
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reinforced the corporation's reliability as far as customers were con-
cerned. The CPC developed the capability to rapidly reconfigure the
network to maintain service when faced with labor disruptions. How-
ever, this approach to the resolution of labor problems came at the
cost of deteriorating labor relations.

CPC also adopted a more businesslike approach with its suppliers
and renegotiated contracts that required suppliers to adhere to agreed
standards or accept a penalty.

Building Up Communication and Marketing
(1988-90)

This phase of the reform involved employing both internal and exter-
nal communication and marketing strategies, to motivate employees
and involve them in the process of change, as well as to generate
growth in business by demonstrating CPC's capability to the public.
To communicate this new thrust to its employees, CPC adopted the
following mechanisms, among others: a new corporate identity and
logo; regular internal publications; videotapes, to be sent to every
employee's home, to explain the fundamental changes; programs for
rewarding employees for outstanding suggestions and exemplary
performance; awards for employment service anniversaries; schol-
arship programs for employees' children, etc. Through these mecha-
nisms, CPC aims to provide a more interesting, a safer, and a healthier
working environment.

During this phase the corporation also redesigned its services
and products to better meet the needs of its customers."7 With this
restructuring in place, the corporation launched an intensive ad-
vertising and marketing program to expand its business. A sepa-
rate customer service functional unit has also been created to
manage claims, answer inquiries, provide information, handle com-
plaints, verify money orders, conduct telemarketing, supervise gen-
eral customer relations, and measure service performance and
customer satisfaction.

Reshaping for the Future (1990 to the present)

Greater familiarity with its own products, markets, and business op-
portunities provided CPC with the capacity to create a large systems
development team which played a major role in both the rethinking of
mail processing operations and the review of the corporation's core
business. The R & D Center was also established to conceive, to
develop, to prototype, and to demonstrate new products, services,
and equipment.

17 For further details, see Chapter 4.
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In addition, CPC is facing the challenge of new electronic commu-
nications methods by integrating technology into its operations in
several ways. It is meeting the changing needs of its customers by
adapting to their new capabilities in the generation and reception of
electronic information. It is also developing new hybrid services to
bridge the gap between high technology and low technology and the
different modes of information exchange (see Box 1), overcoming
interconnection problems in the process as well. Canada Post has
been involved in electronic mail for over two decades through ser-
vices that combine the advantages of electronic transmission with
the corporation's hard copy delivery capability. The corporation is also
using new technology in its internal operations to maintain an accu-
rate and up-to-date addressing capability, and is improving internal
efficiency by increasing the percentage of mail that can be electroni-
cally processed.

Box 1 Experimenting in High Value Added Services

CPC has gone into partnership with a consortium called UBI (Universality Bidirectionality
Interactivity), thereby providing a vital link in the home electronic highway UBI is intended to
be the main network for the electronic distribution of goods and services. It will allow cus-
tomers to order products, pay their bills, and receive personalized mail electronically using an
interactive terminal installed in their home. Customers will pick up the goods they have or-
dered at a community mailbox, strategically located near their home.

Other partners in the UBI consortium are Le Groupe Videotron Ltee, Hydro-Quebec, the
National Bank of Canada, Loto-Ouebec, Videoway Communications Inc., and the Hearst
Corporation. This service was being tested in 34,000 homes and implementation was ex-
pected to begin in June 1996. CPC's participation in this initiative reflects its commitment to
exploring innovative new services and to forming strategic partnerships where necessary.

CPC has also developed several domestic and international alli-
ances to strengthen its competitiveness. It sees value in concen-
trating on its core activities and vertically disintegrating activities
that can be better and more cost effectively performed externally.
As a result, most of the corporation's information technology, air
and surface transportation, and vehicle maintenance have been
outsourced. CPC has also aggressively pursued a strategy of ac-
quisitions and alliances when it has considered this necessary to
complement its own operations. Thus, CPC has recently acquired
Purolator, a major express courier company in North America, and
has joined GD Express Worldwide18 to develop an end-to-end pres-
ence in the international time certain and courier express market.
The corporation has also entered into partnerships with the bank-
ing sector to increase the provision, on an agent basis, of financial

'8See Box 4.1 in Chapter 4.
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agency services at their retail outlets.P9 Since the postal business
is international in scope, CPC is collaborating with other modern
postal administrations to provide products and services that com-
pete effectively worldwide. It has also launched a wholly owned
subsidiary to market its expertise worldwide.

In 1995, the shift from an operations-driven to a customer-driven
operation received renewed emphasis. To become the supplier of
choice, Canada Post plans to continuously improve its distribution
network; to streamline its service mix according to changes in cus-
tomer needs; to continue developing new services; and to undertake
a major retraining program to make its employees more responsive
to customer expectations.

It should be noted that throughout this reform process the CPC
had to ensure that the initiatives being adopted in all major areas of
activity across the corporation were coordinated with each other and
were directed toward the same corporate goals.

To evaluate the results of CPC's reform program, it is necessary to The Results
evaluate its success in eradicating the problems it inherited as well
as in achieving its specific mandate. of Reform

Since 1983, the corporation has experienced a CAGR of 5.5 per-
cent in mail volumes (see Figure 8). In 1995, letter mail accounted
for almost half of CPC's revenue. Over the past 12 years the contri-
bution of letter mail to revenue has been slowly and steadily declin-
ing, correspondent with the growth of other segments of the market.
Currently, approximately 80 percent of letter mail volume is gener-
ated by businesses, and consumer letter mail has been gradually
declining. To boost the use of letter mail the corporation introduced
discounted mail, "incentive mail" for large volume mailers that meet
contractual obligations with respect to the preparation of mail. This
category has grown in importance, accounting for a significant per-
cent of the revenue from letter mail in 1995.

Growth in mail items does not reflect the change in the composi-
tion of products and services the Post has offered over time. CPC
aims to continue developing innovative services that meet the cur-
rent and emerging needs of its customers. In the higher value added
line of services, CPC is marketing its expertise and innovative tech-
nology to business corporations, government departments, institu-
tions, and even to other postal administrations.

Today CPC considers itself to be in three market areas where it
holds different competencies and faces different competitors.20 The
first of these market areas is the communications market which is
CPC's core service, where it competes with telecommunications and

11 In 1995, CPC formed an alliance with the Canadian Imperial Bank of Commerce.
20For details see Chapter 4.
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electronic communications mechanisms. While the overall communi-
cations market has grown rapidly, the volume of the Post's base prod-
uct (letter mail) has not increased correspondingly and its share in
this market has steadily declined. Nevertheless, in terms of revenue
this remains the core component. The distribution/shipping market
involves transporting physical goods and is the most competitive of
the markets, owing to the presence of a multitude of domestic and
international couriers and distribution companies. The advertising
market is where CPC competes with the media and broadcasting
through direct mail and publications. CPC estimates that it has ap-
proximately one-fifth of the communications and long-haul distribu-
tion markets and 7 percent of the advertising market. Thus, CPC still
has ample potential for growth. In all three markets, the Post has the
advantage of being the only true national distributor that can access
virtually any residence or business.

Figure 8
Trend in Mail Volumes, 1983-95
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The corporation's revenues have displayed a healthy growth, driven
primarily by growth in business, especially in higher value added ar-
eas, as opposed to price increases (see Figure 9).

Financial self-suff iciency has been one of the key objectives of GPC.
When GPC's performance is compared with that of the Post Office
Department prior to 1982 (see Figure 3), the deficits show a marked
decrease since the operation became a Crown Corporation (see Fig-
ure 10). Until 1988, transitional government funding helped signifi-
cantly to smooth the way fiscally for the corporation (see Figure 11).
The year 1989 was significant for the corporation, which moved into
a profitable position for the first time and did not require government
appropriations to fund its operating losses. In addition, the corpora-
tion was able to borrow Can$80 million in long-term debt from the
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government to assist it in financing an increased capital expenditure
program. Since 1989 CPC has broken out of the red more than once.
However, 1993 was the only time that the corporation earned a profit
purely out of revenue from postal operations. Canada Post does not
plan to rely on mail protected by exclusive privilege legislation to over-
come its losses, since it is constrained by the requirement to provide
universal access at uniform cost, as well as regulated postal rates.
Instead, it is looking at a variety of initiatives in the business sector to
attain growth and profitability.These initiatives include revamping and
simplifying its core products to meet customers' requirements,
strengthening its marketing and sales capability, focusing more at-
tention on small- and medium-size customer business segments, and
pursuing new products and value-added services.

Thus, although deficits have been reduced significantly, CPC has
yet to attain its aim of financial self-sufficiency. Nevertheless, conver-
sion to a Crown Corporation has made CPC accountable for its own
performance. Owing to the establishment of commercial fiscal prac-
tices, and the corporation's separation and clear demarcation from
all other government departments, CPC's financial scenario is ex-
plicitly visible and the corporation can be held accountable to it.

A marked increase in investments in fixed assets is visible after
incorporation, especially after 1986 when attention to operational
improvements began in a concerted manner (see Figure 12). The
Post has financed its investments from its own earnings-from tran-
sitional funding until 1988 and from long-term debt since then. Re-
cently, CPC has begun to take a strategic view of investments and
has instituted a procedure that segments investments into mainte-
nance, restructuring, product development, and system infrastruc-
ture categories. Each investment is then evaluated to determine
whether it provides a good payback in terms of financial return and
strategic importance. The corporation recently undertook a three-year
restructuring program to offset the operating cost pressures of an
increasing delivery network and growing mail volumes. Investment in
operational equipment has recently been reduced in an effort to con-
tain spending. The focus on capital investment in mail processing
equipment and expansion of the delivery network continues.
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Figure 9

Trend in Revenues, 1983-95
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Figure 10
Financial Performance after Reform, 1982-95
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Figure 11
Taxpayer Funding of the Post, 1982-90
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Figure 12
Effect of Reform on Investments, 1982-95
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CPC has consistently directed efforts at consolidating and mecha-

nizing certain aspects of mail processing in order to achieve in-

creased efficiencies and cost reductions. In 1983, the Post had 32

mechanized plants which have now been consolidated into 22, and

a further reduction is expected. Consolidation facilities for mail from

different places of origin have also been reduced-from 130 facili-

ties to 30 larger facilities. Canada Post has a long history of auto-

mation of mail processing and has invested in the latest

technological equipment, such as MLOCR and VES systems.21 In

1995, CPC finished installing the latest mail processing technol-

ogy in all of its major mail processing plants. Currently, a high pro-

portion of all letters and a lesser proportion of parcels are sorted

mechanically. This has had an important impact on labor, which

has decreased by 10 percent in ten years.

The result of these efforts to improve operational efficiency can

be seen in a distinct improvement in the processing, delivery, and

collection operations (see Figure 13). In 1983, operating revenue

per piece was markedly less than operating cost per piece, which

was also reflected in the Post Office Department's enormous fis-

cal losses (see Figure 3). Although revenue and cost per piece

are now at par, the corporation must maintain operational efficien-

cies in order to stay financially viable.

Efficiency and timeliness are important components of the quality

of service. As far as delivery performance is concerned, CPC has

achieved a consistent standard of 97 to 99 percent of on-time mail in

recent years (see Figure 14). In itself, this is a fairly good record, but

the improvement in service quality is impressive in comparison with

2The Multi-Line Optical Character Reader (MLOCR) scans the postal code, com-
pares it with the address to verify its accuracy, and then applies vertical bar
codes to facilitate sorting. The Video Encoding System (VES) sends the im-
age of the front of the mail item to a Video Coding Desk where a coder types
in the postal code if the MLOCR cannot read a postal code.
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an on-time mail rate of less than 85 percent in 1987 and still worse
standards prior to incorporation (see Figure 5). Now that delivery
performance has reached a relatively high and consistent plateau,
concern for speed has given way to concern for reliability. The corpo-
ration is also considering tightening its delivery standards for letter
mail to one, two, and three days, respectively, as opposed to the
current two, three, and four day performance.

Figure 13
Comparison of Operating Efficiency Indicators
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Figure 14
Trends in Delivery Performance, 1988-95
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Accessibility to the public is another important component of postal
service quality. Over the years, the corporation has steadily expanded
its network, thereby increasing convenience for its customers. The
trend has been toward consistent growth in both the outreach of the
post office in terms of delivery points, and the number of retail points
through which the public can reach the postal service (see Figure
15). However, the composition of the retail network has changed over
time with a decrease in the number of corporate offices and an in-
crease in privately contracted outlets. This trend is consistent with
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the corporation's philosophy of establishing alliances where they prove
to be more cost effective. New access points have also become avail-

able, such as the commercial service center, which services small
and medium-size businesses and displays information about the en-
tire range of products and services offered by the corporation.

Figure 15
Network Expansion, 1983-95
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Since incorporation, CPC has reduced its staff by some 10,000
employees (see Figure 16). In 1994, about 7 percent of the work

force was managerial, 6 percent was administrative, and 87 percent
was engaged in operational and delivery activities. An overwhelming

92 percent of the work force was unionized. The corporation is con-
fined to using attrition and incentives for those seeking early retire-
ment or voluntary termination because of its agreements with the
labor unions. Therefore, although the corporation may wish to de-

crease labor costs, especially since mail processing operations have

been progressively automated, this option is not available.

Figure 16
Employment Trends, 1982-95
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Note: The rise in the last year encompassed CPC's acquisition of Purolator.
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The third crucial objective for CPC was to involve its employees in
its reform program, and to motivate them by improving working con-
ditions and by using a process of dialogue and cooperation. In 1995
CPC's absenteeism rate averaged 9.9 days per employee (see
Figure 17)-a major improvement. CPC has also worked closely with
employees to review mail processing procedures in order to redis-
tribute work hours from nights to days and to reduce weekend work
without compromising efficiency or productivity. CPC has also devel-
oped a flexible Workplace Options Program aimed at adjusting work
schedules to employees' particular family or health circumstances.
The corporation launched the Canada Post Learning Institute in 1994
to give its employees extensive training in new skills and to give them
a better understanding of the competitive and business challenges
faced by the corporation. The results of these initiatives and of an
improved dialogue with the unions can be seen in a drop in work-
place grievances of 34 percent in 1995 over the previous year. In

Figure 17
Employee Absenteeism, 1983-95
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addition, the corporation has managed to reduce the number of unions
from 29 to 4, which has greatly simplified labor negotiations.

In summary, CPC appears to have built up a modern, efficient, and
reliable nationwide retail, processing, and delivery network. In addi-
tion, CPC's basic letter mail service is quite affordable. Much progress
has also been made in the range of products and services offered by
the corporation and in the basic quality of service. CPC has also im-
proved its operating position through enhancing productivity and
through diversifying revenue sources. To benefit from feedback, the
corporation maintains its links with its customers and the community
through the Postal Service Customer Councils and the Better Busi-

276



Case Study 6
Reinventing the System

ness Bureaus. However, there still remain problems that CPC must
resolve to fully attain its goals.

Canada was fortunate to have acknowledged the problems of its postal Continued
sector and taken action to remedy them over 15 years ago. Unlike
the urgent situation that most postal sectors face today, Canada had Problems at
the luxury of implementing a gradual reform process. However, while the Post
partial corporatization and commercialization have brought about dis-
tinct improvements in the Canadian postal sector, there are issues
that CPC must still confront if it is to further its reform process and
attain its objective of competitiveness.

Despite all of the commercial changes and the fact that Canada
Post was given a financial shelter in the form of transitional govern-
ment funding, tax exemption, and preferential rates for debt, and de-
spite the fact that it was sheltered from competition through its
exclusive privilege in almost half of its market, Canada Post has not
been able to overcome its financial deficits on a consistent basis. As
a result of these deficits, CPC's equity holdings have been run down
significantly and the corporation has become increasingly dependent
on long-term debt to finance its operations and investments (particu-
larly after government subsidization ended in 1988) (see Figure 18).
At its inception, CPC had anticipated that financial self-sufficiency
would be achieved by 1987, but this is yet to happen. After achieving
profitability in 1989, the corporation, with the approval of its share-
holder, adopted financial performance and dividend payout ratio ob-
jectives that would enable it to be measured against established
private sector companies of similar size and risk. Among the objec-

Figure 18
CPC's Evolving Capital Structure, 1982-95
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tives established was an expectation that the corporation would pro-
vide the Government of Canada with an annual dividend beginning
in 1990, but this has not materialized either.22

While CPC can claim to be the low price provider of services, it is
not necessarily the low cost provider. If the two are to be reconciled,
and CPC wishes to attain its financial mandate primarily through im-
proved efficiency and market growth (as opposed to postal rate in-
creases), there still remains considerable scope for improvement.
However, CPC is caught by its commitment to the labor unions to the
effect that any work force reduction is to be achieved through attrition
and not through layoffs. This prevents the corporation from cutting
down on the largest component of its costs and capitalizing on its
mechanization program. The corporation is also committed to (1) pre-
viously contracted cost-of-living wage adjustments, which often ex-
ceed inflation, (2) improved benefits for employees, and (3) adherence
to the Public Service Superannuation Program. On the other hand,
CPC is subject to the vagaries of government policy when it comes to
implementing rate increases. Thus, within the current scenario it ap-
pears difficult for CPC to reduce a large component of its costs in
order to attain financial self-sufficiency.

In addition, labor relations remain an ongoing problem area for
GPC. Prior to incorporation, labor disruption had become the norm.
While the situation has improved, CPC has nevertheless experi-
enced four strikes since 1981. In 1988 and 1992, the corporation
lost in excess of 150,000 person-days (see Figure 1 9).23 Given the
history of Canada Post, labor relations will continue to come to the
fore for two main reasons: (1) there is a large unionized work force;
and (2) the move from a government department to a competitive
corporation which is market driven involves a corporate change
that is far from complete. Although management recognizes the
problem and is taking concrete steps to address the issue, there is
still some management distrust, and the process of changing the
public service mentality has been gradual. Therefore, a mixed atti-
tude still exists in the workplace. Recently, a new era of labor-man-
agement relations has emerged as the corporation is becoming more
employee-oriented. A partnership with the unions is beginning to de-
velop though it is a long way from completion. Since the public does
not differentiate between the unions and management, labor rela-
tions is regarded as a corporate problem.

Another area in which CPC has yet to reach a self-imposed goal, is
in its determination to become the carrier of choice for all of Canada's
information, communication, and parcel delivery needs. Under such
market dynamics, it could be argued that no exclusive privileges will

22 Dividends have been paid to the government only in 1991 and 1992.
23 The corporation switched its unit on data on work stoppages from days to

hours in the mid-i 980s in its Annual Reports. A conversion rate of 8.04 hours
per day was derived from the presentation of overlapping data for two years.
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be required for any of CPC's operations. Only with complete liberal-
ization of the postal service (which as yet has been implemented in
very few countries)2 4 will CPC be truly confident of its ability to com-
pete in the marketplace on equal terms with its competitors.

Figure 19
Work Stoppages since Incorporation, 1983-92

Person-days Lost through Work Stoppages
(days in logarithmic scale)

1983 229

1984 199
1985 709.

1986 6,485

1987 1,169
1988 m 173,417

1989 31,509

1990 348
1991 25

1992 - 168,740

10 100 1,000 10,000 100,000 1,000,00

Although external performance monitoring and public reporting of
performance levels have been instituted since 1987, CPC appears to
lack explicit regulation/monitoring of its quality of service.

Finally, there remain some aspects of CPC's policy environment
that have handicapped the corporation's reform efforts. These as-
pects are reflected in CPC's complex relationship with the govern-
ment, which plays the dual role of owner and regulator. Since the
government is the sole shareholder, it is reasonable that CPC be
held accountable to the government for its performance. This is es-
pecially true since the government has barely realized any financial
returns on its contributed capital (in the form of dividends), but has
experienced considerable erosion of its equity holdings because of
the Post's deficits (see Figure 18). However, it should be kept in mind
that one of the aims of the establishment of a Crown Corporation is to
separate operations from ownership. Unless this separation is main-
tained, the corporation cannot truly be held accountable for its per-
formance since it lacks the autonomy to run itself. Although in the
past this has not been the case, the vesting of the government with
the capacity to modify CPC's corporate plans, annual plans, operat-
ing budgets, investment plans, and the exercise of its directive pow-

24 See Chapter 4.
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ers, leaves considerable potential for the erosion of CPC's autonomy
in the future.

In addition to coping with the political intervention of the current
power, CPC faces the additional uncertainty of changing governments
and their corresponding changing philosophy toward the Post. For
example, with the change to a Liberal Government in 1993, the cor-
poration is still determining its relationship with the new government
and with how this relationship will affect its mandate. To date, this
government has altered CPC's philosophy on the closure of rural
outlets, as a result of which CPC is exploring opportunities for mar-
keting its retail network for other uses. In addition, CPC's most re-
cent request for rate increases has been deferred. It is difficult for
CPC to implement long-term strategies if it fears that each change in
government will bring about a corresponding change in regulatory
philosophies.

Conclusion CPC has made considerable progress to date, although it is still far
from fully meeting its own expectations of corporate excellence and
fulfilling its stated mandate of financial self-sufficiency. Nevertheless,
the drastic reduction in its deficits and the significant improvements
in quality of services are substantial accomplishments. These results
should not be understated, especially in light of the dismal condition
that the postal sector was in when the reform program commenced.

As can be seen from this case, much can be learned from the
reform program of the Canadian postal service in its transition from
a government department to a competitive business. However, it
should be borne in mind that there are critical differences in the
reform situations of countries today. The condition of their postal
sectors may be such that they do not have the luxury of the long
and gradual reform process that Canada Post adopted. And the
point could be taken that it is probably advisable that countries do
not wait until the situation is as critical as it was in Canada when
Canada initiated its reform.
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