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TERMS AND ABBREVIATIONS

Country abbreviations and regional classifications

Country
Austria
Belgium
Bulgaria
Croatia
Cyprus
Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Iceland
Ireland

Italy

Latvia
Liechtenstein
Lithuania
Luxembourg
Malta
Netherlands
Norway
Poland
Portugal
Romania
Slovakia
Slovenia
Spain
Sweden
Switzerland

United Kingdom

Abbreviation
AT
BE
BG
HR
CY
CZ
DK
EE
FI
FR
DE
EL

U
LT
LU
MT
NL
NO
PL
PT
RO
sk
sl
ES
SE
CH
UK

USP name
Osterreichische Post
bpost
Bulgarian Post
Hrvastke Poste
Cyprus Post
Czech Post
PostNord
Omniva

Posti

La Poste
Deutsche Post
ELTA

Magyar Post
{slandspdstur
AnPost

Poste Italiane
Latvijas Pasts
Liechtensteinische Post
Lietuvos Pastas
Post Luxembourg
Malta Post
PostNL

Posten Norge
Poczta Polska
CTT

Posta Romana
Slovenskd Posta
Posta Slovenije
Correos
PostNord

Swiss Post

Royal Mail

EU region:
Western Europe
Western Europe
Eastern Europe
Southern Europe
Southern Europe
Eastern Europe
Northern Europe
Northern Europe
Northern Europe
Western Europe
Western Europe
Southern Europe
Eastern Europe
Northern Europe
Northern Europe
Southern Europe
Northern Europe
Western Europe
Northern Europe
Western Europe
Southern Europe
Western Europe
Northern Europe
Eastern Europe
Southern Europe
Eastern Europe
Eastern Europe
Southern Europe
Southern Europe
Northern Europe
Western Europe

Northern Europe

Regional classification is based on the United Nations country classification.
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Other abbreviations

Abbreviation
ANACOM

B2B
B2C
B2G
B2X
BIPT
C28B
c2C
Cc2G
C2X
CAGR
CBPR
CE
CEN

CEO

CEP

CERP
CNMC
CNPR
COM

CTu

D+1

D+2

D+3

D+4

D+5
D+X/D+2
DA

DG

DG GROW

DM
DPM
EBIT
EC
ECJ
EDA
EDI
EEA
EETT
EMS

EPMU
ERGP
ETOE

The Portuguese regulatory authority for postal communications and elec-
fronic communications
Business-to-business

Business-tfo-consumer

Business-to-government
Business-to-consumer/business/government
Belgian Institute for Postal Services and Telecommunications
Consumer-to-business
Consumer-to-consumer
Consumer-to-government
Consumer-to-consumer/business/government
Compound annual growth rate

Cross Border Payments Regulation
Copenhagen Economics

Comité Européen de Normalisation - European Committee for Standardi-
sation
Chief Executive Officer

Courier, express and parcel market

Committee for Postal Regulation

The Spanish National Markets and Competition Commission (Spanish NRA)
National Company Romanian Post

Communication from the Commission

Cesky telekomunika&ni Ufad (Czech NRA)

Routing tfime where mail is delivered the first working day after posting
Routing tfime where mail is delivered the second working day after posting
Routing fime where mail is delivered the third working day after posting
Routing fime where mail is delivered the fourth working day after posting
Routing fime where mail is delivered the fifth working day after posting
Routing fime for non-priority mail that is delivered at lower speed than D+1
Deficit approach

Directorate General (of the European Commission)

Directorate General for Internal Market, Industry, Entrepreneurship and
SMEs
Direct mail

Digital postage marks

Earnings before interest and tax

European Commission

European Court of Justice

Electronic advanced

Electronic data inferchange

European Economic Area

Hellenic Telecommunications and Post Commission (Greek NRA)

Express Mail Service, a product line coordinated by a cooperative of the
Universal Postal Union

Equi-proportional markup
European Regulators Group for Postal Services
Extraterritorial office of exchange
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Abbreviation
EU
EU-28
EU-27
EUR
Eurostat
EV

FAC
FSC

FTE
GDP
Govt
G2B
G2C
G2X

ICT

PC

IPO
LRIC
MDS 2010
MDS 2013
MS

n/a
NAC
NCA
NCPA
NGO
NOK
NRA
OECD
PAEA
PC

PLC

PPP

PSA
PUDO
QoS
REIMS
RFID
RRT
SGEI
SME
SMP

SP letters
SSC

TEU
TFEU
TOP3
UPS

Meaning
European Union

The European Union after 1 July 2013, with 28 Member States
The European Union after 1 February 2020 with 27 Member States

Euro

Statistical Office of the European Communities
Electric vehicles

Fully Allocated Cost

Fastest-service category

Full-time equivalent

Gross domestic product

Government

Government-to-business
Government-to-consumer
Government-to-consumer/business
Information and communication technology
International Postal Corporation

Initial Public Offering

Long-run (average) incremental costs

Study ‘Main Developments in the Postal Sector (2008-2010)" (2010)
Study ‘Main Developments in the Postal Sector (2010-2013)" (2013)

Member State(s)

No answer/not available

Net Avoidable Cost

National competition authority
National consumer protection authority
Non-governmental organisation
Norwegian krona

National regulatory authority

Organisation for Economic Cooperation and Development
Postal Enhancement and Accountability Act (USA)

Profitability Cost Approach
Public limited company
Purchasing Power Parity
Postal Services Act

Pick-up and drop-off
Quality of service

Remuneration of Mandatory Deliveries of Cross-Border Mails

Radio-frequency identification

RySiy Reguliavimo Tarnyba (Lithuanian NRA)
Services of general economic interest

Small and medium-sized enterprises
Significant market power

Single-piece letters

Second fastest standard category

Treaty on European Union

Treaty on the functioning of the European Union
Three most important

United Parcel Service
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Abbreviation
UPU

uso

Usp

VAT

w.r.t.

Meaning

Universal Postal Union
Universal service obligation
Universal service provider
Value added tax

With respect to
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EXECUTIVE SUMMARY

This study presents, describes, and assesses the most important evolutions in the letter and parcel
delivery markets in the 27 Member States of the European Union, in the United Kingdom, and in
the EFTA countries of Iceland, Liechtenstein, Norway, and Switzerland in the reference period
(2017-2021), taking into consideration the impact of the COVID-19 pandemic and other relevant
external events on the postal sector. It also outlines the most significant evolutions of the regulatory
framework in the Member States.

Postal services play an important role in the EU’s economy. The postal and delivery sector gener-
ated around EUR 110 billion in revenue in 2021 (0,8 per cent of total GDP and +21 per cent com-
pared to 2017) and employed around 1.5 million people (0,7 per cent of total employment in EU-27
and +2 per cent compared to 2017) across the EU-27 Member States. Postal operators also play an
important role in connecting individuals and businesses in more peripheral areas to more densely
populated areas. During the Covid-19 lockdown times, postal operators and their networks served
as an essential infrastructure and were therefore allowed to continue to operate, while brick-and-
mortar stores were closed.

The substitution of letter mail for electronic alternatives is continuing
to drive letter mail volumes down

Letter mail volumes across the Member States declined by 6.1 per cent between 2017 and 2021,
compared to a decline of 4.3 per cent between 2013 and 2016. This trend arched across all types of
letter mail delivery services, except for an increase in demand for delivery of heavier' letters,
namely, the e-commerce shipment of lightweight goods. We find that an increasing number of
postal operators try to steer demand towards slower (and hence, more cost-efficient) letter mail de-
livery services by adjusting their pricing policy.

Technological change unlocks an array of possibilities for more accessible and more cost-efficient
electronic communication, for example, via mobile applications. Electronic communication be-
tween government institutions and citizens is quickly becoming commonplace in many Member
States. Electronic communication with the government offers the benefits of speed and convenience
and adds value to users, for instance, via the opportunity to access medical records and the oppor-
tunity to receive confirmation of delivery of important documents. In addition, e-invoicing applica-
tions and online banking significantly reduce the need for paper invoices and transcripts. It also
puts further pressure on postal operators who rely heavily on economies of scope from their own
provision of financial services throughout their network service points.

Declining demand for letter mail delivery pushes price increases and
cost reductions across many European universal service providers
(USPs):

The combination of continued letter mail volume decline and strong growth in parcel delivery has
important operational and economic implications for postal networks. In several instances, it has

2 Universal service provider refers to a public or private entity providing a universal service or parts thereof within a country.
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also called for substantial changes in postal regulation. Declining letter mail volumes decrease econ-
omies of scale, which leads to higher costs per letter delivered. Higher unit costs effectively put up-
ward pressure on prices. As a result, we observe several examples of more flexible price regulation
and letter price increases across the Member States, implemented to reduce the need for public
funding of the postal universal service obligation (USO):. One example of this is the change in postal
regulation in Sweden in 2019 where changes were made to the existing price cap regulation. The
change meant that in addition to inflation, the price ceiling also provides additional room for in-
creasing prices, based on the increased unit costs that arise from the decline in volume. Similarly,
the price cap in Ireland was removed to grant more flexibility in pricing, thereby improving An
Post’s financial performance.

The effects of letter mail volume decline on European letter mail delivery prices have been unfold-
ing significantly in recent years. We find that the price for domestic priority 20 g. letters across
Member States increased by 33 per cent from an average of 0,83 EUR in 2017 to an average of 1,10
EUR in 2021. While five countries (CY, DK, IT, LI, and CH) did not change their prices during this
time period, 26 countries did. The 33 per cent increase in average prices is to a large extent driven
by price hikes in Belgium (103%), Greece (164%) and Estonia (131%). In contrast to letter mail de-
livery, the price development for parcel delivery differs widely across countries and there is no clear
tendency visible. Whereas parcel prices have increased substantially in some countries, they have
remained constant or even decreased in others. The largest (35 per cent) decline was observed in
Belgium, concerning 5 kg. parcels. Declines were also seen in DK, IE, LU, and DE.

Moreover, in an industry highly dependent on economies of scale, declining letter mail volumes
make the provision of a high and consistent quality of service increasingly costly. In light of increas-
ing unit costs, universal service providers may therefore have the incentive to reduce the speed of
standard delivery services (e.g. from D+1 to D+2) and/or reduce the quality of service as a means to
reduce costs and thereby mitigate price increases. Such incentives can be particularly exacerbated
by strict national tariff regulations where price increases are difficult to implement. However, an
overall assessment reveals that the quality performance level for domestic letter mail delivery and
parcel delivery remained roughly constant during the 2017-2021 period in most of the Member
States (however, with some exceptions). It is worth noting that many operators’ quality perfor-
mance declined in 2020, likely due to factors related to the pandemic when operators experienced
many delivery bottlenecks and staffing challenges impacting delivery speeds.

The increase in e-commerce, further accentuated by the Covid-19 pan-
demic, has further boosted competition in the courier, express and par-
cel (CEP) market

Both trends of letter volume decline and increase in parcel volumes have been further emphasized
by the Covid-19 pandemic and the accompanying safety restriction measures. The temporary forced
closure of many brick & mortar stores drastically increased the demand for online retail while the
shift to a primarily work-from-home economy has also decreased the volume of business letter mail.
These demand trends are expected to persist, perhaps at a slower speed, beyond the existence of
Covid-19 restrictions.

3 Universal service refers to the practice or legal obligation of providing a baseline level of service to every resident of a coun-
try.
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Parcel volumes have been increasing as consumers’ purchasing habits adapted to the availability of
options provided by e-commerce platforms. Between 2017 and 2021, domestic parcel volumes in-
creased by 14,6 per cent annually, compared to a 6,4 per cent annual change between 2013 and
2016. Although this trend varies quite significantly across Europe due to the differing levels of ac-
ceptance towards e-commerce and the development of digitalisation, the Covid-19 pandemic and
accompanying safety restrictions have contributed to a significant increase in e-commerce through-
out Europe since then.

The continuously increasing demand for parcel delivery has, in turn, increased the attractiveness of
the sector for new operators. Hence, we have noted the entrance of new players at different levels of
the parcel delivery value chain and the development of new business models specifically focusing on
last-mile delivery. For example, the pandemic prompted a boom in the demand for delivery to par-
cel lockers and other pick-up and drop-off (PUDO) options. We have also seen the development of
new business models on the delivery side, including a variety of strategies from the acquisition of
specialised last-mile providers to full vertical integration with e-retailers.

A green transition of the postal sector requires broad involvement of
market stakeholders and transparency across the value chain

In spite of the potential environmental benefits of e-commerce versus brick-and-mortar stores, re-
ported in several recent studies, booming e-commerce volumes have consistently increased the en-
vironmental footprint of parcel and letter delivery activities in the Member States. CO2 emissions
from domestic letter and parcel deliveries in the EU were relatively constant between 2013 and
2016. Since 2017, however, total carbon emissions started growing by an average of 12 per cent an-
nually. The reason for this shift is that until 2017, decreasing emissions from falling letter volumes
managed to compensate for increasing emissions from higher volumes of parcel deliveries. How-
ever, based on our estimations, since 2017 this balance was lost, primarily due to the fact that parcel
delivery requires significantly more logistical and transportation capacity than letter mail delivery.
We also note that the amount of CO- emissions per parcel, after having experienced a declining
trend for several years, started to increase again in 2018. This development is likely due to changes
in the parcel mix with a larger share of large and heavy parcels as consumers broaden their online
shopping patterns. Based on IPC estimations, in 2021, the delivery of one parcel produced more
than ten times the amount of CO- per item compared to the delivery of one letter.

Although there is a general ambition across postal sector stakeholders to reduce carbon emissions,
there are several economic challenges related to climate change and sustainable solutions that make
it difficult and challenging for postal and delivery operators to transform and implement green so-
lutions. Firstly, carbon emissions are a negative externality. This means that delivery services result
in the production of carbon emissions, which is a cost for a third party, in this case, for society as a
whole which has not purchased the original service. Although more and more customers view the
climate impact as an important product characteristic that determines their demand, this increased
awareness has not yet been sufficient to drive significant changes. Secondly, asymmetric infor-
mation in the delivery value chain leads consumers, retailers, and delivery operators to make
suboptimal decisions regarding the environmental sustainability of deliveries. The existence of sig-
nificant externalities and information asymmetries implies that the market, in the absence of policy
intervention, is not likely to lead to a situation with no or low levels of emissions.
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As a result, we conclude that despite significant efforts and investments in green solutions, growing
parcel volumes create challenges for postal operators to reduce their environmental footprint.
Hence, a true green transition of the postal and delivery sector depends on the broad involvement of
all players driving the change in this industry. Our detailed recommendations for individual stake-
holders are provided in Section 5.3.3.

The structure of employment in the postal sector is influenced by devel-
opments in the competitive landscape, technology, e-commerce,
changes in the USO, and the Covid-19 pandemic

In 2021, the total postal and courier sector, i.e. including USPs and non-USPs, employed about 1.5
million people across the Member States. The actual number may be even higher if subcontracted
workers are not assigned to postal activities in the national statistics. While the sector was charac-
terised by declining employment levels for many years, the growth in e-commerce has turned this
trajectory around. However, the sector’s importance for overall employment in Europe decreased
from 2017 to 2021. Whereas total employment across all industry sectors at a European level in-
creased on average by around 1,7 per cent from 2017 to 2021, employment in the postal and courier
sector increased at a somewhat slower rate of 1,5 per cent.

We find strong heterogeneity in postal and courier total market employment levels, structural char-
acteristics, and evolution across individual countries. For example, while employment remained
fairly stable in countries such as the Czech Republic, Slovakia, Lithuania, Croatia, and Switzerland,
several other countries experienced sharp declines in sector employment. In particular, Latvia, Swe-
den, and Iceland experienced declines greater than 20 per cent. Strong growth in the postal and
courier workforce can be observed in several countries, most notably Romania, Malta, and Cyprus.

In terms of structural characteristics, we notice variations in the employment of civil servants and
the use of different employment models. All countries experienced a marked decrease in the im-
portance of civil servants in their postal sector workforce in the 2017—2021 period. The most strik-
ing decline of 56 per cent in the share of civil servants occurred at the national postal operator Post-
Nord in Denmark.

Moreover, many USPs use different types of non-standard employment models. The most com-
monly used non-standard employment models in 2021 were temporary employment (19 USPs) and
subcontracted workers (17 USPs). Self-employment contracts are used least frequently (three
USPs). Based on the interviews with trade union representatives in the EU, we conclude that the
postal industry experienced an increase in atypical and partly precarious forms of employment both
at USPs and non-USPs.

The strong presence of trade unions and their constant involvement in sector changes will continue
to influence the development of employment conditions in postal markets and in particular, at na-
tional postal operators where trade union representation is most significant. Amongst other things,
trade unions in the postal sector play an important role in managing the impact of changes in the
obligations of the universal service (e.g. introducing alternate day delivery models for standard let-
ter services), declining letter mail volumes and organisational changes, such as diversification and
digitalisation, on employment levels and conditions. Still, the role of trade unions is evolving along
with the market conditions, and the tasks for postal trade unions in the future are manifold. In
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Chapter 4, we present several examples from Norway and Finland, where social partners played a
particularly important role in managing the transition and preparing employees for the future.

The postal sector has adapted to changes in European regulations con-
cerning cross-border parcel deliveries, VAT, as well as changes to the
UPU terminal dues system

Between 2017 and 2021, several regulatory reforms affecting cross-border parcel delivery services
have been introduced. These changes have inter alia impacted the price of buying items cross-bor-
der for businesses and consumers in the EU and have also consequently impacted the flows of par-
cel volumes within the EU and between EU and non-EU countries.

First, the Regulation on cross-border parcel delivery services entered into force in April 2018. This
regulation primarily empowers national postal sector regulators to collect data, in particular parcel
price data, to promote transparency and to monitor the provision of cross-border parcel services in
Europe.

Second, the 2019 Extraordinary UPU Congress revised the remuneration rates for bulky letters and
small packets (known as E format rates) and approved the gradual introduction of self-declared
rates that are more cost-based. The reform of terminal dues has decreased the wedge between ter-
minal dues and the cost of last-mile delivery in many countries, reducing the financial losses experi-
enced by several national postal operators in high-cost and net-importing countries. At the same
time, the reform has also made it more expensive to send cross-border letter mail items (including
small packets) to some countries.

Third, the EU VAT de minimis reform which came into force in July 2021 will slowly but surely in-
fluence e-commerce parcel flows and change consumer awareness as to the provenance of goods.
Together with additional administration fees on low-value items, this can incentivise consumers to
shop within the EU more — while giving incentive to traders to custom clear items in bulk and have
them warehoused inside the EU Single market before the consumer clicks online to e-shop them.

Finally, the exit of the United Kingdom from the European Union has consequences for the future
flow of goods between the United Kingdom and the EU. Parcel volumes originating in the UK sent
to the rest of the EU are declining (based on initial estimates available at the time of drafting this
report), partially due to the implementation of customs procedures and VAT. Further, parcels origi-
nating in the EU might likewise be subject to additional customs procedures (compared to the pre-
Brexit situation) when shipping to the UK. According to our research, Brexit has particularly and
substantially affected postal flows with the UK’s neighbouring Member States, e.g., Ireland, and has
nudged a number of e-commerce retailers to set up new hubs within the EU. Additionally, Brexit
has introduced many operational challenges for companies that deliver and operate both within the
UK and in Europe due to new labour regulations such as the requirement for a work permit for EU
citizens working in the UK.
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The basket of services included in the national universal service obliga-
tions and national regulations varies across Europe, but has generally
remained unchanged compared to the previous monitoring study

Article 3 of the Postal Services Directive requires Member States to safeguard the provision of cer-
tain basic postal services (referred to as “universal services”). The objective of this provision is to
ensure access to reliable and affordable postal services for all users across the EU. As a minimum,
Member States must ensure a universal service that provides for the collection, sorting, transport,
and distribution at least five working days per week of (i) postal items weighing up to 2 kilograms
and (ii) postal packages up to 10 kilograms, as well as services for registered items and insured
items in both categories. The universal service covers both national and cross-border services.

We find that basic (domestic) letters, registered letters, insured letters, basic (domestic) parcels,
cross-border letters and cross-border parcels are still part of the USO in most countries. For each of
those products, no more than five countries identify the product as a non-USO product. One of the
most apparent divisions in country practices is whether bulk letters are included in the USO or not.
In 2021, 18 countries included bulk letters in the USO (compared to 19 countries in 2016). The mo-
tivation for excluding bulk letters from the USO (or not including it in the first place) is often that
delivery of bulk letters is considered being subject to competitive pressure. Not including bulk let-
ters in the USO might thus provide postal universal service providers with greater freedom to price
bulk letter delivery offers competitively.« In most of the countries, e-commerce return services are
generally not included in the scope of the USO.

In some Member States, the variation in the implementation of the minimum requirements set for
the USO in the Postal Services Directive has become more pronounced in terms of delivery fre-
quency and delivery speed. In Finland, the Communications Regulatory Authority allowed, in 2017,
for a reduction in delivery frequency from five to three days per week in areas where a competing
network exists for delivery of newspapers five days per week. This effectively gave Posti the oppor-
tunity to reduce the delivery frequency in urban areas, which generally have a newspaper network,
while maintaining a delivery frequency of five days per week in rural areas. In Denmark, the deliv-
ery frequency for standard letters was reduced to one day per week in 2018, while maintaining the
option for daily deliveries as a faster service (“express letters”) at a higher tariff. This regulatory
change allowed PostNord to introduce a new delivery model where parcels are delivered five days
per week and standard letters are delivered one day per week. However, express letters (delivered
the next day) are delivered together with the parcels. In Norway, the National Communications Au-
thority has updated the minimum frequency requirements to allow the USP to deliver mail every
other workday as of 1 July 2020. As a result, Posten implemented an alternate-day delivery model
in 2020. Lastly, the USPs in Italy, Belgium and Sweden have also implemented different variations
of alternate-day delivery models (Italy in 2014, Belgium in 2020 and Sweden in 2021) while the 5-
day per week delivery frequency requirement has been maintained in principle in all three coun-
tries.

Across the EU, the role of the postal USO is declining both in terms of its importance for postal us-
ers who use other forms of communication and in terms of its share of the USP’s business. At the
same time, due to the growing demand for parcel delivery and the growing user needs in this sector,

4 Inthe cases where the postal universal service provider would be considered to hold a dominant market position for the
delivery of bulk letters, it would still be subject to the pricing constraints set by competition law for dominant undertakings.
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particularly following the pandemic, different national regulators and ERGP have raised the ques-
tion if there is a need for a wider USO on parcel delivery. This is discussed in more detail in Section
3.5.2 of the report.

The change in the mail mix towards a lower share of products regulated
under the USO means both challenges and opportunities for postal mar-
ket stakeholders

For universal services providers, the key challenge is to maintain a financially sustainable USO.
Operators are trying to adapt the delivery network to decreasing volumes in order to minimise cost,
realise the best degree possible of network integration of parcels and letters, and raise prices with-
out losing customers. At the same time, the booming e-commerce segment is a great business op-
portunity for postal and delivery operators.

For national regulators, the key challenge is to adapt the regulatory environment to keep the USO
sustainable. This involves making a trade-off between giving more pricing flexibility to operators
and allowing them to reduce costs by reducing the USO, all while staying within the legal confines of
the existing Postal Services Directive. As a reduction of the USO moves many services (e.g., bulk
mail) from ex-ante regulation to ex-post competition policy control, national regulators are facing a
reduced scope for regulatory control. However, this is also an opportunity for national regulators to
create a regulatory environment that is forward-looking concerning postal users’ needs. They can
seize the opportunity for cross-country learning (e.g., in relation to the identification and assess-
ment of potential market failures in the postal markets) within the ERGP forum, given the variation
of USO requirements and digitization advancement across Member States.

For national governments, the main challenge is revising postal laws, which often requires making
a trade-off between reducing the USO for financial sustainability and safeguarding a basic, afforda-
ble service for vulnerable users. Governments’ digitalisation policies have a direct bearing on the
USO profitability. At the same time, higher USO net costs might require government funding with
taxpayer money.

For large business senders, the main challenge is rising letter mail prices across Europe. Postal op-
erators will continue to seek ways to compensate for the reduced financial sustainability of the USO.
So far, this has resulted in increasing prices or reduced service levels. As economies of scale in letter
delivery markets are expected to decline even further, and because major letter mail senders seem
to accept slower delivery models, we anticipate rising prices for overnight deliveries and the reduc-
tions in standard service levels to continue. Large businesses benefit from the introduction of
slower, cheaper letter mail products and larger volume rebates by postal operators, as well as from
competition in parcel and packet delivery which also drives prices down.

For small and medium sized enterprises (SMEs), particularly located in rural areas, a decrease in
service level and/or accessibility caused by a decrease in USO requirements could potentially nega-
tively affect the business. This is particularly the case for small e-commerce retailers. However, sim-
ilar to larger business senders, SMEs benefit from increased competition in parcel delivery markets
and from the introduction of slower, cheaper letter mail products and larger volume rebates by
postal operators.
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For residential consumers, one of the main challenges is that the transformation of postal opera-
tors’ identity from universal services providers to logistics companies might change their role in so-
ciety as promoters of social cohesion. The definition of what basic postal service constitutes for con-
sumers is changing and some basic services may fall outside the USO scope today (e.g., next day de-
liveries), risking insufficient protection of private postal users as postal services evolve (e.g., if some
postal users depend on next day deliveries). Consumers face changing postal service quality (letter-
boxes no longer at home, more parcel pick-up, less access to post office network) and price in-
creases (e.g., in countries where next-day delivery prices increased significantly). This may lead to
social exclusion and disadvantages for vulnerable consumers or consumers in rural areas.

At the same time, consumers will benefit from new products (e.g., slower mail, digital mail) that fit
the current consumer needs. Competition in parcel and packet delivery markets drives prices down
(or keeps them relatively constant while the underlying costs increase) for consumers. Addressing
vulnerable users’ needs may be organised differently either through solutions found by govern-
ments compensating for reduced USO scope or by new commercial solutions developed by postal
operators in an effort to create new revenue streams and maintain a personal, trustful relationship
with final consumers. One example is provided by the Norwegian hospitals which, in relation to the
discontinuation of overnight delivery starting in 2018, negotiated an agreement with Posten for ex-
press delivery of laboratory samples at uniform rates across the country. Another example is pro-
vided by PostNord in Denmark which provide a non-USO next-day letter delivery service to comple-
ment the significantly slower standard delivery service.

For trade unions, the main challenges are to manage (further) job losses and an increase in precari-
ous forms of employment, such as subcontracting or self-employment, and support re-skilling of
employees for future requirements of the industry (using digital applications, dynamic last-mile
route planning, etc.).

Many Member States provide financial compensation to the universal
services providers, but the legal mechanisms of financing the net cost
of the USO differ

The Postal Services Directive specifies that USPs can be compensated if the so-called net cost of the
USO represents an unfair financial burden. Based on our research, we find that the majority, 72 per
cent (23) of the investigated countries, have authorized different forms of compensation by law, and
almost 70 per cent (16) of them have provided some type of compensation in practice. State finan-
cial compensation has primarily been provided through USO net cost compensation, compensation
for the provision of services of general economic interest (SGEIs) outside of the USO, or ad hoc
funding, e.g., restructuring support or pension payments. Although a number of Member States
have provided for the possibility of a compensation fund in their postal law, this mechanism has
hardly been used to date. We also find that in some cases, operators prefer to finance the USO bur-
den themselves to maintain their commercial freedom and avoid any additional regulatory require-
ments. For example, we observe that universal service providers in Finland and Sweden (countries
with high levels of digitalisation and difficult geographical conditions) have not yet requested finan-
cial compensation for the provision of the USO, although the obligations likely impose a financial
burden on the operators in question.
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The compatibility of national financing of the USO/SGEIs with the TFEU has been assessed across
European countries. This is also highlighted by recent cases (Belgium, Denmark, France, Italy, Po-
land, Spain), typically notifications to the Commission to assess whether potential aid is compatible
with the internal market or not. We expect the number of such state aid cases to increase going for-
ward (due to the financial circumstances) and we expect them to be increasingly challenged due to
fierce competition in the parcel delivery segment.

Different competitive dynamics in letter and parcel delivery call for dif-
ferent regulatory approaches

The Postal Services Directive covers “postal items”, including both letters and parcels. However, in
contrast to letter mail delivery services, parcel delivery services were traditionally not subject to a
reserved area. This means that the provision of parcel delivery services has always been open for
competition and thereby subject to competitive pressure. This can also be seen when looking at the
market shares of the national postal operators in letter and parcel delivery respectively. Generally,
national postal operators hold lower market shares in the parcel delivery segment (mostly below 40
per cent) compared with the letter delivery segment (mostly above 85 per cent). In addition to dif-
ferent market structures, letter and parcel delivery services are also subject to fundamentally differ-
ent demand and supply conditions. This supports the different regulatory treatment of the two cate-
gories of services and needs to be considered in relation to any future considerations to change the
current scope of regulation.

In the letter mail segment, digitalisation and evolution of e-substitutes for letter mail has resulted
in declining letter mail volumes. As demonstrated in this report, the increasing pressure on postal
and delivery operators stemming from declining mail volumes and increasing unit costs of delivery
makes it difficult to sustain a profitable delivery business. Moreover, entrants’ strategies to focus
their activities on the most profitable mail segments and geographical areas puts additional pres-
sure on the USPs’ financial sustainability. Ultimately, the question becomes whether the remaining
letter mail volume in the market is sufficient to sustain more than one delivery network.s For in-
stance, this discussion has been at the centre of political discussions in the Netherlands where
PostNL in 2019 acquired its main competitor in the letter mail delivery segment — reducing compe-
tition in that part of the market. However, it is worth noting that on 2 June 2022, the Dutch Trade
and Industry Appeals Tribunal ruled that the Minister for Economic Affairs and Climate Policy had
been wrong to approve the consolidation. Another country where the postal USP recently (in 2021)
acquired its main competitor in the letter mail segment is Italy. In several other countries, competi-
tors went bankrupt and left the market.

In the parcel delivery segment, the proliferation of businesses across the value chain (in terms of
both the number and specialisation of new market entrants and business models) means that any
assessment of competition concerns in the parcel delivery market requires a more complex case-by-
case approach. For the same reason, it is very difficult to regulate ex-ante a highly dynamic and
growing market as the parcel delivery market in the same way as the letter mail delivery market has
been regulated. As a result, any introduction of new ex-ante regulatory requirements on top of the
existing postal sector regulatory framework should be motivated by the existence of demonstrated
market failures. According to the First Fundamental Theorem of Welfare Economics, in the absence

5  To answer this question, one would have to conduct a detailed case-by-case assessment of the market situation and finan-
cial situation of the USP in each EU member state. Such analysis is outside the scope of this report.
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of so-called market failures, competitive markets provide the efficient amount of goods and ser-
vices, i.e., the amount which best meets consumers’ needs and preferences, given scarce resources.
Thus, in the case of no market failures, markets are not prevented from functioning efficiently and
no regulatory intervention is warranted. Conversely, any reduction of the existing requirements
should go through the same process of the assessment of potential market failures that existing re-
quirements are meant to remedy. In the case of no market failures, it might be warranted to reduce
the existing requirements as markets are not prevented from functioning efficiently.

In this report, we assess the level of competition throughout the postal value chain. We also outline
and assess at a high-level trends and characteristics of four potential market failures that may
emerge in postal markets, namely, concentrated market power, public goods, externalities, and
asymmetric information. We note existing gaps in research and where additional empirical evidence
could shed light on appropriate policy responses. In particular, more research in a structured pan-
European way on user needs is needed to guide policymakers on whether existing regulations are fit
for purpose. It would also help assessing the trade-offs between key policy objectives, such as pro-
motion of competition, tariff affordability, and universal service requirements. Finally, we also note
that when regulatory intervention is warranted, postal policy makers have access to four groups of
remedies to tackle problems emerging from market failures: command-and-control policies, mar-
ket-based policies, co-regulation, and industrial policies. The type of remedy most suitable to deal
with an undesirable market outcome depends on the specific situation and the underlying problem.

The regulation on cross-border parcel delivery services, adopted in April
2018, increased price transparency and regulatory oversight of cross-
border parcel delivery services in the EU

Since the full opening of postal markets in the EU, observed price differences for domestic and
cross-border parcel delivery were the subject of intense economic, regulatory, and policy discus-
sions. With the adoption of Regulation 2018/644 on cross-border parcel delivery services in 2018
national postal sector regulators were granted additional powers to collect price information from
all postal operators providing cross-border parcel delivery services. Based on the information col-
lected, some national regulators performed detailed assessments of cross-border delivery prices and
costs. Although such assessments provided more clarity on the issue, these country-level analyses
could not per se fully address the original EU-wide concern, i.e., that prices for cross-border parcel
deliveries in Europe (or parts thereof) might be excessive. For this reason, the European Commis-
sion asked this study to shed light on the topic in a different way, even despite several acknowl-
edged limitations in full data availability — in particular the confidential nature of delivery costs and
bulk parcel commercial pricing, which remains an intrinsic obstacle to research.

Chapter 7 of this study sheds further light on the relationship between cross-border parcel delivery
prices and the underlying costs for delivering parcels between the EU Member States. It focuses on
four main research questions:

1. What are the key value chain activities and cost components of domestic and cross-border
track and trace parcel deliveries, for both USPs and non-USPs?

2. How did cross-border parcel delivery costs and tariffs between Member States evolve 2017-
20217
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3. How do the main costs in cross-border track and trace parcel delivery within the EU com-
pare to retail tariffs?
4. Why do cross-border parcel delivery retail prices differ significantly from costs?

We also present a stylised yet detailed cost model for single-piece cross-border parcel delivery, a
model specifically geared to assess the relationship between delivery retail prices and costs and thus
to compare cross-border versus domestic. This is opposed to a different model geared to identify a
precise absolute cost level, or price level, or product margin, which would require data that is not
available. The key findings are summarised as follows:

First, we find that universal services providers generally use a traditional post-to-post (P2P) deliv-
ery model for cross-border parcel deliveries, while other postal operators (non-USPs) use either a
fully integrated business model or a traditional P2P value chain. Compared to domestic parcel de-
liveries, cross-border deliveries also include international transportation, which for intra-EU deliv-
eries is mainly conducted by road using trucks. The importance of air transportation has dimin-
ished significantly since 2020 when the pandemic impacted air transportation globally and delivery
operators had to develop alternative ways to transport their shipments (mainly, road long-haul).

Second, we note that comparing costs and prices for cross-border parcel delivery services is a com-
plex exercise which relies on several assumptions about supply and demand characteristics. On the
supply side, our generic cost model assumes that cross-border parcels largely follow the same logis-
tics flow as domestic parcels and thus incur the same costs. However, cross-border parcels may fol-
low a more costly delivery flow than domestic parcels, e.g., they may incur specific processing costs
concerning transportation such as the costs of handing parcels over to the air carrier or the costs of
filling out specific forms for export items, as highlighted by ANCOM in Romania. Also, the cost
structure in parcel delivery is characterised by a high share of joint and common costs. This means
that economies of scale and scope play an important role. On the demand side, trade imbalances
can lead to high transportation costs in cross-border parcel delivery. Due to trade imbalances, net
importing countries will systematically have to send empty transportation units back to net export-
ing countries. However, since bilateral parcel volume flows are not publicly available, our generic
cost model assumes efficient costs, i.e., we cannot account for the existence of differential trade pat-
terns/densities and that some delivery routes may not have an efficient level of volumes. Hence, the
cost estimates must be interpreted with care.

The cost estimates of our generic cost model described above and the list prices of cross-border par-
cel delivery services provided by USPs indicate that the margin for single-piece parcel delivery ser-
vices between Member States was on average 58 per cent in 2020 (the corresponding figure for
non-USPs was 70 per cent). However, it needs to be highlighted that pricing in network industries
like the delivery sector is complex and that the actual average prices of bulk parcel deliveries often
are considerably lower than list prices. Operators have to find a way to set prices such that they can
recover their fixed network costs.

We also find that uniform/zonal pricing limits USPs’ ability to consider country specific costs and
higher transportation costs for longer distances in their pricing. As a result, deliveries to island and
peripheral countries in the EU (e.g., Finland, Ireland, Portugal) typically have lower margins com-
pared to countries located in the central mainland. This is in line with higher transportation costs
associated with longer distances that have to be covered when sending to a periphery or island
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country. In fact, delivery to some of the destinations was characterised by negative margins for uni-
versal services providers.

In contrast to USPs, other (non-USP) postal operators are able to consider country specific costs in
the price such that they can attain a similar margin across all countries. Hence, we do not observe
any negative margins for prices charged by non-universal service providers for cross-border parcel
deliveries between the Member States. Another way to look at the above evidence is that (compared
to non-USPs) USPs’ negative margins instances may result from de facto market constraints on
their pricing, possibly due to their historic role and market expectations. This implies that existing
tariff regulation principles set out in the Postal Services Directive constrain USPs’ pricing of single-
piece cross-border parcel deliveries and warrant timely reappraisal given the dynamic nature of
parcel delivery markets in the EU.

Third, we conclude that residential and SME users of cross-border parcel delivery services benefited
from uniform and constant prices while delivery costs increased by an average 11 per cent across the
postal value chain between 2017 and 2021. In 2017-2021, retail tariffs for 1kg intra-EU cross-border
parcels increased by an average 2 per cent, and tariffs for 5kg intra-EU parcels on average remained
unchanged. The reported increase in cost lies within the range of 7,5 per cent to 15,5 per cent for
each value chain step. International transportation is the activity where operators reported the
highest increase in costs, driven mainly by rising labor costs and fuel prices.

While no comprehensive information on the evolution of cross-border delivery prices for bulk par-
cels is available, we note that deliveries of large quantities of parcels follow largely the same value
chain as single piece parcels (notwithstanding more efficient collections of bulk parcels) and are
thus affected by the same cost developments. Accounting for the different cost split across the value
chain, the reported average cost increase for bulk parcels was 12 per cent 2017-2021.

Fourth, we observe that large e-retailers may have the opportunity to negotiate individual tariffs
much below retail tariffs. In fact, we find that e-retailers who can send shipments in bulk save up to
60-70 per cent per parcel compared to small retailers who buy delivery as single-piece shipments.
Both demand-side (e.g., high elasticity of demand) and supply-side factors (e.g., costs) can explain
why postal operators grant bulk discounts and offer lower tariffs to large e-retailers. We discuss
these factors and their implication on delivery costs in Section 7.3.3.
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CHAPTER 1
IMPORTANT POSTAL DEVELOPMENTS, 2017-

2021

The aim of this chapter is to identify, quantify, and assess important developments in the postal sec-
tor during the 2017-2021 period. We describe market developments within the following areas:

e Letters market in terms of volumes (Section 1.1)

o Parcels market in terms of volumes (Section 1.2)

»  Prices of letters and parcels (Section 1.3)

»  Quality of service of letters and parcels (Section 1.4)

«  Total postal revenue and financial performance of universal service providers (Section 1.5)
«  Structure and organisation of universal service providers (Section 1.6)

«  Developments affecting cross-border parcel flows (Section 1.7)

The information collected and presented in this chapter largely serves to support a better under-
standing of the developments analysed in the other chapters of this report. It is worth noting that
some of the most important implications of the developments described in this chapter are ad-
dressed more specifically in other chapters of the study: changes in the regulatory landscape (Chap-
ter 2), competition (Chapter 3), social, and environmental sustainability (Chapters 4 and 5), and the
impact of the Covid-19 pandemic (Chapter 6).

1.1 DEVELOPMENTS IN LETTER VOLUMES

Structural declines in letter post volumes have continued to define the postal market in Europe be-
tween 2017 and 2021. This section takes a closer look at letter post volume developments, particu-
larly investigating the following key market indicators:

»  Development of letter post volumes

«  Digitalisation and e-substitution

«  Development of volumes within different letter mail categories
«  Development of cross-border letter volumes

Letter post volumes in Europe decreased by 77 per cent per year on average across the 28 responding
countries between 2017 and 2021. In 2017, addressed letter post volume amounted to more than 59
billion items, but by 2020 the volume had decreased to around 47 billion items. The declining trend
was continuous throughout the period. 2017 to 2019 saw annual decreases of around three billion
each year. Following this, there was a particularly sharp annual decrease of around seven billion be-
tween 2019 and 2020. Overall, domestic letter post volumes have been decreasing at an increasing
rate: the average annual percentage decline between 2017 and 2021 was almost twice what it was
between 2013 and 2017, see Figure 1.
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Figure 1

Domestic letter post volumes, single-piece and bulk, total market, 2013-2021,
Europe (28 countries)

Items, billions; change is reported as compound annual growth rate (CAGR).
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Note: The figure shows total domestic letter post for the whole market, including single-piece and bulk products.
The figure includes data from the following 28 countries: AT, BE, BG, HR, CY, CZ, DK, EE, FR, DE, EL, HU, IE, IT,
LV, LT, LU, MT, NL, PL, PT, RO, SK, SI, ES, SE, CH, UK. For ten countries, 2021 data was not given and is thus
based on estimates extrapolated from the previous years. The CAGR is the annualised average growth
rate per year over the analysed time period (in this case 2013-2017 and 2017-2021 respectively).

Source:  CE Survey of NRAs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.
European Commission, DG GROW Postal Statistics Database.

The structural decline in letter post volumes has largely been driven by digitalisation and e-substi-
tution.c Another contributor to the declining demand for letter post during this period was the
Covid-19 pandemic, which required many businesses to operate from home and thus decreased the
demand for business communication via post. This is perhaps what contributed to the particularly
sharp drop-off in volumes from 2019 to 2020. This will be discussed in more detail in Chapter 6,
The Impact of the Covid-19 Pandemic on the Postal Sector.

1.1.1 There has been a decline in domestic letter volumes in all
European countries
On average, inhabitants in the EU, UK, and CH sent/received 72 letters per year in 2021. The num-
ber of letters per capita varies substantially across Europe, from Switzerland, where 288 letters per
capita were sent in 2021, to Bulgaria, where only three letters per capita were sent in 2021. How-
ever, although domestic letter volumes per capita vary substantially between countries, the trend
has been similar across Europe: volumes declined in all countries between 2017 and 2021. The aver-
age annual decline during the 2017-2021 period in the EU, UK, and CH was around 7,3 per cent, see
Table 1 and Figure 2. In some countries, such as Denmark, where digitalisation is widespread, the
average annual decline during the five-year period was quite high, more than 26 per cent in Den-
mark. On the other hand, the acceleration of letter volume decline has also decreased in some coun-
tries, such as Lithuania, the Netherlands, and Switzerland, where the average annual decline was
higher between 2013-2017 than it was from 2017-2021.

6 The trend of digitalisation and e-substitution was already extensively discussed in the previous “Main developments in the
postal sector” report for the 2013-2016 period.
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Table 1

Domestic letter volumes, single-piece and bulk, total market, per capita, 2013-2021
ltems per capita

COUNTRY 2013 2017
EU-27 average 109 85
EU-27 incl. UK, CH average 125 97
AT 227 177
BE 228 170
BG 4 4
HR 71 65
CY 55 49
Cz 59 43
DK 145 61
EE 74 59
FR 217 169
DE 183 176
EL 31 24
HU 70 61
IE 114 85
IT 50 43
LV 15 14
LT 25 15
LU 287 230
MT 78 61
NL 218 151
PL 47 88
PT 81 69
RO 25 22
SK 45 42
S 126 98
ES 78 62
SE 266 218
CH 483 349
UK 203 168
Note:
estimates. Estimates are marked with “*".
Source:

The figure shows the total domestic letter post per capita in each country for the whole market, includ-
ing single-piece and bulk products. For some countries, 2021 data was not given and is thus based on

CE Survey of NRAs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.

2021

62

72
135
121*

54
33*
31
18*
41
112*
166*
16*
50
70*
31

179+
46
14
24
48
18*
31
72
35+
145
288
109*

ANNUAL CHANGE, CAGR %

2017-2021
-7%
-7%
-6%
-8%
-6%
-5%

-10%
-8%
-26%
-8%
-10%
2%
-9%
-5%
-5%
-7%
-13%
-8%
-6%
-7%
-7%
-7%
-9%
-5%
-8%
-7%
-13%
-10%
-5%
-10%

European Commission, DG GROW Postal Statistics Database. Eurostat.

2013-2017
-6%
-6%
-6%
7%
2%
2%
3%
8%

-19%
-6%
-6%
1%
7%
-4%
7%
-4%
2%

11%
-5%
-6%
9%
9%
-4%
3%
2%
6%
-6%
-5%
8%
-5%
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Main developments in the postal sector (2017- 2021)

Figure 2
Domestic letter volumes, single-piece and bulk, total market, per capita, 2013-2021
ltems per capita
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Note: The figure shows the total domestic letter post per capita in each country for the whole market, including single-
piece and bulk products. For some countries, 2021 data was not given and is thus based on estimates.
Source:  CE Survey of NRAs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016. Euro-

pean Commission, DG GROW Postal Statistics Database. Eurostat.
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1.1.2 The decline in letter volumes is likely driven to a large extent by
e-substitution

Increased digitalisation continues to be a primary contributor to market developments in the postal

sector.

E-substitution occurs when traditional letter post communication is replaced by electronic means of
communication. The ubiquity of electronic and mobile communications has changed the way that
consumers, firms, and governments communicate, trade, and provide services. The new possibili-
ties offered by electronic communication have fundamentally altered postal users’ needs. This af-
fects the overall demand and the preferences for different mail and delivery products, which in turn
incentivises postal operators to tailor their offers to these changing user needs.

Inter alia, demand in the following mail segments has been affected:

e Transactional communication (e.g. bulk mail, invoices)

e Government-to-citizen communication (e.g. bulk mail, documents)
e  Marketing communication (e.g. direct mail)

e Media (e.g. newspaper delivery by mail)

e Social communication (social mail)

e Shipment of goods (parcels/packets, as well as large letters/flats)

In this section, we take a closer look at digitalisation in Europe.

Technological change has opened up the possibility for more accessible (e.g. mobile applications)
and more cost-efficient electronic communication. For example, in many countries, the ability to
communicate with public authorities electronically has quickly become commonplace. Electronic
communication with the government offers the benefits of speed, convenience, and adds value, e.g.,
via access to medical records or by being able to offer confirmation of delivery of important docu-
ments. In addition, e-invoicing applications and online banking reduce significant volumes of paper
invoices and transcripts, putting further pressure on postal operators who rely heavily on their own
provision of financial services throughout their network service points to support their financial
sustainability.

Based on our questionnaires to USPs, we found that public authorities in many countries send and
receive documents electronically. In practice, 12 out of 27 responding countries in 2021 identified
that it is a requirement for public entities to send and receive digital documents when communi-
cating internally and with other public entities. An additional seven countries identified that there
were plans for such a requirement in the future. Most countries responding to our survey answered
that the use of letter post between public institutions has declined during the period, and only one
of the USPs participating in our survey stated that the country’s public sector entities still exchange
information between themselves to a ‘high’ extent using letter post, see Table 2.
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Table 2

Digital communication with public authorities, 2017 vs. 2021, Europe (27 countries)

Number of countries

TYPE OF DIGITAL COMMUNI-

CATION STATUS 2017 2021
Current requirement 9 12
Public entities send/ receive digi- Plans for future requirement S 7
tal documents No requirement 7 5
Other 5 3
High 3 ]
Public entities exchange infor- Medium 1 12
mation via letter post LGy 7 11
Other 1 0
Yes 12 12
Unifi . )
.nlfled system of electronic iden No ¢ 10
fity ID
Other 6 3
Yes in practically all cases 6 8
Public and private sector agreed Yes in some cases 7 4
on common electronic ID
No or few cases 11 13
Note: Countries are included in the current requirement response to the first question if it is a requirement in at

least some of the public entities. The figure includes data from the following 27 countries: AT, BE, BG, HR,

DK, EE, FI, FR, DE, HU, IS, IE, IT, LV, LI, LT, LU, MT, NL, NO, PL, RO, SK, §I, ES, SE.

Source:  CE Survey of USPs; Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.

Public sector entities have not only reformed communication between themselves. Their interac-

tions with citizens have also changed. It is now commonplace to have access to the entire public sec-

tor communication via a unified system of electronic identification. 12 of 25 surveyed USPs

acknowledged the presence of such a system in their country. In many cases, this same identifica-
tion can also be used when interacting with the private sector. A common electronic ID exists be-
tween the public and private sectors in 12 of 25 countries, for at least some type of institution (e.g.,
to access both online banking and communication with the government). This has become common

practice, particularly in Austria, Denmark, Estonia, Iceland, Italy, Norway, Poland, and Sweden.

The digitalisation of public communications has become increasingly common across a number of
communication categories between 2017 and 2021. The possibility to digitally communicate with
public authorities in relation to tax returns, change of residency, hospital appointments, registra-
tion to educational institutions, pension information, welfare benefit communication, and judiciary

notifications has become possible, or even mandatory, in more countries across Europe compared

to the previous study published in 2018, see Figure 3.
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Figure 3
Digital communication with public authorities, 2017 vs. 2021, Europe (27 countries)
Share of countries (%)
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Nofte: The chart contains data for both 2017 and 2021 from the following 27 countries: AT, BE, BG, HR, CZ, DK, EE,
Fl, FR, DE, HU, IS, IE, IT, LV, LI, LT, LU, MT, NL, NO, PL, RO, SK, S, ES, SE.
Source:  CE Survey of USPs; Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.

This increase in electronic communication with and between public authorities is a strong driver of
declining letter volumes. In fact, in one country, Denmark, it is mandatory for public institutions to
send and receive this information digitally, which almost completely eliminates letter mail commu-
nication with public authorities. As a result, letter volumes in Denmark have declined on average by
19% annually between 2013 and 2017, which is the largest decline among the responding countries.

It is also apparent from high-level statistics that the possibility to submit forms online has resulted
in more citizens actually doing so. Between 2017 and 2021, citizens throughout Europe started to
rely more on the internet to submit their forms to public authorities, greatly reducing the reliance
on letter mail to submit official documents. According to the OECD average, 53,6 per cent of the
population in the EU used the internet in the last 12 months to submit official documents online in
2021, constituting an increase of 15,3 percentage points since 2017, see Table 3.
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Table 3

Digital submission of forms to public authorities, 2013-2021, Europe

Percentage of the population sending forms to public authorities online in the last 12 months

COUNTRY 2013
EU-27 average 27,4
EU-27 incl. UK, NO, IS average 29,8
AT 27.8
BE 31,7
Cz 6,9
DK 65,7
EE 29.8
FI 44,8
FR 31,6
DE 14,5
EL 19.7
HU 17.7
IS 70,4
IE 35,8
IT 10,3
LV 12,6
LT 27,6
LU 252
NL 56,7
NO 50,2
PL 11,4
PT 26,8
SK 15,7
N 20,7
ES 23,6
SE 46,1
UK 21,6
Nofte:

Source:

2017

38,3
40,2
36,7
37,0
13,9
70,9
69.7
65,7
53,2
18,0
24,3
29,1
67,2
52,2
183
38,5
37,4
36,0
56,2
60,2
21,0
31,7
15,4
18,1
33,2
71,5

34,5

2021

53,6
56,2
53,5
51,4

81,7

39.9
34,2

25,2

38.9

2017-2021 CHANGE
(%-POINTS)

15,3
15,0
16,9
14,4
37,9
2,5

62

8,0
18,0

9,4
12,3
37,2
18,0
13,6

9,6
26,4
14,2
16,2
18,8
14,9
18,8

2,6

9.8
20,0
21,4

8,0

4.4

The figure includes data from the following 25 countries: AT, BE, CZ, DK, EE, FI, FR, DE, EL, HU, IS, IE, IT, LV,

LT, LU, NL, NO, PL, PT, SK, SI, ES, SE, UK.

OECD Going Digital Toolkit: Share of individuals using the Internet to interact with public authorities (ac-

cessed 8 August 2022).
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1.1.3 Single-piece mail has seen the largest relative decline

To understand in greater detail which types of mail are primarily driving or experiencing letter vol-
ume decline, we take a closer look at the developments by letter category. We first consider four cat-
egories of domestic letter mail, as reported by universal service providers: single-piece letters,
transactional bulk mail, direct mail, and publications.

We find that single-piece letters is the letter category that has declined the most, by an average of
11,9 per cent per year between 2017 and 2021. Other mail categories also saw volume decline, but to
a lesser extent. During the same period, direct mail thus declined by around 6,8 per cent per year,
while publications declined by 5,1 per cent per year. The product category that declined the least
from 2017 to 2021 — transactional bulk mail — declined by around 4,8 per cent per year, see Figure
4.

Figure 4

Development of USP domestic letter volumes by letter type, 2017 vs. 2021, Europe
(12 countries)

Index 2017 = 100; change is reported as the compound annual growth rate (CAGR)
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Note: The figure includes data from the following 12 countries: BE, BG, HR, CZ, EE, EL, IT, NL, NO, SK, SI, ES. For Ro-

mania, 2021 data was not given and is thus estimated based on data from the previous years. Note that
these figures only include single-piece letters, transactional bulk mail, direct mail, and publications han-
dled by the universal service provider. Since single-piece mail is typically sent via the USP, while the other
types might also be sent via other operators, the relative importance of single-piece letters might be over-
stated in this figure.

Source:  CE Survey of USPs.

We also consider the development in USO volumes specifically, by zooming in on the development

of single-piece letters and transactional bulk mail, considering only those volumes reported by the
USP in countries where bulk mail is part of the USO.
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We found that USO volumes followed the same overall trend as domestic letter volumes. Single-
piece letters (more likely to be C2X) declined by 10 per cent per year from 2017 to 2021, while trans-
actional bulk mail (more likely to be B2C and B2B) declined by 4,6 per cent.” The declining trend for
single-piece letters was continuous from 2017 to 2020, but for the last year, volumes remained
roughly constant. In contrast, volumes of transactional bulk mail increased slightly in 2018 and the
steepest decrease took place from 2018 to 2020, see Figure 5.

Figure 5

Development of USP domestic volumes, single-piece vs. bulk mail, 2017-2021, Eu-
rope (8 countries)

Index, 2017 =100
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Note: The figure includes data from the following eight countries: BE, HR, IT, MT, NO, SK, SI, ES. The figure only in-

cludes data for countries that provided sufficient information and where bulk mail is part of the USO.
Source:  CE Survey of USPs.

Turning to unaddressed mail, which has previously been a relatively stable source of volumes for
USPs, this category has also declined by around 10 per cent annually between 2017 and 2021, thus
declining at a rate similar to single-piece mail. Volumes had a particularly sharp decline of 22 per
cent in 2020 (compared to an overall decline of 35 per cent from 2017 to 2021) and have remained
constant since then, see Figure 6.

7 Both of these statistics are calculated on the basis of countries where bulk mail is part of the USO.
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Figure 6
Development of USP unaddressed mail volumes, 2017-2021, Europe (14 countries)
ltems per capita; change reported as compound annual growth rate (CAGR)

2017 2018 2019 2020 2021

Note: The figure includes data from the following 14 countries: AT, BE, BG, HR, CZ, EE, EL, MT, NO, PL, RO, SK, SI, ES.
For Romania, 2021 data was not given and is thus estimated based on data from the previous years.
Source:  CE Survey of USPs.

The sharp decline in 2020 occurred at the same time as the Covid-19 pandemic. Because a large
share of unaddressed mail comes from local retailers’ advertising, which was not as relevant during
the pandemic lockdowns, it seems plausible that it was the pandemic that had a particularly strong
impact on the volumes of unaddressed mail in 2020. Based on initial data from 2021, it also seems
that volumes have not recovered, but that the shift to lower demand might be more permanent. This
may, for example, be due to some previous users of unaddressed mail making a permanent switch
to digital channels instead.

1.1.4 Cross-border letter volumes have also been declining

Cross-border letter volumes across the EU, on average, comprised a small share of total letter vol-
umes. Compared to domestic volumes, between 2017 and 2021, cross-border inbound letter vol-
umes made up on average 11-13 per cent (the median across all countries: 8-9 per cent). Cross-bor-
der letter volumes have also declined between 2017 and 2020. Compared to domestic letter post
volumes, the declining trend of cross-border letter volumes was slower at the beginning of the pe-
riod, but from 2019 onwards, the decline accelerated, and by 2020 both domestic letter post vol-
umes and cross-border letter volumes had decreased by around 18,5 per cent in total across the four
years, see Figure 7.
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Figure 7

Development of domestic vs. cross-border letter volumes, total market, 2017-2021,
Europe (25 countries)
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Nofte: The figure includes data from the following 25 countries: AT, BE, BG, HR, CY, CZ, DK, EE, FR, DE, EL, HU, IE, IT,

LV, LT, LU, MT, NL, PL, PT, SK, SI, ES, CH. For nine countries, 2021 data was not given and is thus based on
estimates extrapolated from the previous years.
Source:  CE Survey of NRAs.

1.2 DEVELOPMENTS IN PARCEL VOLUMES

The boom in e-commerce has increased the reliance on and demand for parcel delivery services
across Europe during the 2017-2021 period. This section presents an overview of the growing vol-
umes of parcel delivery services across EU, EEA, and CH postal markets, particularly focusing on
the following market indicators:

e  Development of parcel volumes
e  Growth in the use of e-commerce
e  Development of other (non-parcel) mail categories related to e-commerce

Demand for parcel and e-commerce-related mail services has increased substantially, and at an ac-
celerating rate, between 2017 and 2021. In contrast to the declining letter post segment, parcel vol-
umes thus grew by around 14,6 per cent annually between 2017 and 2021. This increasing trend was
significantly steeper than before 2017: the average annual increase was just 6,4 per cent between
2013 and 2017, see Figure 8.
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Figure 8
Domestic parcel volumes, total market, 2013-2020, Europe (23 countries)
Items, billions; change is reported as compound annual growth rate (CAGR)
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Note: The figure includes data from the following 23 countries: AT, BE, BG, HR, CY, CZ, FI, DE, EL, HU, IT, LV, LT, LU,

MT, NL, PL, PT, RO, SK, SI, ES, SE.

Source:  EC Growth postal database, online data code: POST_CUBE1_X$POST_DTR_1 (accessed 8 August 2022); CE
Survey of NRAs; Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016. Data
for the UK for 2016-2020 was gathered from Ofcom'’s yearly financial reports on the postal market.

The relative importance of parcel delivery is thus increasing, especially following the pandemic.
Where letter volumes dropped off substantially in 2020 relative to 2019 — perhaps in part due to the
pandemic — parcel volumes thus increased substantially in 2020 relative to 2019 — perhaps also in
part due to the pandemic.

The natural consequence of the decline in letter volumes and the concurrent increase in parcel vol-

umes is that the product mix of postal operators has been shifting. The share of parcel services as a

proportion of total volumes has thus increased from 10 per cent to 18 per cent in the 2017-2020 pe-
riod, see Figure 9.
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Figure 9

Share of total domestic postal volumes, letters and parcels, total market, 2013-2020,
Europe (23 countries)

Share of total (%)
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Ml Letter mail services Parcel services
Nofte: The figure includes data from the following 23 countries: AT, BE, BG, HR, CY, CZ, FR, DE, EL, HU, IS, IT, LV, LT,

LU, MT, PL, PT, RO, S, ES, SE, CH.
Source:  EC Growth postal data base, online data code: POST_CUBET_X$POST_DTR_1 (accessed 8 August 2022); CE
Survey of NRAs; Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.

Despite the opposite trends in volumes, it is however worth noting that letters still account for over
four times more volume/number of units than parcels.

1.2.1 There has been an increase in parcel volumes in all European
countries
The level of demand for parcel services differs widely across countries. Volumes per capita were the
highest in Germany, reaching 46,6 items per capita in 2020. On average, 12,9 items per capita were
delivered across the European countries investigated. Despite differences in levels, the trend was
common, with the demand for parcel services growing significantly between 2017 and 2021 in al-
most all countries.s The average annual growth in EU-27 countries was 14,5 per cent, see Table 4
and Figure 10.

8 Bulgaria is the only country where domestic parcel volumes per capita decreased between 2017 and 2021.
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Table 4

Domestic parcel volumes, single-piece and bulk, total market per capita, 2013-2020
ltems per capita

COUNTRY 2013
EU-27 average 6.4
EU-27 incl. CH, IS average 6,6
AT 11,2
BE 4,7
BG 18.8
HR 3.8
(2 3.7
Cz 4,5
FI 9.1
FR -
DE 28,4
DK R
EL 4,6
HU 2,7
IS 1,0
IT &3
LV 1,4
LT &5
LU 59
MT 0,1
NL 10,2
PL 4.8
PT 3.7
RO 1,6
SK 4,1
S 4,3
ES 4,5
SE 8,6
CH 15,9
Source:

EC Growth postal data base, online data code: POST_CUBE1_X$POST_DTR_1 (accessed 8 August 2022);
CE Survey of NRAs; Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.
Data for the UK for 2016-2020 was gathered from Ofcom'’s yearly financial reports on the postal market.

2017

8,6
87
14,6
6,4
24,8
5,2
4,5
6,4
12,8
11,4
29,7
57
6,0
o5
2,5
63
2,4
3.7
0,9
0,0
17.3
8,2
2
4,6
6,4
6,6
7.4
12,0

17.7

2020

12,8
12,9

22,5

7.5
7.6
2.0
19.0
15,2

46,6

2.0
9.8
53
12,0
4,6

8.1

0.2

30,1

8.7/
2.0
8.9
10,2
9.8
19.8

22,2

2017-2020 ANNUAL
CHANGE (CAGR %)

14,5%
14,2%
15,6%
22,3%
-13.2%
12,5%
19,.5%
12,0%
14,0%
10,0%
16,3%
25,9%
14,5%
21,3%
28,4%
24,4%
23,8%
29,9%
15,8%
69,6%
20,4%
26,5%
3,4%
24,9%
11,5%
16,0%
9.8%
18,0%

7.9%
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Main developments in the postal sector (2017- 2021)

Figure 10
Domestic parcel volumes, total market, single piece and bulk, per capita, 2013-2020
ltems per capita
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Source:  EC Growth postal data base, online data code: POST_CUBET_X$POST_DTR_1 (accessed 8 August 2022); CE
Survey of NRAs; Copenhagen Economics (2018) Main Developments in the Postal Sec-tor 2013-2016. Data
for the UK for 2016-2020 was gathered from Ofcom'’s yearly financial reports on the postal market.
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1.2.2 The increase in parcel volumes is likely to a large extent driven

by e-commerce

The use of e-commerce increased significantly during the 2017-2021 period. The proportion of indi-

viduals who have purchased online during the last 12 months thus grew in all European countries
between 2017 and 2021. The increase was highest in Ireland with a 34,3 percentage point increase

and lowest in Luxembourg with a 1,0 percentage point increase. On average, the use of e-commerce

increased in the EU-27 countries by 15,0 percentage points between 2017 and 2021, see Table 5.

Table 5

Development of the use of e-commerce: Individuals who have purchased online dur-

ing the last 12 months, 2013-2021, by country

COUNTRY 2013
EU-27 average 46,1

EU-27 incl. UK, CH, IS average 61,3
AT 54,0
BE 47,6
Cz 36,4
DK 77.4
FI 65,2
DE 68,5
EE 23,2
EL 24,6
FR 58,7
HU 28,9
IE 45,7
IT 19.7
LV 31,7
LT 25,5
LU 70,0
NL 68,9
NO 72,8
PL 31,6
PT 24,5
SK 44,5
S 35,9
UK 77.0
ES 31.8
SE 72,6
CH 66,4*
IS 55,8

Nofte:

Source:

The figure includes data from the following 26 countries: AT, BE, CZ, DK, Fl, DE, EE, EL, FR, HU, IE, IT, LV, LT,
LU, NL, NO, PL, PT, SK, SI, UK, ES, SE, CH, IS. *Figures extra-/interpolated due to lack of actual figures.
https://stats.oecd.org/Index.aspx2DataSetCode=ICT HH2. ICT Access and Usage by Households and

2017

5SS
73,1
61,6
59,6
55,6
80,2
70,8
74,9
58,2
32,1
66,7
38,6
53,1
32,2
45,6
38,1
80,0
78,9
77,0
45,0
34,1
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45,8
82,0
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2021

72,2
82,4
63,2
752
73
90,8
78,6
76,0
70,3
54,2
757
66,0
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71,2
90,0*
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In general, the increase was higher in countries with a lower initial level. For example, Luxembourg,
which saw the lowest increase during 2017-2021, already had a very high level of use of e-commerce
in 2017. Furthermore, the data seems to indicate that the increasing trend accelerates until the
country reaches a high utilisation rate.

Other data that also reflect the fact that it is very likely that e-commerce has driven the growth in
parcel volumes is that bulk parcel volumes (likely reflecting B2B or B2C volumes) have increased by
more than single-piece parcel volumes (likely reflecting C2X volumes). In fact, while domestic bulk
parcel volumes increased by 89 per cent between 2017 and 2021, domestic single-piece parcel vol-
umes only increased by 27 per cent, see Figure 11.

Figure 11

Development of USP domestic single-piece vs. bulk parcel volumes, 2017-2021, Eu-
rope (ten countries)

Index, 2017 =100
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Note: Contains data from the following ten countries: BG, HR, CZ, EE, IT, NL, NO, RO, SK, SI.

Source:  CE Survey of USPs, Copenhagen Economics (2018) Main Developments in the Postal Sector 2017-2021.

1.2.3 The volumes of several other mail categories have also increased
likely due to e-commerce

There has also been growth in other non-parcel mail categories related to e-commerce. First, the

demand for express courier servicess increased during 2017-2021 period. Express courier volumes

increased by around 18 per cent annually between 2017 and 2021, which means an overall increase

of 91 per cent, see Figure 12.

9 The definition of express services varies by country. The key feature of express services is faster delivery time compared to
standard delivery services. Also, in some cases, express services may have a higher weight threshold than standard delivery
services. For example in Belgium express services are clearly distinct from the scope of the universal service and includes

products weighing up to 20kg, see https://www.bipt.be/consumers/the-universal-postal-service
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Figure 12
Development of express volumes, total market, 2017-2021, Europe (13 countries)
Index 2017 = 100; change reported as compound annual growth rate (CAGR)

2017 2018 2019 2020 2021

Note: Includes data from the following 13 countries: BE, BG, HR, CY, CZ, EE, DE, EL, LV, MT, PL, SK, SI, CH
Source:  CE Survey of NRAs.

The substantial increase in express courier volumes is likely due to growth in e-commerce, as ex-
press courier services are largely used by e-commerce providers.

Second, e-commerce packet volumes, which are packets containing goods bought online weighing
below 2 kg and sent through the letter delivery network, have also increased substantially and at an
accelerating pace between 2017 and 2021. The annual average increase was 33 per cent, adding up
to a total increase of 215 per cent during the 2017-2021 period, with growth being particularly
strong in 2020, see Figure 13.
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Figure 13
Development of USP e-commerce packet volumes, 2017-2021, Europe (3 countries)
Index, 2017 = 100; change reported as compound annual growth rate (CAGR)

315

2017 2018 2019 2020 2021

Note: Contains data from the following three countries: NL, NO, PL. For one of these countries, data for 2017 was
not given, and it is thus based on an estimate.
Source:  CE Survey of USPs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2017-2021.

Input provided by ERGP as part of this study also confirms the impression that there has been a
general increase in e-commerce packet volumes between 2017 and 2021. However, ERGP also noted
the impact of Covid-19 on e-commerce packet volumes and emphasised that consumer behaviour is
still evolving, meaning that volumes nowadays are more volatile.

Furthermore, it is worth noting that it is difficult to accurately track the developments in e-com-
merce packets, as postal operators cannot know or keep track of what is inside each envelope. Ac-
cording to ERGP, different postal operators offer different delivery solutions for e-commerce, and it
is not always possible to identify which parts of letter volumes are driven by e-commerce packets.
This is why only three countries have provided reliable data about e-commerce packet volumes.

Finally, return volumes have followed the same trend as express courier and e-commerce packet
volumes, growing by around 24 per cent annually, see Figure 14.
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Figure 14

Development of USP return parcel and e-commerce packet volumes, 2017-2021, Eu-
rope (5 countries)

Index, 2017 = 100; change reported as compound annual growth rate (CAGR)

236

2017 2018 2019 2020 2021

Nofte: Includes data from the following six countries: EE, IT, MT, NL, PL, RO. For one country, data for 2021 was not
given, and it is thus based on an estimate.
Source:  CE Survey of USPs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2017-2021.

1.3 DEVELOPMENTS IN LETTER AND PARCEL PRICES

In parallel with the change in demand behaviour and a challenging operational environment, postal
operators have made adjustments to their pricing. In this section, we take a closer look at how the
prices of letter and parcel delivery services provided by USPs evolved between 2017 and 2021.

1.3.1 Letter prices have been gradually increasing

We assess the development of nominal domestic standard letter prices in European countries dur-
ing the period 2013-2021. The assessment is mainly based on price data received from European
USPs collected within the scope of this study. When no data has been provided, we have supple-
mented our data based on Deutsche Post’s annual comparison of letter prices in Europe.» We also
complement our data with information about prices, weight class and delivery speed from a Bun-
desnetzagentur report comparing letter prices in Europe 2022.n

Low demand in some countries, such as Denmark, Finland and Italy has led them to raise prices for
letters with a transit time of D+1 dramatically compared to products with lower transit times, in
some instances with special services such as basic item tracking. Since an assessment of only the
fastest letter products may not give the complete picture, we assess the development of two catego-
ries: the fastest letter mail product offered (D+1) and a slower letter mail product (D+X).

10 https://www.dpdhl.com/content/dam/dpdhl/en/media-center/media-relations/documents/2021/letter-prices-in-europe-
2021.pdf

1 https://www.bundesnetzagentur.de/SharedDocs/Downloads/DE/Sachgebiete/Post/Unternehmen_ Institu-
tionen/Marktbeobachtung/InternationalerBriefpreisvergleich/EN_BerichtIntBriefpreisvergleich_2022.pdf?__blob=publi-
cationFile&v=3
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Letter prices in Europe have been gradually increasing during the 2017-2021 period, from an aver-
age of 0,83 EUR in 2017 to an average of 1,10 EUR in 2021 for a domestic single-piece D+1 letter in
the lightest weight class, see Figure 15.

Figure 15
Domestic single-piece D+1 letter delivery prices, lightest weight class (20g+)
EUR
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Note: Excludes VAT, also in countries where VAT applies, e.g. DK. The data covers all analysed countries. In-
cludes extrapolations by CE in cases when values were missing.

Source:  CE Survey of USPs, Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016 and
Letter prices in Europe (2018-2021 studies by DPDHL).

One of the possible reasons for the general increase in the average price for priority letter mail de-
livery services across all countries is the decline in letter mail delivery volumes. Because a large
share of postal operators’ costs are fixed, and because letter mail services are part of USO, declining
volumes could potentially incentivise operators to increase their prices to cover fixed costs.

Looking at the development of percentiles, we see that the 75th percentile is increasingly diverging
from the median. This means that the highest prices for priority letter delivery services charged by
operators in 25 percent of analysed countries (8) are increasing faster than prices charged by 50%
of operators (16) with the lowest tariffs. This is in line with our finding that some national operators
proactively nudge demand from D+1 services to slower D+2, D+3, or D+5 (and hence, more effi-
cient) delivery services by pricing D+1 services significantly higher. We expect more countries to fol-
low this suite in the future as economies of scale in letter mail deliveries will continue to decrease.

The price development of domestic letter prices has varied between different countries. Although
almost all postal operators have implemented price increases in the 2017-2021 period, the scale of
these price increases differs substantially from a 163,9 per cent increase in Greece to no increase at
all in countries like Denmark, Italy, and Switzerland, see

Table 6 . The prices reported in the table exclude VAT. However, in most countries the products are
exempt from VAT meaning that prices including and excluding VAT are the same.

59



Table 6
Domestic single-piece D+1 letter prices, lightest weight class, excluding VAT

COUNTRY 2013 2017 2021 2017-2021 WEIGHT DELIVERY VAT
CHANGE (%) (G) SPEED EXEMPT?

AT 0,62 0,68 0,85 25,0% 20 D+1 Yes
BE 0,77 0,79 1,60 102,5% 50 D+1 Yes
BG 0,43 0,43* 0,56** 30,2% 50 D+1 Yes
HR 0.6 0.6* 0,85** 41,7% 50 D+1 Yes
CY 0,34 0,41* 0,41** 0,0% 50 D+1 Yes
Cz 0,50 1,11 1,81 62,5% 50 D+1 2
DK 1,07 2,90 2,90 0,0% 50 D+1 No
EE 0,45 0,65 1,50 130.8% 250 D+1 Yes
FI 0.85 1,20 1,75 45,8% 50 D+1 Yes
FR 0.63 0,85 1,28 50,6% 20 D+1 Yes
DE 0,58 0,70 0,80* 14,3% 20 D+1 Yes
EL 0,62 0,72 1,90 163,9% 20 D+1 Yes
HU 0.39 0,44 0.56 27.3% 50 D+1 Yes
IS 0,96 1.27* 1,35%* 6,0% 50 D+1 Yes
IE 0.6 0,72* 1 38.9% 100 D+1 Yes
IT 0,70 2,80 2,80 0,0% 100 D+1 Yes
LV 1,42 1,42* 1 -29.6% 250 D+1 Yes
LI 0.88 0,88 0,88** 0,0% 50 D+1 2
LT 0,45 0,45 0,60 33,3% 20 D+1 Yes
LU 0.6 0,7 08 14,3% 50 D+1 Yes
MT 0.26 0,26* 0,30** 15,4% 50 D+1 Yes
NL 0,54 0,78 0,96 23,1% 20 D+1 Yes
NO 1,01 1,03 1,42 37.9% 20 D+1 2
PL 0,54 0,71 0.91 28,2% 500 D+1 Yes
PT 0,50 0,63 0,70 11.1% 20 D+1 Yes
RO 0,35 0,28 0,64** 128,6% 50 D+1 Yes
SK 0,65 0,70 0,80 14,3% 50 D+1 Yes
S| 0.29 0,40 0,67 67,5% 20 D+1 2
ES 0,37 0.,45* 0,7** 55,6% 20 D+1 Yes
SE 0,60 0,66 1,13 71,4% 50 D+1 Yes
CH 0,88 0,89 0,89 0,0% 100 D+1 No
UK 0,68 0,72* 0,91** 25.7% 50 D+1 Yes
EU-27 0,58 0,83 1,10 32,5%

Note: * These data points are approximated based on 2016 data since data for 2017 were not provided.

** These data points are faken from Deutsche Post’s report Letter prices in Europe 2021.
The data covers two separate periods, 2013-2016 and 2017-2021, and may have been affected by dif-
ferent reporting approaches in these two periods. Copenhagen Economics cannot verify the use of pos-
sibly differing reporting approaches.

Source:  CE Survey of USPs, Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016
and Deutsche Post (2021), Letter prices in Europe 2021.
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While prices of the fastest letter mail product offered (D+1) have increased significantly in many
countries, a slower letter mail product (D+X) alternative is often offered at a lower price. On aver-
age, the D+1 letter products were 83% more expensive (1,51 EUR) than the slower D+X alternative
(0,83 EUR) offered in 2022, see Table 7 below.

In terms of heavier letter products and products with added value services, such as registered and
insured letters, we observe a significant variation across the analysed countries, see Figure 16.

Figure 16

Prices for single-piece domestic letters, heavier and value-added services, 2021
EUR

100 g priority lefter 500 g registered and insured letter

Note: Priority letter typically means D+1; Registered and insured letters are typically sent as priority.
Source:  CE Survey of USPs.
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Table 7
Domestic single-piece letter prices (EUR) for the D+1 and D+X categories, 2022,
incl. VAT in countries where VAT exemption does not apply

COUNTRY FSC D+1 SSC D+X D+1 VS D+X D+X SPEED D+X GRAMS
AT 0,85 0.74 15% D+2 20
BE 1,89 1.19 59% D+3 50
BG 0,56 0,33 70% D+2 50
HR 0,86 0.44 95% D+3 50
CY 0.41 0,34 21% D+2 20
Cz 1,05 0.77 36% D+1 50
DK 3.9 1,61 142% D+5 50
EE 1.5 0.9 67% D+1 250
FI 3,45 1,85 86% D+4 50
FR 1,43 1,16 23% D+2 20
DE 0,85 - - No SSC -
EL 1.9 0.9 111% D+3 20
HU 0,54 0,39 38% D+2 50
IS 2 1,52 - D+3 20
IE 1.1 - - No SSC -
IT 2.8 1.1 155% D+4 20
LV 1.2 - - 2 -
LT 0,7 0,65 8% D+2 20
LU 0.8 - - No SSC -
MT 0.3 - - No SSC -
NL 0,96 - - No SSC -
NO 2 1.9 - D+2 20
PL 0,98 0.78 26% D+3 350
PT 0,74 0,54 37% D+3 20
RO 0,79 0,53 49% D+5 50
SK 0.8 0,65 23% D+2 50
N 1,26 0.55 129% D+2 20
ES 4,5 0.75 500% D+3 20
SE 1,28 1,26 2% D+2 50
CH 1,06 0.87 22% D+3 100
Average* 1,51 0,83 83%
Nofte: The data refers to the price of the lightest weight class and includes VAT.

* For ease of comparison, this average includes only those countries where there are both D+1 and D+X.
Source:  Bundesnetzagentur (2022), DPDHL (2022) Comparison of letter prices in Europe.
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Similarly, prices for standard letter delivery services within the EU vary significantly, from 0,88

EUR (Portugal) to 4,44 EUR (Denmark), see Figure 17.

Figure 17

Prices for single-piece cross-border letters (intra-EU), FSC, lightest weight, 2021

EUR

50g EU

4,44
3,50
3,10
3,00
2:7]
2,65
2,61
2,50
2,48
297
2,10
2,07
2,02
2,01
2,00
1,91
1,90
1,86
1,80
1,43
1,40
1,20
1,05

Note:
Source:

Delivery speed may vary.
CE Survey of USPs.

We find that domestic letter prices have also been gradually increasing for bulk mail products. Com-
paring the developments of bulk and single-piece letters (20 g in both cases), we find that bulk mail
prices appear to be approximately 40 per cent lower than single-piece prices per unit on average
(assuming client bulk mail volumes of at least ten thousand items). Regardless, in the countries
with comparable data, bulk mail prices seem to have increased at approximately the same — or per-
haps a slightly slower — rate compared to single-piece prices. Bulk mail prices thus increased by
38,5 per cent 2017 and 2021, compared to 47,5 per cent for single-piece mail, see Figure 18.
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Figure 18
Development of domestic 20 g letter prices, single-piece letter vs. bulk mail, un-
weighted average, 2013-2021, Europe (14 countries)

EUR
1.6
1,4
1,19 1.25
1.2 1,01
o 091 0,98 :
0,8 0,71 0.77
0,6 052 0,55 0,58
0.4
0,2
0,0
2017 2018 2019 2020 2021
— 20g single piece priority 20g bulk mail
Nofte: Contains data for the following 14 countries: AT, BE, CZ, FI, EL, HU, IT, LI, LT, NO, PT SI, SE, CH.

Source:  CE Survey of USPs.

1.3.2 Parcel prices have remained relatively constant

In contrast to letter mail prices, parcel prices have remained relatively constant for both 1 kg and 5
kg parcels between 2017 and 2021. The average price for the 1 kg parcel in 2021 was €6,29, while for
the 5 kg parcel it was €7,72, see Figure 19.

Figure 19

Development of domestic parcel prices, 1 kg vs. 5 kg, unweighted average, 2017-
2021, Europe (25 countries)

EUR, average across all 25 countries

10
8 7.40 7,45 7,48 7.54 7,72
5 5,90 6,04 5,99 6,12 6,29

4

2
2017 2018 2019 2020 2021

kg — 5kg

Note: Contains data for the following 25 countries: BE, BG, HR, CZ, DK, EE, FR, DE, EL, HU, IE, LI, LT, LU, MT, NL, NO,

PL, PT, RO, SK, SI, ES, SE, CH.
Source:  CE Survey of USPs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.
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A possible reason for stable parcel prices is the increase in parcel volumes. Operators have — in con-
trast to letters — not faced the same pressure to increase prices in order to cover fixed costs. Fur-

thermore, competition regarding parcel delivery is probably more intense compared to traditional

letter post delivery, perhaps providing USPs with an extra incentive to offer low prices.

The price development for parcels differs widely across countries, as in some countries parcel prices
have increased substantially, whereas in others, they have remained constant or even decreased.
Regarding both 1 kg and 5 kg parcels, price increases between 2017 and 2021 have been most nota-
ble in Croatia and Romania, where prices rose by 95 per cent and 73 per cent, respectively, for 1 kg
parcels and by 76 per cent and 57 per cent for 5 kg parcels. The greatest decrease in 1 kg parcel

prices took place in Denmark, with a 19 per cent decline. For 5 kg parcels, the prices declined the
most in Belgium and Ireland, where the decreases were 35 per cent and 29 per cent, see Table 8.

Table 8

1 kg, 5 kg parcel price developments, 2017-2021, by country

COUNTRY 1 KG PARCELS 5 KG PARCELS
2013 2017 2021 2017-2021 2013 2017 2021 2017-2021
CHANGE (%) CHANGE (%)
BE 6,40 6,50 5,70 -12,3% 8,70 8,80 5,70 -35,2%
BG 1,18 1,18 1,38 20,0% 1,64 1,64 1,94 18,3%
HR 2,65 2,65 517 95,1% 3,35 3,31 5,83 76.1%
Cz 2,00 7.35 7,41 0.8% 2,27 8,56 9.14 6.7%
DK 10,74 10,75 8,74 -18,7% 14,77 10,75 10,08 -6,2%
EE 0,00 3,84 5,23 36,2% 0,00 4,80 6.55 36,5%
FR 7.50 7,50 7,99 6,5% 11,90 12,90 14,10 9.3%
DE 4,90 4,00 3.79 -5,3% 6,90 6,99 7,49 7.2%
EL 3,50 2,60 3,00 15,4% 6,10 4,60 6,50 41,3%
HU 3,82 3,74 4,59 22,8% 3,82 4,14 5,18 24,6%
IE 6,50 8,00 9,00 12,5% 14,50 15,50 11,00 -29.0%
L 7,89 7,89 7,89 0.0% 9,65 9,65 9,65* 0.0%
LT 3,07 2,54 2,80 10,2% 8,75 3,10 3,40 9.7%
LU 7,00 8,40 7,20 -14,3% 8,00 8,40 7,20 -14,3%
MT 9,00 9,00 9,00 0,0% 2,00 9,00 9,00 0,0%
NL 6,75 6,95 7.25 4,3% 6,75 6,95 7.25 4,3%
NO 14,93 11,06 11,78 6,5% 14,93 11,06 11,78 6.5%
PL 2,20 2,88 2,88 0,0% 3,01 3,99 3,99 0,0%
PT 4,65 5,20 6,00 15,4% 6.25 6,30 7.40 17,5%
RO 0,52 0,97 1,68 73.2% 1,57 1,38 2,16 56,5%
SK 3,50 3,90 3,90 0,0% 4,00 3,90 3,90 0,0%
N| 3,09 873 4,40 18,0% 3,83 4,45 4,70 5,6%
ES 0,00 9,28 12,65 36,3% 6,50 14,13 18,35 29.9%
SE 15;58 11,52 11,52 0.0% 18,59 12,84 12,84 0.0%
CH 6,14 6,19 6,19 0.0% 7,90 7.96 7.96 0.0%

Note: Data for Liechtenstein for 2021 was not given and is thus based on an estimate, marked with **".

Source:

CE Survey of USPs.
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1.4 DEVELOPMENTS IN QUALITY OF SERVICE

Deciding which level of quality to provide is an important operational decision for firms, as it affects
the firm’s costs, revenues, and profits. In an environment of declining mail volumes and economies
of scale, providing a high and consistent quality of service is costly.

In light of the increasing unit costs for letter post delivery, USPs may therefore have an incentive to
reduce the quality of service to mitigate price increases (due to strict national price regulations
and/or high price elasticities of demand, which can further drive mail volumes down). For parcels,
increasing demand and bottlenecks in production can be potential drivers for changes in the quality
of service. This section explores recent developments in postal operators’ quality of service, particu-
larly focusing on the following postal products:

e Development in the quality of service of priority mail
e Development in the quality of service of non-priority mail
e Development in the quality of service of parcel delivery

Based on our analysis, postal operators’ quality of service has slightly declined in the investigated
product categories between 2017-2021.

1.4.1 Priority letter delivery QoS has slightly declined

It seems that the quality of service of priority mail has slightly declined during the 2017-2021 pe-
riod. The median share of D+1 letters that were delivered on time has declined from around 9o per
cent each year between 2013 and 2016 to 85,8 per cent in 2021, see Figure 20.

Figure 20
D+1 delivery performance, 2017-2021, Europe (19 countries)
% of D+1 letters that arrived in D+1, median across all 19 countries

100 907% 90,1% 90,0% 89,8% 89,4% 88,7% 89.8% 89.2%

85.8%
80
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20
0
2013 2014 2015 2016 2017 2018 2019 2020 2021
Note: Includes data from the following 19 countries: AT, BG, HR, CY, CZ, CZ, EE, FR, DE, EL, HU, IE, IT, LT, NL, PL, SI,

SK, CH. No D+1 FSC measurement was taken for Croatia in 2019, France in 2020, or Greece in 2021. The
median is over all 19 countries, excluding the previously mentioned countries in years where no measure-
ment was taken.

Source:  CE Survey of NRAs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016
European Commission.
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Most of the countries investigated were also close to meeting® or met their D+1 delivery target levels
in 2021. The countries that were significantly below their target levels in some years include Bul-
garia, Cyprus, Ireland, Lithuania, Poland and Portugal, see Table 9. This can be the result of several
factors. For example, in Lithuania, the deviation was caused primarily by technical challenges re-
lated to moving to a new sortation centre.

Table 9

D+1 delivery performance relative to the target, 2017-2021, by country

COUNTRY Target 2021
AT 95%
BG 80%
HR 85%
CcY 90%
Cz 92%
EE 90%
FR 85%*
DE 80%
EL 87%*
HU 90%
IE 94%
IT 80%
LT 85%
NL 95%
PL 82%
PT 95%
SK 93%
S| 95%
CH 97%
Note:

Source:

2017
95%
53%
85%
920%
93%
86%
86%
89%
72%
88%
920%
86%
89%
95%
57%
21%
95%
95%

98%

2018
96%
49%
85%
89%
93%
76%
85%
88%
75%
88%
89%
86%
85%
95%
57%
92%
94%
96%

97%

2019
95%
NA
85%
90%
93%
72%
84%
88%
76%
89%
90%
85%
76%
94%
59%
920%
94%
96%

98%

2020
96%
53%
86%
94%
93%
84%

NA
84%
60%
90%
82%
83%
89%
94%
56%
87%
94%
96%

98%

2021
96%
50%
88%
80%
93%
90%
82%
83%

NA
1%
84%
82%
66%
94%
54%
80%
92%
90%

7%

No D+1 FSC measurement was taken for Croatia in 2019, France in 2020 (due to Covid) or Greece in
2021 (due to removal of the FSC D+1 target). Target levels were constant for all included countries across
the years. No target was provided for France or Greece in 2021, so the target shown in the table is for

2020.
CE Survey of NRAs.

12

Meaning that the deviation from their target was at most one percentage point.

67



1.4.2 Non-priority letter delivery QoS has varied among the
investigated countries
The quality performance of non-priority letters has varied throughout Europe. Most countries im-
pose a D+3 delivery target for second-class letter mail delivery. Among the countries that have this
target, quality remained relatively high, with the exception of Poland, where quality has declined
from 74,1 per cent in 2017 to 68,2 per cent in 2021 and Italy where quality has declined from 91,4
per cent in 2017 to 83,5 per cent in 2021, see Figure 21. It should be noted that significant declines
in quality of service in 2020 and 2021 likely are linked to the impact of the Covid-19 pandemic on
mail delivery operations.

Within the D+2 second-class delivery target, most countries, with the exception of Bulgaria, experi-
enced slight declines in delivery quality performance over the investigated time period. Notably, de-
livery performance declined significantly in Lithuania in 2021, which is likely related to the new
sorting centre mentioned above.

Figure 21
Non-priority letter delivery performance, 2017-2021, Europe (18 countries)
% of letters delivered in D+2, D+3, D+4, D+5, depending on product speed
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Note: Includes data from the following 17 countries: AT, BE, BG, HR, DK, FR, HU, IT, LT, NO, PL, PT, SK, SI, ES, CH, UK.
For some countries, data was not available for all years. AT - started measuring a non-priority target in
2019. LT - non-priority letter targets were not enforced in 2017 and 2018. SI — added a non-priority target in
2021.

Source: CE Survey of NRAs.

Quality is relatively higher for non-priority letter products with slower speeds, i.e. D+4 and D+5.

1.4.3 Parcel delivery QoS has remained relatively constant

In contrast to letters, not all countries are subject to regulatory objectives for transit time for par-
cels. In fact, in 17 out of 28 investigated European countries, the USPs’ delivery time for SP parcels
is also regulated, see Table 10.
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Table 10
Is the USP subject to regulatory objectives for transit time for single-piece parcels?

COUNTRIES
YES 17: AT, BG, DK, FR, HU, IT, LV, LT, MT, NO, PL, PT, SK, SI, ES, CH, UK
NO 11: BE HR, CZ, EE, Fl, EL, IE, LU, NL, RO, SE
NO ANSWER 3:CY, IS, L

Source:  CE Survey of NRAs.

Quality of service has remained relatively constant for parcel delivery performance between 2017
and 2021 as most of the countries have either kept or increased their performance level, see Figure
22 and Table 11. Perhaps logically, it is the countries with less ambitious target delivery times that
have managed to maintain or improve their performance levels in the analysed time period.

However, in practice, the only countries that saw a significant decrease in their performance levels
between 2017 and 2021 were the UK and to a lesser extent Austria, France, and Portugal. Notably,
many countries experienced a decline in quality in 2020, likely due to factors related to the pan-
demic when operators experienced many delivery bottlenecks and staffing challenges impacting de-
livery speeds, see Chapter 6 for more specific examples.

Figure 22
Single-piece parcel delivery performance, 2017-2021, Europe (16 countries)
% of parcels delivered in D+1, D+2, D+3, D+4, depending on product speed
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Note: Includes data from the following 16 countries: AT, BG, DK, FR, HU, IT, LV, LT, NO, PL, PT, SK, SI, CH, UK. For
some countries, data was not available for all years. LT - parcel delivery targets were not enforced in 2017
and 2018.

Source:  CE Survey of NRAs.
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Table 11
Single-piece parcel delivery targets and performance, 2017-2021, by country

Source:

First target
D+X level

D+2
No target
D+1
No target
No answer
No target
D+1
No target
No target
D+2
D+2
No target
D+2
No answer
No target
D+4
D+4
No answer
D+4
No target
D+1
No target
D+5
D+1
D+3
No target
D+2
D+2
D+3
No target
D+1
D+1
EU-27 median

2017
90%

80%

93%

1%

80%

85%

90%

98%

97%

98%

85%

80%

92%

93%

80%

80%

95%

93%
90%

CE Survey of NRAs.

2018
920%

80%

93%

21%

80%

85%

90%

98%

97%

98%

85%

80%

92%

93%

80%

80%

95%

93%
90%

D+X target
2019

90%

93%

21%

80%

85%

90%

98%

97%

98%

85%

80%

96%

93%

80%

80%

95%

93%
N%

2020
920%

80%

93%

92%

80%

85%

90%

98%

97%

98%

85%

80%

96%

93%

80%

80%

95%

93%
90%

2021
920%

80%

93%

80%

85%

90%

98%

97%

98%

85%

80%

96%

93%

80%

80%

95%

93%
90%

2017
94%

53%

94%

92%

98%

92%
99%

99%

89%
81%
95%

100%
60%

96%
92%
94%

2018
94%

42%

93%

90%

99%

95%
99%

99%

95%
72%
95%

99%
47%

97%
92%
94%

D+X actual
2019

92%

95%

21%

98%

96%

99%

97%

99%

7%

76%

21%

92%

100%

65%

95%

93%
95%

2020
87%

74%

94%

78%

98%

94%

99%

98%

96%
76%
92%

84%
95%
76%

95%
75%
92%

2021
21%

88%

94%

89%

99%

94%

99%

97%

97%
80%
920%

99%

95%

94%
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1.5 DEVELOPMENTS IN REVENUE AND THE UNIVERSAL
SERVICES PROVIDERS’ FINANCIAL PERFORMANCE

The changing product mix experienced by universal service providers has the potential to greatly
impact financial performance. This section investigates whether operators have been able to over-
come revenue losses resulting from the declining demand for letter post delivery through parcel and
express delivery services. We will focus on the following two market indicators of financial perfor-
mance:

e Development of total postal sector revenue

e  Universal service providers’ EBIT

1.5.1 Total postal sector revenue has been gradually increasing

Over the 2017-2021 period, there was an increase in total revenues for registered postal and delivery
operators (USP and non-USP) in Europe as revenues increased by 21 per cent from 100 to 121 bil-
lion euros. Taking EU-27 Member States alone, this corresponds to a 21 per cent increase from 92
to 111 billion euros. When it comes to different service categories, letter post revenues are slowly de-
clining but still playing an important role in operators’ revenues, making up approximately 32 per
cent of the total share of letter and parcel revenue in 2021. Revenues from all registered operators
in parcel and express services have been increasing at a rate sufficient to offset the decline in letter
post revenues. The share of revenues from parcel and express services has thus increased from 56
per cent in 2017 to 68 per cent in 2021, see Figure 23.

Figure 23

Total revenue, letters and parcels, total market, 2013-2021, Europe (26 countries)
Share of total

777777777777777777777 — — —— —— — «— 100%
33% 32%
£9% 46% 45% 43% 44% 43% 40%
67% 68%
) i i 60% |
2013 2014 2015 2016 2017 2018 2019 2020 2021
Letters |l Parcels
Note: Includes data for the following 26 countries: AT, BE, BG, CY, CZ, HR, CZ, EE, FR, DE, EL, HU, IEIT, LV, LT, LU, NL,

PL, PT, SK, SI, ES, SE, UK, CH. Missing data is based on estimates.

Source:  CE Survey of NRAs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.
This figure combines data from two surveys, one covering 2013-2016 and the second covering 2017-2021.
The question was the same in both surveys asking national regulatory authorities to identify total market
revenues in the segments of “letter services”, “parcel services”, “express services” and “other”. Still, it is
possible that differing methodologies were applied by NRAs when answering the two surveys. This could

explain the slightly declining share of parcel delivery revenues from 2016 to 2017.

13 Excluding Denmark, Finland, Iceland, Ireland, Liechtenstein, Norway, and Romania.
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Despite the varying levels and developments in different countries, revenues have increased in all
the countries with available data. The average increase in the revenues of EU-27 countries between
2017 and 2021 was 21,7 per cent, see Table 12.

Table 12

Total revenue, 2013-2021, Europe, by country, EUR millions

COUNTRY 2013 2017 2021 CI-IZI-(\:;:(()"ZA;
EU-27 average 3.380 3.000 3.650 21,7%
EU-27 incl. CH and UK average 3.855 3.529 4.289 21,5%
AT - 2.053 2.406 17.2%
BE 2.338 2.044 2.379* 16,4%
BG 184 264 351 32,7%
HR - 206 263 27.7%
Cz 447 712 803 12,8%
EE 63 73 166 127.1%
FR 9.971 13.343 14.738* 10,5%
DE 27.140 26.374 29.124* 10,4%
EL 563 523 528* 1.1%
HU 472 522 826 58,2%
IT 6.701 6.061 7.786 28,5%
LV 55 74 119* 61,1%
LT 88 138 290 109.8%
LU = 172 193* 12,1%
MT 25 33 38 17.4%
NL 2.849 3.293 5.852 77.7%
PL 1.703 1.720 2.669 55,1%
PT 713 722 787 9.1%
SK 352 338 481 42,3%
| - 246 878 52,0%
ES 3.794 4.080 6483* 58,9%
CH 3.598 3.869 4.225 9.2%
UK 12.198 14.309 17.776* 24,2%
Nofte: Data was taken from countries with full available data for letter, parcel, and express services revenue with

possible "Other" revenue being added to the sum. For certain countries, some data for some years was not
given and final revenues are thus based partly on estimates, marked with “*". This table combines data from
two surveys, one covering 2013-2016 and the second covering 2017-2021. The question was the same in both
surveys asking national regulatory authorities to identify total market revenues in the segments of “letter ser-
vices", “parcel services”, “express services”" and “other”. Still, it is possible that differing methodologies were
applied by NRAs when answering the two surveys.

Source:  CE Survey of NRAs.
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1.5.2 USP EBITs have been gradually declining

The changing demand behaviour in letter post markets has been associated with a negative impact
on the profitability of universal service providers. The average EBIT margin of USPs in 20 investi-
gated countries has been gradually declining by around 11 per cent annually between 2017 and
2020. The average EBIT margin was 4,4 per cent in 2013, while in 2017 it had decreased to 3,7 per
cent and in 2020 it declined further down to 2,6 per cent. The decreasing trend also accelerated
during the 2017-2021 period, see Figure 24.

Figure 24
Average EBIT (total business), USPs, 2013-2020, Europe
EBIT in per cent; change reported as compound annual growth rate (CAGR)

@

4 9%
4,4%
4,2%
3,9%
3,.3% 3,3%

I I 26%

2013 2020
Note: This shows the total EBIT for the company that is providing the traditional universal service, excluding any

other companies owned by the USP at a higher group level. Includes data from the following 32 countries:
AT, BE, BG, CY, CZ, DE, DK, EE, EL, ES, FI, FR, HR, HU, IE, IS, IT, LI, LT, LU, LV, MT, NL, PL, PT, RO, SE, SI, SK, UK, NO,
CH. Data for some countries for some years was not given and is thus based on estimates, see Table 11.
Estimates for 2021 are also depicted in Table 11.

Source: CE based on USP annual reports.

Universal providers’ EBIT margins vary widely across different countries. The vast majority of USPs
earn margins between one and eight per cent, while only a few manage to operate EBIT margins
above 8 per cent. A few USPs had a negative EBIT margin in 2021, which could in part be driven by
declines in mail volumes due to increased digitalisation following the Covid-19 pandemic, see Table
13.
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Table 13

EBIT (total business), USPs, 2013-2021

COUNTRY 2013-2016

AVERAGE
AT 8,6%
BE 19,.5%
BG -13,5%
HR 7,6%
CY 15,4%
Cz 1.1%
DK 0,3%
EE 3,0%
FI 1.5%
FR 3.7%
DE 52%
EL 0.2%
HU 1,1%
IS 1.1%
IE -0,5%
IT 7.4%
LV 5.2%
LI 1.7%
LT 2.6%
LU 5.8%
MT 10,3%
NL 9.9%
NO 2,0%
PL 1,4%
PT 16.8%
RO 0.6%
SK 1.3%
S| 0.7%
SE 0.3%
ES 3.7%
CH 9.7%
UK 6,4%

Note:

Source:

2017

10,7%
16,3%
-12,6%
11,8%*
14,5%
0,6%
-0,3%
2,3%*
-1,7%
4,2%
6.2%
0,2%
0.2%
3,8%
0,6%
8,4%
2,2%
5,5%
3,0%
1,8%*
9.1%*
10,4%
2,8%
0,3%*
12,5%
1,7%
0,5%
3,4%
-0,3%
-10,1%
7.9%

2,3%

2018

10,8%
10.2%
-13,5%*
13,5%*
15,1%*
-1,3%
-2,3%
2,1%*
0,4%
3.7%
51%
-0,4%
0,2%
-3,.9%
4,2%
8.4%
2.2%
7.5%
5.7%
0,4%*
6,1%
6,7%
1,7%
0,3%*
12,5%
3.7%
0,6%*
4,3%
-2,3%
-8,.3%
6,5%

4,5%

2019

9.9%
7.6%
-13,6%*
15,2%*
15,1%*
-1.8%
1,4%
1,9%*
1,2%
3,5%
6.5%
-0.8%
0.1%
-4,9%
4,7%
9.1%
1.5%
9.0%
1,2%*
-0,8%*
8,0%
4,2%
0.7%
0,3%*
12,0%
2,8%
0,4%*
1,8%
1,4%
0.2%
6,3%

3,0%

2020

7.3%
4,8%
-13,7%*
16,8%*
15,1%*
-7.1%
5,3%
1.9%
3,4%
0.3%
7.3%
0,2%*
0.2%
-3,0%*
-1,2%
3.7%
4,5%
5,8%
1.8%
-2,6%*
8,.3%
9.0%
6,2%
0.3%
6,4%
3,5%*
0,2%*
1,3%
5,3%
-18.6%
3,9%
5,6%

2021

8,1%
4,6%*
-13,8%*
18,5%*
15,1%*
-5,0%*
5,6%
1,4%*
3,4%
2,2%*
9.8%
0.1%
0,2%*
-3,7%*
2,7%*
9.1%
1,6%*
8,8%*
1,8%*
-4,2%*
7, 4%*
6,1%*
3.2%*
-0,2%*
51%
4,0%*
0,0%*
4,8%*
1,7%*
-16,8%*
3.9%*

0,8%*

Data is shown from all countries; estimates are marked with a “*”. Please note that the total business for
some/many USPs also includes non-postal activities.

CE based on USP annual reports.



1.6 DEVELOPMENTS IN THE UNIVERSAL SERVICES
PROVIDERS’ STRUCTURE AND ORGANISATION

Recent market developments, such as the financial threat posed by letter volume declines, have re-
quired postal operators to adjust their business strategies to remain competitive in changing mar-
kets. This section will analyse the following topics:

e  Challenges posed by market developments
e  Revenue diversification and network reorganisation

Our analysis shows that postal operators respond to changing environments in several ways, for ex-
ample, by adjusting their pricing, adjusting their service offerings and reorganising their business.

1.6.1 USPs and other postal stakeholders face several challenges

Based on our analysis, we find that between 2017 and 2021, postal markets have been characterised
by two major opposing pressures: (i) letter volume decline, and (ii) growth in e-commerce pack-
ets/parcels volume. These contrasting pressures cause different challenges for all stakeholders in
the postal market, see Table 14.

Table 14
Challenges posed by market developments to different postal market stakeholders

CHALLENGES FOR:

MAIN MARKET
DEVELOP-
MENTS

POLICY MAKERS
AND
REGULATORS

E-COMMERCE

POSTAL OPERATORS INDUSTRY

POSTAL USERS

Structural letter
volume decline

Growing e-com-
merce packets
and parcels vol-
umes

Source:

e Lower economies of scale

and higher unit cost of
providing postal services;
Declining appetite and ca-
pacity for investments;

Pressure to reduce network,

save costs, increase prices;
Difficult fo maintain the
same level and conditions
of employment.

Pressure to develop a na-
tionwide network fit for par-
cel delivery;

Increasing losses on inter-
national inbound letters
compensated based on
UPU terminal due rates;
Strong competition;
Pressure to save costs and
reduce environmental im-
pact.

Higher costs per
unit leading to
higher prices
and faster de-
cline in letter vol-
umes;

Difficult to main-
tain competition
(in letter seg-
ment);

Costly to safe-
guard users in ru-
ral areas;

New regulatory
approaches
needed;
Pressure for
changes in the
postal law.

e Increasing
prices for letter
post services;

e Lack of pre-
dictability of
parcel delivery
fime;

e Reduced ser-
vice levels;

e Lack of con-
venient parcel
pick-up solu-
fions.

e Meetingin-
creasing us-
ers’ expecta-
tions for qual-
ity and af-
fordability of
delivery ser-
vices.

Copenhagen Economics analysis of questionnaires and interviews with market stakeholders.

Whereas letter volume decline has shaped the postal market and continues to drive changes, the
growing e-commerce industry creates new opportunities for postal operators to respond to and to

minimise the negative impact of a decline in letter volume.
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1.6.2 Many USPs have diversified their revenues and/or restructured
their network
We see that universal service providers have been actively pursuing growth opportunities in new
business areas, mainly in parcels and express, logistics and freight, postal financial services, postal
retail, information services, and telecommunications, which are the largest sources of global postal
revenues after traditional letter post. Especially in Germany, Italy, Luxembourg, Estonia, Norway,
France, the United Kingdom, Belgium, Denmark, Sweden, Switzerland, Romania, Finland, Nether-
lands, Iceland, and Greece, the USPs get the majority of their revenue from sources other than tra-
ditional letter post, see Figure 25.

Figure 25
USP diversification of revenue, 2020
Share of total revenue

100%
ol | L L}l e i
80% I

60%

40%
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) DE IT LW EE NO FR UK BE DK SE CH RO FH NL IS EL AT PT HR IE S LV SK LT PL CZ ES CY

M Letter mail Parcels & Express Information Services Ml Financial Services Il Retail Logistics & Freight [l Others

Note: Revenue attributed to the most relevant segment based on where the majority of the revenue resides. DK
and SE both refer to the PostNord Group.
Source:  IPC, Global Postal Industry Report 2021; Figure 1.11.

After the delivery of letters, the provision of parcel and express delivery services is the second most
common method of revenue diversification and is increasing in importance for USPs in terms of its
share of total revenues. All 11 USPs which reported having a diversified service portfolio in 2016 and
2020 saw an increase in the share of parcel and express services of total revenue from 2016 to 2020.
For example, in the Netherlands, the share of parcel revenues out of total revenues increased from
23% in 2016 to 55% in 2020 for PostNL. Similarly, Royal Mail’s experienced an increase in the
share of parcel delivery revenues out of total revenues from 52% to 72% over this time period.= Pro-
vision of financial services is also an increasingly important diversification strategy for several
postal operators. Postal operators are typically well placed to provide financial services, such as
money transfers and other banking services, due to their dense network of postal outlets throughout
the country.

14 See Copenhagen Economics (2018) Main Developments in the Postal Sector (2013-2016)
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One could expect that increased revenue diversification would impact the postal operators’ financial
profitability positively (i.e., that postal operators with more diversified service portfolios would ex-
perience greater profitability than those with less diversified service portfolios). However, based
only on information about profitability (EBIT levels) the degree of service diversification, no such
conclusions can be drawn. The reason for this is that postal operators’ profitability levels are influ-
enced by several factors beyond the degree of diversification. To assess to what extent increased rev-
enue diversification has a positive impact on profitability, one would therefore have to make an in-
depth assessment of the situation for each universal service provider. This type of exercise, how-
ever, is outside the scope of this study.

When asking universal service providers about any changes they had made to reorganise their deliv-
ery networks, 19 out of 24 operators responded that they had reorganised their network between
2017 and 2021, see Table 15. These reorganisations included implementing alternate-day delivery,
optimising the network by reducing the number of post offices, and taking advantage of new sorting
software.

Table 15
Have you carried out a major reorganisation of your logistics network in the 2017-
2021 period?

COUNTRIES
YES 19: BE, HR, CZ, DK, EE, FI, EL, IE, IT, LT, MT, NL, NO, PL, PT, SK, SI, SE, CH
NO 5: AT, BG, DE, LU, ES

Source:  CE Survey of USPs.

One way to reorganise their network and cut costs is to seek efficiencies between letter and parcel
delivery by combining the two networks into one. Operators might choose to deliver and collect let-
ters and parcels on two separate networks due to differences in the physical features or demand pat-
terns for letters and parcels which requires them to be processed by different sorting machines
and/or rely on different delivery modes (i.e., by truck or by foot). As operators’ product mix changes
due to declines in letter mail volumes and increases in parcel volumes, it might however no longer
be financially sustainable to continue to deliver letters on their own network.

Six operators (bpost, Bulgarian Post, Estonian Post, Hellenic Post, An Post, and Correos) have iden-
tified that they continued to use a single network to deliver both letters and parcels between 2017
and 2021. For the operators using separate networks for the delivery and collection of letters and
parcels this separation most commonly exists in urban areas. In rural areas, most operators main-
tain a single network delivering and collecting both letters and parcels to ensure economies of scale.
A further two operators (Lithuanian Post and Slovenian Post), that reported using a single delivery
network in 2016 reported that they are now using separate networks in 2021. 18 operators reported
that they still maintained separate networks for these two delivery activities, see Table 16.
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Table 16
Do you use different networks for letters and parcels at collection, sorting, trans-
portation or delivery levels?

COUNTRIES
YES 18: AT, CZ, DK, FI, FR, DE, HU, IT, LI, LT, LU, MT, NL, PL, SK, SI, SE, CH
NO é: BE, BG, EE, EL IE, ES

Source:  CE Survey of USPs.

1.7 DEVELOPMENTS AFFECTING CROSS-BORDER PARCEL
FLOWS

Between 2017 and 2021, several regulatory reforms affecting cross-border parcel delivery services
were introduced.

First, the 2019 Extraordinary UPU Congress revised the remuneration rates for bulky letters and
small packets (known as E format rates), and approved the self-declaration of these rates, to be in-
troduced in two stages (self-declaration of E format rates for flows between designated operators
and the United States of America as of 1 July 2020 and the option for all member countries to intro-
duce self-declared E format rates as of 1 January 2021). The reform of terminal dues has decreased
the wedge between terminal dues and the cost of last-mile delivery in many countries, making it
more expensive to send cross-border letter mail items (including small packets).

Second, the EU VAT de minimis reform, which came into force in July 2021, will slowly but surely
influence parcel delivery flows and change consumer awareness as to the provenance of goods. To-
gether with additional administration fees on low-value items, this can incentivise consumers to
shop more within the EU, while also giving incentives to traders to custom clear items in bulk and
have them warehoused inside the EU single market before the consumer clicks online to e-shop
them. With Sweden being the first country to de facto remove the VAT de minimis threshold in
2018, the Swedish case is interesting to consider and might give indications for future developments
in the rest of the EU.

Third, the exit of the United Kingdom from the European Union has consequences for the future
flow of goods between the United Kingdom and the EU. Due to the implementation of customs pro-
cedures and VAT, it is expected that parcel volumes originating in the UK will decline. Further, par-
cels originating in the EU might likewise be subject to additional customs procedures when ship-
ping to the UK. Additionally, Brexit has introduced many operational challenges for companies that
deliver and operate both within the UK and in Europe due to new labour regulations, such as the
requirement for a work permit for EU citizens working in the UK. Finally, Brexit has particularly
affected postal flows with the UK’s neighbouring EU Member States, e.g. Ireland, and has nudged
some e-commerce retailers to set up new hubs within the EU.

Finally, the Cross Border Parcel Regulation on cross-border parcel delivery services entered into
force in April 2018. This regulation primarily implements data collection requirements, particularly
parcel price data, to promote transparency and monitor the provision of cross-border parcel deliv-
ery services in Europe.
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This section addresses how these reforms impacted cross-border parcel delivery and is structured as
follows:

e Terminal dues

e VAT de minimis removal

e Brexit

e Introduction of the EU cross-border parcel regulation

In addition to the abovementioned impacts, the United States also implemented the US STOP Act of
2018. This legislation, intended to curb the volume of imported illegal drugs into the country, re-
quires that all imported packages have an AED number when entering the US. In collaboration with
the United States Postal Service and the United States Customs and Border Control, the US STOP
Act was implemented in 2021. As such, the impacts of the legislation on the European postal market
have not yet been identified.ss

1.7.1 The modified terminal dues system has likely reduced inbound
flows from developing countries
Terminal dues is the rate that postal operators pay each other for delivery of inward international
letter post. Terminal dues applicable for the 2018-2021 period were determined by the UPU 2016
Congress held in Istanbul. The terminal dues system divided the UPU Member States into four dif-
ferent categories broadly based on economic development indices. Therefore, postal operators in
less developed nations paid their counterparts in more developed nations only a small fee (less than
the equivalent domestic tariff) for the final delivery of international letter post.

The system required 40 to 50 nations (comprising 28 developed nations and 15 to 25 developing na-
tions such as Brazil, Chile, Russia, Poland) to deliver inbound letter post at rates that were substan-
tially lower than the rates charged by domestic mailers for comparable services. This has a distor-
tionary effect, as exporting postal operators were, in essence, being subsidised by importing postal
operators. In 2020, WIK estimated that these distortions amounted to a EUR 2,6 billion difference
between the cost of delivery of inbound international letter post and the delivery of similar domestic
products. The growth of e-commerce over the last decade has led international post to essentially
become a delivery mechanism for items purchased from retailers based in export-oriented South
and East Asian states. The problem was compounded by the fact that the aforementioned 40 to 50
countries accounted for the bulk of inbound international letter post.»

This distortionary effect led to discontent among countries that imported more items than they ex-
ported. This culminated in the threat by the US to withdraw from the UPU unless countries were
allowed to self-declare their rates for the processing and delivery of inbound letter post. Therefore,
the 2019 Extraordinary UPU Congress revised the remuneration rates for bulky letters and small
packets (known as E format rates) and approved the self-declaration of these rates.

5 See https://www.dhs.gov/news/2021/03/04/stop-act-regulations-fight-opioid-smuggling-be-published
16 European Commission, Directorate-General for Internal Market, Industry, Entrepreneurship and SMEs (2020) Interna-

tional postal service, renumeration and regulation.
17 Terminal Dues and the UPU’s Third Extraordinary Congress, James I. Campbell Jr. (2021).
8 Tbid.
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Under the modified terminal dues system, there are two versions of self-declared rates. The first
version applies to E format item flows between designated operators and the United States of Amer-
ica and was applicable from 1 July 2020. The second, more limited, version allowed all designated
operators to self-declare their rates for processing inbound E format items subject to several condi-
tions and was applicable from 1 January 2021. Each designated operator may now set its own deliv-
ery rate, provided they do not exceed 70 per cent of the equivalent retail tariff. The caps on annual
increases (for small packets received from all countries except the US) were limited to 5 to 17 per
cent for the 2020-2025 period. Twenty-one EEA-designated operators have opted to introduce both
versions of self-declared rates.»

The main implication of the new self-declared system is the expectation that the aforementioned
distortion will be minimised but not completely mitigated. Most Group I countries= chose to de-
clare their own rates, which means that the undercharge should progressively decrease in the years
to come. However, it is important to note that the self-declared terminal dues are for E format items
only. Distortionary effects attributable to other postal items will persist.

All else being equal, an increase in terminal dues should lead to a reduction in import volumes from
the affected countries. Inbound volumes from developing countries that were previously heavily
subsidised and which would in future be less so, should thus decline, or increase less than they oth-
erwise would have.

1.7.2 The VAT de minimis removal has been associated with a decline
in inbound cross-border volumes

The European Union removed the previous VAT de minimis threshold of €22 from 1 July 2021. The
removal of the de minimis threshold means that every EU e-commerce transaction is now subject to
EU VAT and a customs declaration. This implies that low-value imports that previously went under
the radar would now be subject to additional charges including VAT and potential handling charges
(so-called customs fees). It is thus likely that due to these additional charges, e-commerce-related
letter, parcel and packet volumes originating outside the EU would decline.

Sweden was the first Member State to remove the VAT de minimis threshold in 2018. Hence, the
effects of this change have been first identified in Sweden, see Box 1.

19 Tbid.
20 Group I countries consists of 28 industrialised countries, including 14 European Member States including AT, BE, DK, FI,
FR, DE, EL, IE, IT, LU, NL, PT, ES, and SE
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Box 1 Sweden is the first country to remove the VAT de minimis threshold in 2018

At the outset, the Swedish example is nuanced due to national circumstances. Based on Swe-
dish legislation, the de minimis rule has never applied to e-commerce goods coming from out-
side Sweden. However, in practice, the USP (PostNord) and the customs authority treated e-
commerce goods as de facto VAT exempt.

In 2018, the customs authority and PostNord took the initiative to assume responsibility for col-
lecting sales tax on imported goods from outside the EU, no matter the value, i.e. abolishing
the VAT de minimis. As a result, due to VAT collection costs caused by the removal of VAT de
minimis, PostNord intfroduced a handling fee for low-value shipments to be charged to con-
sumers. The handling fee is SEK 75 (around €7).

On 21 March 2018, i.e., 21 days after the “removal” of the VAT de minimis, PostNord reports
suggested a significant drop in packet volumes.

“At the end of last week, 50,000 packets arrived per day, so that is a very large difference
compared to the 150,000 packets per day that previously arrived.” (Thomas Backteman, Di-
rector of Communication at PostNord)

It is important to note that there can be alternatives to the handling fee, which may mitigate
the negative impact of VAT de minimis removal on international mail volumes. By June 2018,
PostNord announced that the company had developed a new solution with one of the major
e-commerce platforms, Wish.com. Consumers of the online shopping platform would be
charged VAT at the time of purchase, and no handling fee would be collected by PostNord
upon the arrival of packets to Sweden.

Similar agreements have been made more recently by Czech Post with both the AliExpress and
the Wish.com platforms to support customers.

Source: Copenhagen Economics.

In most countries, the inbound packet and parcel flow from outside the EU decreased after the VAT
de minimis removal. Following the removal of the VAT de minimis threshold, operators in 24 of 25
responding countries reported that they saw a noticeable decline in the volume of inbound packets
(letters) from outside the EU. For parcels, 20 out of 25 countries experienced a decrease in volumes,
see Table 17.
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Table 17
How has the volume of inbound packets and parcels from outside the EU changed
since the removal of the VAT de minimis threshold?

24: AT, BE, BG, HR, CZ, DK, EE, FI, FR, DE, EL, IE, IT, LU, MT, NL, NO, PL,

Packets o1 RO, sK. SI, ES, SE

DECREASE IN VOLUMES
20: AT, BE, BG, DK, EE, FI, FR, DE, IE, IT, LU, MT, NL, NO, PL, PT, RO, SK, SI,

P |
arcels ES

Packets 1: HU
INCREASE IN VOLUMES

Parcels 2: HR, HU

Packets -
NO NOTICEABLE CHANGE
Parcels 3: CZ EL SE

Source:  CE Survey of USPs.

ERGP also states that the volume of international packets has significantly decreased after the VAT
de minimis removal. The decrease in the inbound packet and parcel volumes is likely driven by the
increase in customs charges and handling fees implemented by operators, which increases the end-
consumers’ total price for delivery.

In most countries, the customs authorities are responsible for collecting the sales tax on imported
goods from outside the EU, but in eight countries this responsibility is placed on postal operators,
see Table 18.

Table 18
Who has the responsibility to collect sales tax on imported goods from outside the
EU?

POSTAL OPERATORS 8: AT, HR, CY, FR, LU, NL, RO, SE
CUSTOMS AUTHORITIES 13: BE, BG, CZ, DK, EE, Fl, DE, EL, HU, LV, LT, MT, §I

OTHER 2: SK, ES

Source:  CE Survey of NRAs.

1.7.3 Brexit has been associated with a decline in volume flows
between the UK and the EU

The exit of the United Kingdom from the European Union, known as Brexit, took place on 31 Janu-

ary 2020. Due to the implementation of customs procedures and VAT, it is expected that Brexit has

already had and will continue to have several consequences for the flow of goods between the

United Kingdom and the EU.

First, it can be assumed that parcel volumes originating in the UK and flowing into the EU will de-
cline. Second, parcels originating in the EU might similarly be subject to additional customs proce-
dures when shipping to the UK. Third, according to ERGP, Brexit has possibly had an impact on the
transit times of postal products. Finally, Brexit has especially affected postal flows with the UK’s
neighbouring EU Member States, e.g. Ireland, and has pushed some e-commerce retailers to set up
new hubs within the EU.
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In general, the postal sector is a significant contributor to, and facilitator of, trade within the EU
and globally. For that reason, PostEurop’s members have been working together to implement the
EU-UK Trade and Cooperation Agreement and the Northern Ireland Protocol regarding the flow of
postal items between the EU and the UK since 1 January 2021. This demonstrates PostEurop mem-
bers’ commitment to keeping postal items between the EU and the UK moving.2

According to ERGP, the introduction of new customs procedures together with the VAT de minimis
change has had a negative impact on volumes flowing between the EU and the UK. The changes
have, apart from additional charges, also resulted in operational and logistics difficulties, such as
backlogs and bottlenecks. ERGP notes that the effects cannot be unambiguously linked to Brexit.

Royal Mail’s annual report states that international parcel volumes decreased by 42 per cent in the
2021/2022 financial year compared to the previous year, partly due to increased customs pro-
cessing requirements in the EU.22 Furthermore, one NRA monitored by ERGP stated that import
volumes from the UK decreased by 10-20 per cent in 2021.2s Finally, AnPost’s postal trade with Brit-
ain decreased by 58 per cent when the new regulations became effective in July 2021.24

1.7.4 EU cross-border parcel regulation has been introduced to allow
better regulatory oversight

The Regulation on cross-border parcel delivery services (hereafter the Regulation) entered into

force on 22 May 2018. The regulation requires parcel delivery providers to provide pricing infor-

mation that will allow national regulatory authorities to have better regulatory oversight of the pro-

viders and their sub-contractors. The regulation on cross-border parcel delivery services (EU)

2018/644 has three key objectives:

e to enhance the regulatory oversight of parcel delivery services;
e toincrease the transparency of single-piece tariffs through publication on a website;
e to assess tariffs for certain cross-border parcel delivery services.

Article 11 of the Regulation on cross-border parcel delivery services requires the European Commis-
sion, every three years since May 2020, to report on the application and implementation of the Reg-
ulation and to evaluate, in particular, its contribution to the improvement of cross-border parcel de-
livery services. As part of such an evaluation, the European Commission shall evaluate the impact of
this Regulation on cross-border parcel delivery levels and e-commerce, including data on de-
livery charges.

One of the key motivations behind the Regulation is that previous studies identified certain high
prices and inconveniences of cross-border parcel delivery as being among the main obstacles to
greater uptake of e-commerce among European consumers and retailers. The European Commis-
sion highlights on its website that cross-border parcel delivery prices charged by universal service

21 Based on input from ERGP.

22 Annual Report and Financial Statements 2021-22, Royal Mail plc, p.7.
23 Based on input from ERGP.

24 https://www.posteurop.org/showNews?selectedEventld=43197.
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providers can be almost five times higher than domestic parcel delivery prices.= In 2016, about 35
per cent of retailers considered higher costs of cross-border delivery compared to domestic delivery
as an important barrier to developing cross-border sales to the other EU Member States.

Cross-border shipping of parcels is normally more expensive than domestic shipping. This is be-
cause additional costs are incurred in cross-border shipping, for example, in relation to extra
transport, sorting, and re-labelling. Previous research has suggested that the price premiums paid
for cross-border deliveries do not stand in parity with the underlying cost differences.

According to a report by the European Commission, “the Regulation has broadly achieved its key
objectives to increase the level of transparency of certain single-piece tariffs and enhance regula-
tory oversight for the part of the parcel delivery market falling under its scope”.>s However, the
report also states that the Regulation’s scope is limited, as it does not address the prices for bulk de-
liveries in an e-commerce context at all.

25 https://ec.europa.eu/growth/sectors/postal-services/parcel-delivery_en (2) WIK (2019) Development of Cross-border E-
commerce through Parcel Delivery, Figure 14, available at: https://www.wik.org/filead-
min/Studien/2019/ET0219218 ENN_ ParcelsStudy_ Final.pdf (3) Copenhagen Economics (2013) A study for the European
Commission on E-commerce and delivery, page 110, Available at: https://www.copenhageneconomics.com/dyn/re-
sources/Publication/publicationPDF/8/238/0/E-commerce-and-delivery.pdf

Report from the Commission to the European Parliament, the Council and the European Economic and Social Committee
on the application and implementation of Regulation (EU) 2018/644 on cross-border parcel delivery services (2021), p. 15.
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CHAPTER 2
DEVELOPMENTS IN THE UNIVERSAL

SERVICE AND CONSUMER PROTECTION

This chapter provides an overview of the evolution of the postal Universal Service Obligation (USO)
and related regulatory and policy initiatives across the EU Member States in the years 2017-2021.
In particular, this chapter covers the following topics:

»  Developments in USO minimum requirements
*  Monitoring and regulating the quality of service
»  Complaints and user satisfaction

»  Application of tariff principles

*  Funding of the USO

»  Powers and tasks of NRAs

+  Standardisation of letters and parcels

2.1 DEVELOPMENTS IN USO MINIMUM REQUIREMENTS

Article 3 of the EU Postal Services Directive requires the Member States to safeguard the provision
of certain basic postal services (referred to as “universal service”). The objective of these provisions
is to ensure access to reliable and affordable universal postal services for all users across the EU. As
a minimum, Member States must ensure a universal service that provides for the collection, sorting,
transport, and distribution at least five working days per week of (i) postal items weighing up to 2
kg and (ii) postal packages up to 10 kgas well as services for registered items and insured items in
both categories. Within these boundaries, Member States have the flexibility to decide what exactly
constitutes a universal service that fits the domestic circumstances and user needs. The universal
service covers both national and cross-border services (Article 3, paragraph 7).

However, the main trends in the postal sector, in particular the continuous decline of mail volumes
driven by e-substitution and the increased competition for the delivery of parcels driven by boom-
ing e-commerce (see Chapter 1) and further emphasised by the Covid-19 pandemic (see Chapter 6)
make it more difficult for postal universal service providers across Europe to ensure a financially
sustainable provision of postal universal services without additional funding.

Over the 2017-2021 period, postal universal service providers in the EU saw a decline in total mail
USO volumes of around 5 per cent per year, driven by a large decline in single-piece letter volumes,
and also a decline in cross-border mail volumes, see Figure 26. Despite this decline, single-piece
letters remain the largest product segment within the USO for most postal operators in terms of vol-
umes, compared to bulk mail, direct mail, publications, and parcel and express products.

In terms of the letter mail volume decline by region, Eastern and Southern Europe experienced the
smallest decline from 2017 to 2020, possibly due to the combination of low mail volumes per capita
to start with and relatively narrow USO product scope in several countries. Northern and Western
Europe experienced stronger declines, and particularly the countries in Northern Europe experi-
enced significant declines in mail volumes during the first year of the Covid-19 pandemic, see Fig-
ure 27.
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Figure 26
Universal service volumes, 2017 vs. 2021
Bilion items; change is reported as compound annual growth rate (CAGR).
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products indicated are part of the USO. SP Letters consists of BE, BG, HR, CZ, EE, DE, HU, IT, MT, NL, NO, PL,
SK, SI, ES. Bulk Mail consists of BE, HR, IT, MT, NO, SI. Direct mail consists of BE, HU, SK. Publications consists of
BE, BG, IT, NO, SI. Parcel consists of BE, BG, HR, CZ, EE, DE, HU, IT, LT, MT, NL, NO, PL, SI, SK, ES. Cross border
consists of AT, BE, BG, HR, CZ, EE, HU, IT, MT, NL, NO, SI, SK, ES.

Source:  Source: CE Survey of USPs and NRAs.

Figure 27

Number of letters per capita, 2013-2020
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gle piece and bulk products. The figure includes data from the following 28: AT, BE, BG, HR, CY, CZ, DK, EE,
FR, DE, EL, HU, IE, IT, LV, LT, LU, MT, NL, PL, PT, RO, SK, S, ES, SE, CH, UK.

Source:  CE Survey of NRAs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.
European Commission, DG GROW Postal Statistics Database. Eurostat.
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Although growth in the parcel delivery segment to some extent has compensated for the losses due
to letter mail volume declines (see Chapter 1), many USPs feel a strong competitive pressure in the
parcel delivery segment (see Chapter 3) and discussions about USO requirements in terms of prod-
uct scope, delivery frequency and place of delivery, and density of the post office network have
therefore continued and become more prominent in many countries. In some countries, this has led
to governments and regulators amending or changing the national postal legislation and reducing
USO requirements to reflect changing postal user needs (e.g., in Belgium, Greece, Finland, Norway,
Romania, Sweden, and Switzerland).

In the following section, we present the current status (2021) of USO requirements in the countries
covered by our study, as well as changes to these requirements made since 2017.

2.1.1 Product scope of the USO

The basket of services included in the USO has generally remained unchanged compared to the pre-
vious monitoring study. Basic domestic letter post, registered mail, insured mail, basic domestic
parcel post, and cross-border letter post and parcels are most often defined as USO products, see
Table 19.

Basic (domestic) letters, registered letters, insured letters, basic (domestic) parcels, cross-border
letters, and cross-border parcels are still part of the USO in most countries. For each of those prod-
ucts, no more than five countries identified the product as a non-USO product. One of the most ap-
parent divisions in country practices is whether bulk letters are included in the USO or not. 18 out
of 30 responding countries include bulk letters in the USO.

In response to our questionnaire, eight NRAs also reported that return services were included in the
scope of the universal service obligation.
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Table 19
Product scope of the USO, 2021

BASIC BASIC SINLE PIECE CROSS-BOR- CROSS-
LETTER (FSC, LETTER (SSC, L:Tl'_:_"E'; & REGI:ns ::_RED 'N;l;:‘: D DIRECT MAIL P:?;‘:'ZA' PARCEL B AB: ::L a DER LETTER BORDER :::\?II(E:SESS
DOMESTIC) DOMESTIC) (DOMESTIC) POST PARCELS

AT 2kg 2kg 2kg 2kg 10kg n/a n/a 10kg 10kg 2kg 10kg

BE 2kg 2kg 2kg 2kg 2kg 2kg 2kg 10kg 2kg 20kg

BG 2kg 2kg 2kg 2kg 5kg 20kg 2kg

HR 2kg 2kg 2kg 2kg 2kg 10kg 10kg 2kg 10kg

CcY 2kg 2kg 2kg 2kg 2kg 2kg 2kg 20kg 20kg 2kg 20kg

c1 2kg 2kg 2kg 10kg 10kg 2%g ! %E;il;t

DK 2kg 2kg 2kg 20kg 2kg 2kg 20kg 20kg 2kg 20kg

EE 2kg 2kg 2kg 2kg 20kg 2kg 20kg

Fl 2kg 10kg* 2kg 20kg

FR 2kg 2kg 2kg 2kg 5kg 2kg 2kg 20kg 2kg 20kg

DE 2kg 20kg

EL 2kg 2kg 2kg 2kg 2kg 2kg 2kg 20kg 20kg 2kg 20kg

HU 2kg 2kg 2kg 2kg 2kg 20kg 2kg 20kg

IE 100g 100g 10kg 10kg 10kg 100g 10kg

IT 2kg 2kg 2kg 2kg 2kg 2kg 20kg 2kg 20kg

LV 2kg 2kg 2kg 20kg 2kg 20kg

LT 2kg 2kg 2kg 2kg 10kg 2kg 10kg

LU 2kg n/a 2kg 10kg 10kg 20kg 20kg

MT 2kg n/a 2kg 2kg 20kg 2kg 2kg 20kg 20kg 2kg 20kg

NL 2kg 2kg 2kg 10kg 2kg 20kg
NO 2kg n/a 2kg 2kg 2kg n/a 2kg 20kg 2kg 20kg

PL 2kg 2kg n/a 2kg 2kg n/a n/a 10kg n/a 2kg 20kg n/a
PT 2kg 2kg 2kg 2kg 2kg 2kg 2kg n/a
RO 2kg 2kg 2kg 2kg 2kg 10kg 2kg 10kg

SK 2kg 2kg n/a 2kg 2kg 2kg 10kg n/a 2kg 10kg

N %g 2%g 2%g %g 2%g 2%g 10kg 2kg ] gg‘i’g"if'

ES 2kg 2kg n/a 2kg n/a n/a n/a 20kg n/a 2kg 20kg

SE 2kg 2kg n/a 20kg 20kg n/a n/a 20kg n/a 2kg 20kg
CH kg kg Tkg kg n/a 20kg 20kg 2kg 20kg

UK 750g 750g 20kg 20kg 20kg 7509 2kg n/a

Note: The weight indicated is the upper weight limit. Light grey cells mean the product is defined as US by law. Cells with “n/a” mean no answer was given. Weights separated by comma refer to two possible

limits. Weights separated by "-" refer to an interval. Weights with "out" refer to outbound products, "in" to inbound. * FI - Single piece parcels are in the scope of universal service as defined in the Postal Act,
but designation of USO has been made only in outbound international service, not domestic or inbound service.
Source:  CE Survey of NRAs
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Looking at the specifications of individual universal services, however, we find more differences
across countries. The main differences are with regard to (i) the minimum standard speed of letter
post delivery, (ii) the speed of the slowest service category, and (iii) the weight limit for letters and
parcels.

The most common standard weight for USO letter post products throughout the investigated coun-
tries is 2 kg. Basic letter post is a USO product in all responding countries (with differences only in
the speed of delivery), and in 28 countries letter post is covered up to 2 kg. In Switzerland, the up-
per weight limit for basic domestic USO letter post products is 1 kg, in the UK 750 g and in Ireland
100 g. Single-piece parcel post is a USO product in all responding countries. In 18 of the 32 coun-
tries, single-piece parcels up to 20 kg are considered USO products, whereas in 13 countries, only
parcels up to 10 kg are covered. In Portugal, the single-piece parcel post is a USO product up to 2
kg.

In terms of the speed of delivery of letter mail, most countries (18) require the USP to deliver letters
in one day (D+1). However, in eight countries, the fastest letter post product included in the USO
has a longer delivery time, see Table 20. Slower delivery enables the USP to save costs, as overnight
sorting can be avoided and mail items can be consolidated and delivered less frequently, e.g., every
other day instead of every day. Thus, there is an important relationship between delivery speed and
delivery frequency, where the delivery frequency cannot be reduced without also reducing the man-
datory delivery speed. It is worth noting that in all countries where the fastest letter product in-
cluded in the USO has a delivery speed lower than D+1, the USPs also provide express services for
next-day (or even same-day) delivery as a non-USO service.

Table 20
Fastest letter product included in the USO, where delivery speed is lower than D+1

COUNTRY FASTEST-SERVICE CATEGORY LETTER PRODUCT REQUIRED IN THE USO
Austria D+4

Denmark D+1 (newspapers), D+5 (letters)

Finland D+4

Luxembourg D+3

Norway D+3

Spain D+3

Sweden D+2

Romania D+2

Note: Information as per May 2022.

Source:  CE Survey of NRAs.

In 2017, the Finnish USP Posti discontinued the provision of the D+1 service within the USO and
subsequently, merged priority and non-priority letters. The new standard letter became a two-day
delivery time service.>” The Postal Act was again changed in 2017, lowering the delivery time of the
standard letter from D+2 to D+4.>8

27 Posti (2017) Annual Report 2016.
28 Finnish Parliament (2017), LiVM 9/2017 vp: 15 §.
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In 2018, the Norwegian USP Posten merged A- and B-mail into a single type of mail with a D+2
standard delivery speed. Two to four business days is now the standard delivery speed.=

In 2018, the D+1 USO requirement in Sweden was replaced with an obligation to deliver standard
letters within two working days. Regardless of the geographical origin of a letter, at least 95 per cent
of letters should be with their recipient two days after the day of deposit.

In Belgium, the USO speed of delivery and quality obligations are not defined in the law, but in a
royal decree and the USO management contract. In parallel to a change in the postal law in 2018,
the new USO management contract introduced the possibility for bpost to deliver single-piece mail
within three working days (D+3) while keeping a D+1 priority product for postal users who need
next-day delivery. According to a user survey conducted by bpost in 2015, 94 per cent of individuals
would accept D+3 as the standard delivery time.s The introduction of D+3 as the standard delivery
time for single-piece letters (in combination with the launch of non-priority admin mail, and a re-
view of bpost’s direct marketing offering) allowed bpost to adapt its delivery model and introduce
alternate-day delivery.

2.1.2 Minimum delivery frequency requirements

According to Article 3 of the Postal Services Directive, “Member States shall take steps to ensure
that universal service is guaranteed not less than five working days a week, save in circumstances
or geographical conditions deemed exceptional”.

In terms of the delivery frequency for letters, practically all countries still impose the minimum re-
quirement stipulated in the Directive, i.e., delivery five days per week. 23 NRAs reported that they
meet the minimum five days per week frequency of delivery USO requirement set out in the Postal
Services Directive, see Table 21. France, Germany, Malta, and the United Kingdom are countries
where the USP is required to deliver mail six days per week.

Table 21
Delivery frequency of priority letters specified under USO requirements across the
Member States

As a general rule (i.e., excluding exceptional circumstances), how many days of the week does the NRA or gov-
ernment oblige the USP to deliver priority letter post items?

5 days per week AT, BE, BG, HR, CY, CZ, EE, FI, EL, HU, IE, IT, LV, LT, LU, NL, PL, PT, RO, SK, SI, SE, CH
6 days per week FR, DE, MT, UK
Other NO
No specific requirement DK
Note: NO - uses an every other (working day) model. In practice: week 1 - Tuesday + Thursday, week 2 — Mon-

day + Wednesday + Friday.
Source:  CE Survey of NRAs.

29 Posten (2017) Quarterly report 15t Quarter 2018.
30 Bpost (2021), https://bpostgroup.com/sites/default/files/2021-11/2021110 21 roadshow-presentation.pdf
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In Finland, in 2017 the Communications Regulatory Authority allowed for a reduction in delivery
frequency from five to three days per week but limited to areas where a competing network for de-
livery of newspapers five days per week existss:. This effectively gave Posti the opportunity to reduce
delivery frequency in urban areas, which generally have an existing newspaper network, while
maintaining a delivery frequency of five days per week in rural areas:=.

In Denmark, delivery frequency was reduced to one day per week for standard letters in 2018. This
regulatory change allowed PostNord to introduce a new delivery model in which parcels are deliv-
ered five days per week and standard letters are delivered one day per week. Express letters (deliv-
ered the next day) are delivered together with the parcels.s:

In Norway, the National Communications Authority has updated the minimum frequency require-
ments to allow the USP to deliver mail every other workday as of 1 July 2020. As a result, Posten
implemented an alternate-day delivery model in 2020, which in practice means that letters are de-
livered to each household twice per week in one week (Tuesday and Thursday) and three times per
week during the following week (Monday, Wednesday and Friday), see Box 2.

Box 2 Introduction of alternate-day delivery in Norway

In Norway, the government compensates the universal service provider, Posten Norge, for the
net cost of the USO. Since declining mail volumes will continue to cause a financial burden on
Posten Norges4, the level of compensation from the government is expected to increase over
fime. This has led the Norwegian government to assess what the appropriate service level of
the USO should be.

In 2016, the requirement for Saturday delivery was discontinued, effectively reducing the deliv-
ery frequency requirement from six days per week to five days per week. Posten Norway used

this increased freedom and stopped delivering mail on Saturdays. Despite the resulting reduc-
tion in the burden of the USO (and thus public spending on procurement of the provision of fi-

nancially unsustainable postal services), already in 2017 and 2018 additional reductions in de-

livery frequency were discussedss.

In 2017, the Norwegian Ministry of Transport and Communications addressed their concerns
that increasing compensation for the postal service might not be the most efficient use of pub-
lic funds. They stated that due to the level of digitalisation in society, the need to send letter
mail had been drastically reduced. As a result, they suggested that public funds could poten-
tially be more efficiently allocated to other services, such as healthcare or education. With the
goal of ensuring the better financial sustainability of the USO and more efficient use of public
spending, research was done to assess what the appropriate USO scope would be, providing a
trade-off between a high service level and lower public spending.

31 Ministry of Transport and Communications (2017) Act Amending the Postal Code, 614/2017,
http://www. finlex.fi/fi/laki/alkup/2017/20170614
32 This reduction in delivery frequency has not yet been implemented by the USP, Posti.
33 News article, link: https://www.tvenord.dk/artikel/ny-omdeling-fra-postnord-posten-kommer-kun-en-gang-i-ugen

34 Mail volume has dropped almost 80% over the last two decades, with an increasing pace, as an effect of the digitalisation of
society.

35 Parliament decided late 2016 that as of 1 January 2018, Posten Norge was permitted to merge priority and non-priority let-
ter mail into one single mail service with delivery D+2.
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As delivery frequency made up 70% of the USO net cost in 2018, several delivery models were
considered in this process, including models that allowed for different delivery frequencies in
urban and rural areas. This differentiation was intended to account for the higher delivery costs
in rural areas.

In 2019, the Norwegian parliament agreed to a proposal from the ministry fo reduce the deliv-
ery frequency from 5 days per week to 2.5 days per week (i.e., alternating between delivery
two days per week and delivery three days per week over a two-week cycle). The change en-
tered into force in July 2020. Daily newspaper delivery in rural areas (without alternative news-
paper distribution) was ensured after a public tendering process. To compensate for the lower
delivery frequency, recipients may still have their mail delivered to PO boxes (although no sig-
nificant increase in demand has been experienced), and parcels are delivered to service
points five days per week. Moreover, small packets (i.e., “letters” containing goods bought
online) are delivered by Posten Norge daily in urban areas (representing 50 per cent of house-
holds) on a commercial basis).

Posten states that the actual impact on senders has been very moderate, as the standard de-
livery frequency was changed from D+1 to D+2 already in 2018, before the introduction of al-
ternate delivery. In this context, the introduction of alternate delivery only meant that 50 per
cent of mail volumes would be delivered within three days instead of within two days. Similarly,
Posten has not experienced any impact on its mail volumes following the change in delivery
frequency, i.e., it has not triggered additional e-substitution.

The financial impact of the USO changes has been substantial. In 2019, the USO net cost re-
lated to the delivery five days per week was NOK 620 million (approximately EUR 63 million). In
2020, this net cost disappeared after the transition took place in July. However, Posten’s com-
mercially defined service from 2022 onwards is letter mail delivery to pick-up points, increasing
the USO net cost for delivery frequency and point of pick up to NOK 749 million (approximately
EUR 75 million) and increasing onwards. This clearly reflects that even alternate-day delivery will
not be sufficient to ensure a financially sustainable USO in a highly digital (and sparsely popu-
lated) country.

Source:  Copenhagen Economics (2017), Effects of changing the USO in Norway; Posten Norge (2017),
Oppdatert grunnlag til statsbudsjettet for 2018.

The USPs in Italy, Belgium and Sweden have also implemented alternate-day delivery models (Italy
in 2014, Belgium in 2020 and Sweden in 2021) in certain limits while the five days per week deliv-
ery frequency requirement has in principle been maintained in all three countries. Box 3 provides
further details on the implementation of the alternate-day delivery models in Belgium and Sweden.
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Box 3 Alternate-day delivery with five days per week minimum delivery frequency

In Belgium, the new bpost's USO management contract in 2019 allowed for the introduction of
D+3 as the standard delivery speed for letters. The D+3 mail delivery, in combination with an
adaptation of the business offering, allowed for the launch of an alternate-day delivery model.
In 2020, XY delivery was launched nationally in Belgium. In practice, priority mail, registered
mail, parcels, and newspapers are delivered every day on every street or postal round. Non-
priority mail (including administrative mail and advertising) is delivered on half of the streets,
every other day. bpost has not noted any noticeable changes in user satisfaction following
these changes. Neither have the changes had any major impact on employment; the princi-
ple of a fixed round per postman could generally be maintained so far thanks to this system,
which allows a higher density of distribution.

In Sweden, PostNord started to roll out alternate-day delivery in 2021, completing the imple-
mentation in 2022. The delivery model implies that letter mail is delivered every other workday
to each household. Packefs (i.e., letter mail containing goods bought online) are still delivered
every workday to the recipients’ letter box, and parcels are delivered to the collection point
selected by the recipient. The NRA PTS considers that PostNord's new delivery model is com-
patible with the postal regulation’s requirement that the USO shall guarantee collection and
delivery at least five workdays per week since:

e The Postal Services Directive states that each Member State shall act to ensure that the uni-
versal services develop in response to the fechnological, economic, and social environ-
ment and in accordance with users’ needs.

¢ Neither the Directive, nor the Swedish legislation, require that delivery shall take place if
there is no consignment to deliver.

e The Directive defines some basic requirements on the universal service but leaves it to the
Member States to regulate the service level of the service with respect to e.g. delivery
speed, as long as the quality of service requirements for cross-border deliveries are main-
fained.

In this model, Swedish senders still have the possibility of a D+1 delivery in case they are ready
fo pay more. PTS considers that the Postal Services Directive does not require that all of the
itfems are delivered on a daily basis. Instead, PTS considers that the requirements in the Postal
Services Directive and the Swedish Postal Law of collection and delivery on five workdays per
week shall be seen as a requirement for PostNord fo maintain a capacity to be able to collect
and deliver consignments every workday within the delivery time following from the legal qual-
ity and service requirements and PostNord's service contract.As mail volumes decline, so does
the financial sustainability of the universal service obligation. To still require, under those circum-
stances, and with existing quality requirements/service, the contract that PostNord shall visit
every recipient in the entire country five days per week cannot reasonably be considered to
be socioeconomically sustainable.

Considering the assessment of the requirements of the Postal Services Directive, the Swedish
postal regulafion and the development in the Swedish postal market, PTS sees no reason for
Sweden to maintain a requirement of collection and delivery at least five days per week in
cases where there are no consignments to deliver.

Source:  PTS (2019), PTS bedémning av Postnords férslag tll ny utdelningsmodell i forhallande fill kraven i det

postala regelverket
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With respect to non-priority letters and bulk products, most countries (20) require these to be de-
livered with the same frequency as the priority letter products, see Table 22. Still, there are five
countries (Austria, Belgium, Greece, Italy, and Sweden) where non-priority letters may be delivered
less frequently. As reported above, the change in requirements made in Belgium in 2018 (effective
from 1 January 2019) followed a qualitative study commissioned by the Belgian Institute for Postal
Services and Telecommunications (BIPT), which found that users of postal services would generally
agree to a reduction of the delivery frequency for standard letters as long as a D+1 offering re-
mained available.3¢ The BIPT conducted a new survey in 2021 that confirmed that the needs have
evolved and that the USO offering is globally in line with user needs. bpost also conducts regular
satisfaction surveys (via an independent institute) under the supervision of the BIPT. According to
these surveys, no significant change was noticed in satisfaction after or due to the introduction of
D+3 as the standard delivery time for single-piece mail.

Table 22
Reduced frequency of non-priority letters and bulk products permitted by the USO
across the Member States

Does the universal service obligation permit delivery of some non-priority or bulk products fewer days per week
than required for delivery of priority letter post items?

Yes AT, BE, EL, IT, SE
No BG, HR, CY, CZ, EE, FI, FR, DE, HU, IE, LV, LT, LU, MT, PL, PT, SK, SI, ES, UK
Other DK, NO, CH
Note: DK - there is no priority USO product, NO - does not differentiate between priority and non-priority, CH -
there is a certain flexibility when delivering D+3 or bulk letters, given there is no specified quality stand-
ard.

Source:  Source: CE Survey of NRA.

In line with the provision in the Postal Services Directive to allow for exceptions to the delivery fre-
quency requirements, we find that a number of countries make use of the right to grant exceptions.
Most common are exceptions to delivery frequency requirements in areas that are difficult to ac-
cess, such as delivery to mountainous areas, islands, or areas with poor transport infrastructure, see
Table 23.

36 WhysResearch (2017) Een kwalitatieve studie naar consumentenperspectieven binnen de Belgische postale markt; commis-
sioned by the Belgian Institute for Postal Services and Telecommunications (BIPT), https://www.bipt.be/operators/publi-
cation/communication-of-13-february-2017-on-an-overall-analysis-of-the-postal-needs-in-belgium

37 https://www.bipt.be/operators/publication/communication-of-23-february-2021-regarding-the-belgian-postal-end-user
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https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.bipt.be%2Foperators%2Fpublication%2Fcommunication-of-23-february-2021-regarding-the-belgian-postal-end-user&data=05%7C01%7Cmic%40copenhageneconomics.com%7C27ce5c6c4f4343771d8508da792d1f15%7C4b2581bf7b9d416d9a61b938fc304140%7C0%7C0%7C637955532837975355%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=OOuOEE7qqkZ%2B%2BWBXru3Gkt0CGaBkThsI%2F1n6sMf1oj4%3D&reserved=0

Table 23
Exceptions to the delivery frequency of priority letters

Applicable exceptions to priority letter frequency of delivery, due to:

Areas difficult to access, e.g. moun-
tainous areas, islands, areas with AT, BG, EE, FI, FR, NO, RO, SK, SE, UK
poor transport infrastructure

Low population areas, dispersed

. EL, IT
population
USP's employees' health and safety SK UK
endangerment '
Exceptional circumstances LT, LU
No general rule BE, DK, IE, MT, PL, PT, SI
No answer HR, CY, CZ, DE, HU, LV, LI, NL, ES
Note: AT — delivery to community letter boxes in some cases. Fl — exception may not exceed 1.000 households.

IT — through alternate-day delivery system (according to decision n. 395/15/CONS). NL — allows for six-day
delivery for mourning mail and medical mail.
Source:  CE Survey of NRAs.

With respect to parcels, the standard delivery frequency for USO parcels is five days per week in
most countries, see Table 24. Finland, Greece, the Netherlands, and Norway do not have a general
rule for the standard delivery frequency of parcels. In Finland, the motivation for the lack of a man-
datory delivery frequency for parcels is that there is enough competition in the market. However,
parcels must still be delivered within a reasonable time and in compliance with quality standards,
i.e., at least 50 per cent of the consignments must be delivered within the fourth working day and at
least 97 per cent within the fifth day from the date of submissionss.

Table 24

Delivery frequency of parcels specified under USO requirements

As a general rule (i.e., excluding exceptional circumstances), how many days of the week does the NRA or gov-
ernment ensure the delivery of parcels in the universal service?

AT, BE, BG, HR, CY, CZ, DK, EE, HU, IE, IT, LV, LT, LU, PL, PT, RO, SK, SI, ES, SE,
5 days per week

CH, UK
6 days per week FR, DE, MT
No specific requirement FI, EL, NL, NO

Source: CE Survey of NRAs.

We also find that similar exceptions to the delivery frequency of parcels exist as for the delivery fre-
quency of priority letters, see Table 25.

38 Source: Finnish Government (2016), HE 272/2016, section 19.
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Table 25
Exceptions to the delivery frequency of parcels under the USO

Applicable exceptions to the frequency of delivery of parcels, due to:

Areas difficult to access, e.g., mountainous areas, is-

) BG, HR, FR, EL, NO, RO, SK, SE, CH, UK
lands, poor transport infrastructure

Low population areas, dispersed population HR, IT, CH

USP's employees' health and security endangerment SK, UK

Exceptional circumstances LU

None BE, IE, LT, MT, PL

No answer AT, CY, CZ, DK, EE, FI, DE, HU, IS, LV, LI, LT, NL, PT, SI, ES
Note: HR - According to PSA, the USP determines the area in which it does not deliver a parcel to the address

of the recipient, only a notification for handover in the postal office. NO - generally parcels are delivered
to pick-up points.
Source:  CE Survey of NRAs.

The impact of exceptions to the USO minimum delivery frequency requirements is very limited in
terms of the population affected by the exceptions, see Figure 28. Only a few countries (mostly
those with many small islands) reported that more than 1 per cent of their population receives pri-
ority letters at a lower standard frequency than the general requirement. In particular, Italy, Croa-
tia, and Latvia reported that more than 10 per cent of the national population does not receive pri-
ority letters at the standard rate. In Italy, this is due to the alternate-day delivery model that has
been implemented and which according to law may cover up to 25 per cent of the population.
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Figure 28

Approximate share of the population not receiving priority letters at the standard fre-
quency

Percentage of the population

aly

3

2

[10%; 25%) <
[6%; 10%)] '
[1%; 5%] (’
[0%:; 1%)]
0% ‘*_
Nofte: Notes: EE - unknown, very few. FI - Approximately 165 households whose deliveries deviated from the five

days per week frequency in 2021. PL - Data is unavailable. RO - Unknown. Sl — Estimate less than 1%. SE - In
2021, 1.211 households were exempted from five-day delivery. CH — Approximately 0,2% of all households
occupied year-round do not receive delivery at the standard rate. UK - A total of 4.295 delivery points was
reported by Royal Mail to be subject to exceptional circumstances in its 2020-21 report, meaning that they
are not able to receive deliveries to the frequency required under the universal service obligation.

Source:  CE Survey of NRAs.

Compared to the previously investigated period from 2013 to 2016, only Croatia and Latvia display
significant differences in the share of the population not receiving priority letters at the standard
delivery frequency. For Croatia, this share increased drastically from 2 to 3 per cent between 2013
and 2016 to 10 per cent as of 2021. In the case of Latvia, we lack data for the 2013-2016 period. In
response to our questionnaire, the NRA in Croatia reported that 13 per cent of the population did
not receive priority letters at the standard delivery frequency in 2021.

Similar to letters, only a few countries report that more than 1 per cent of their population receives
parcels at a lower delivery frequency than the general standard, see Table 26. Italy and Croatia
stand out as primary examples where 20-25 per cent of the population do not get parcels delivered
at the standard delivery frequency. Whereas the share of the population affected by exceptions to
the standard delivery frequency in Italy has been unchanged since 2017, the NRA in Croatia re-
ported in 2017 that only 1 to 5 per cent of the population was affected by exceptions to the standard
delivery frequency for parcels. In addition, NRAs in Bulgaria, Hungary, and the Netherlands report
that 1 to 5 per cent of the population does not get parcels delivered at the standard delivery fre-
quency.
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Table 26
Share of the population not receiving parcels at the standard frequency

Approximate percentage of the population that does NOT receive delivery of PARCEL items at the standard fre-
quency

20 - 25% HR, IT
5-10% =
1-5% BG, HU, NL
Less than 1% DK, EE, LV, SK, SE, CH
0% AT, BE, CZ, IE, LT, LU, MT, PT, SI
No answer or not applicable CY, FI, FR, DE, EL IS, LI, NO, PL, RO, ES, UK
Note: EE — unknown, very few. SE —In 2021, 1.211 households were exempted from five-day delivery. CH - Ap-

proximately 0.2% of all households occupied year-round do not receive deliveries at the standard rate.
UK = Unknown.
Source:  CE Survey of NRAs.

2.1.3 Requirements on the place of delivery

Article 3, par. 3 of the Postal Services Directive requires as a minimum “one clearance [...] (and)
one delivery to the home or premises of every natural or legal person or, by way of derogation,
under conditions at the discretion of the national regulatory authority, one delivery to appropri-
ate installations.” Delivery to the home or office premises is, in most cases, important for both busi-
nesses and residential users, as well as for both letter and parcel services. In recent years, however,
alternative places of delivery, such as parcel lockers, have grown in popularity (see Section 2.1.4).

In terms of letter mail, countries have adapted the requirements in the Directive to national circum-
stances. When asking NRAs about the legal requirement imposed on the USP(s) with respect to the
mode of delivery of letter post in the universal service, e.g., delivery to the door, to the street, or to
the communal mailbox, virtually all NRAs (21) responded that the USP is required to deliver USO
letters to the letterbox of the addressee. However, based on the answers provided, we found that the
location of letterboxes (e.g., a pigeonhole in an apartment building, on the street, within a reasona-
ble distance of the recipient) may differ between countries and whether the addressee lives in a ru-
ral or urban area. Non-USO letters are normally delivered together with USO letters by the USPs.

Some countries (for example Norway and Sweden) allow USPs to drop letters even further from the
address, e.g., to groups of letter boxes on the roadside 100-250 m away from the recipient. How-
ever, such exceptions are typically applied primarily in scarcely populated areas. Another exception
is Portugal, which allows for letters to be dropped at appropriate “installations” (with previous au-
thorisation from ANACOM).

In terms of parcel delivery, the Postal Services Directive does not specify any requirements for the
place of delivery of parcels. Still, in 21 countries, the national regulation requires parcels to be deliv-
ered without additional charge to the final address (i.e., the basic postal service includes parcel de-
livery to the door), see Table 27.

In Portugal, users pay an additional charge for the delivery of parcels to the home address. If the
user does not pay the charge, the parcel is held at the postal outlet closest to the addressee. This
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means that the USP may offer a ‘basic’ (delivery to the outlet) and a ‘premium’ (delivery to the door)
universal service.

We also observed five countries (Bulgaria, Estonia, Greece, Latvia, and Norway) where parcels are
only required to be held at the postal outlet closest to the addressee. In practice, parcels are also de-
livered to postal outlets in Finland, Romania, and Sweden.

Table 27
Place of delivery for parcels as per legal requirement imposed on the USP

As a general rule, what is the legal requirement imposed on the USP(s) with respect to the mode of delivery of par-
cels in the universal service? E.g., fo the door, to the street or communal mailbox, the possibility to leave the parcel
with a neighbour.

Parcels must be delivered without charge to the ad- AT, BE, HR, CY, CZ, DK, FR, DE, HU, IE, IT, LT, LU, MT, NL, PL,
dressee’s door SK, SI, ES, CH, UK

Parcels must be delivered to the addressee’s door for
an appropriate charge

PT

Parcels are required only to be held at the postal outlet

BG, EE, EL, LV, N
closest to the addressee ¢ ©

Other FI, RO, SE

Note: PT - As a general rule, according to the law, the daily delivery must be made to the home or premises of
the addressee. In practice, users pay an additional charge for delivery to the addressee. Otherwise, par-
cels are held at the postal outlet closest to the addressee. RO — The postal items weighing more than 500
g, as well as registered postal items that could not be delivered to the addressee or the person author-
ised fo receive them, shall be delivered to the contact points of CNPR, only upon the addressee’s nofifi-
cation on the arrival of the postal items. SE — Parcel services are provided at postal outlets.

Source:  CE Survey of NRAs.

In most countries, in practice, parcels are delivered to several different locations, see Table 28. This
reflects well the large heterogeneity in user preferences when it comes to parcel delivery and the
competitive pressure forcing postal and delivery operators to adapt to changing user needs.
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Table 28
The general delivery method of non-USO parcels
DELIVERED TO THE

DELIVERED TO A DELIVERED TO A PAR-
DOODRR:: sAENE AD- POSTAL OUTLET CEL LOCKER
Responded yes 25 24 21
Percentage of all re-
sponding countries 93% 89% 78%
[NRA/USP] [NRA/USP] [NRA/USP]
Austria Yes/Yes -/Yes SA(ES
Belgium Yes/Yes Yes/Yes Yes/Yes
Bulgaria Yes/- Yes/Yes =
Croatia Yes/Yes Yes/No Yes/Yes
Cyprus Yes/- Yes/- Yes/-
Czech Republic Yes/Yes Yes/Yes Yes/Yes
Denmark Yes/Yes No/No No/No
Estonia Yes/Yes Yes/Yes Yes/Yes
Finland -/Yes -/Yes -/Yes
France -/Yes -/Yes -/Yes
Germany Yes/Yes -/Yes -/Yes
Greece = Yes/- 4=
Hungary Yes/Yes Yes/Yes Yes/Yes
Ireland -/Yes -/- -fi
Italy Yes/Yes Yes/Yes Yes/Yes
Latvia = =/ 4=
Lithuania Yes/Yes No/Yes Yes/Yes
Luxembourg Yes/Yes Yes/Yes Yes/Yes
Malta Yes/Yes -/Yes Yes/Yes
Netherlands Yes/Yes -/Yes -/Yes
Norway -/- Yes/Yes 4=
Poland -/Yes -/Yes -/Yes
Portugal -/- -/- =
Romania Yes/Yes Yes/Yes Yes/-
Slovakia Yes/Yes Yes/Yes Yes/Yes
Slovenia Yes/Yes -/Yes Yes/Yes
Spain Yes/Yes Yes/Yes Yes/Yes
Sweden Yes/- Yes/- Yes/-
Switzerland -/Yes -/No -/No

Source: CE Survey of NRAs.
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2.1.4 Retail network density
Article 3, par. 2 of the Postal Services Directive requires universal postal services to be provided in a
ubiquitouss manner: “Member States shall take steps to ensure that the density of the points of

contact and of the access points takes account of the needs of users.”

In response to our questionnaire, 29 NRAs reported that the USP is subject to requirements (direct
or indirect) with respect to network density. These requirements, as well as what type of access
points contribute toward the set density targets, differ significantly across countries, see Table 29.

Table 29

Legal mechanisms to ensure the quality of universal services: density

COUNTRY

Austria

Belgium

Croatia

Cyprus

Czech Re-
public

DENSITY REQUIREMENT

Postal outlets: At least 1.650 postal service points. In communities of
more than 10.000 residents and all district capitals, at least 90% of the
population’s access to a postal service point shall be ensured at a maxi-
mum distance of 2 km or in all other areas at a maximum distance of 10
km.

Letterboxes: In densely settled residential areas, users should be able to
access d letterbox within a maximum of 1 km metres of their residence.

Postal outlets: At least 650 post offices; at least 1.300 postal service
points (including the post offices).

Postal outlets: At least one post office, on average, in an area of up to
80 km?2 or, on average, for a maximum of 6.000 inhabitants. No less than
700 regular post offices on the whole territory of Croatia.

Postal outlets: No number is specified.

Letterboxes: At least one letterbox for every 1.000 inhabitants and at
least one letterbox for every area with less than 1.000 inhabitants.

Postal outlets: At least 3.200 in total. A post office has to be present (i) in
each municipality with more than 2.500 inhabitants, (i) in each munici-
pality with fewer than 2.500 inhabitants, but with at least one of the fol-
lowing: a post and municipal office with building authority, a register of
births and deaths, a basic school with nine-year schooling to 1 January
2013, (iii) not farther than 10 km from each point in the Czech Republic,

TYPES OF
ACCESS POINTS
CONTRIBUTING
TOWARDS
DENSITY
REQUIREMENT

Post offices oper-
ated by the USP
and third-party op-
erated postal ser-
vice points.

Postal offices and
postal service
points.

The density require-
ment is only for reg-
ular post offices.
Other access points
contribute to the
denisity of the postal
network but are not
prescribed in regu-
lation.

Postal offices,
postal agencies,
private postal
boxes, rural postal
boxes, and parcel
lockers.

Post offices.

39 ILe., all citizens should have access to universal postal services on more or less the same terms irrespective of their geo-

graphical location.
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Denmark

Estonia

Finland

France

Germany

Greece

Hungary

Ireland

Italy

(iv) not farther than 2 km from each residential point in municipalities
with more than 2.500 inhabitants.

Letterboxes: One letterbox in each municipality (residential area). If
<10.000 inhabitants: one letter box for every 1.000 inhabitants. If > 10.000
inhabitants: max. 1 km to the nearest letterbox from each point of the
residential area.

Postal outlets: Postal access points should cover the whole country.
However, no exact definition is given.

Users of the postal service who live or are located more than 5 km from
the nearest access point providing universal postal service must be
guaranteed the possibility of using the desired universal postal service
through an access point that can be ordered free of charge on all
working days. The distance of the user’s residence or location from the
access point is measured along public roads.*.

Postal outlets: At least one service point providing universal service in
each municipality.

Postal outlets: Access points for universal service (other than bulk mail)
must be located such that (i) at least 99% of the national population
and (i) at least 95% of the population of each department is less than 10
km from a point of contact and (iii) each town with over 10.000 inhabit-
ants have at least one point of contact per 20.000 inhabitants. There
must be at least 17.000 contact points throughout the national territory.

Postal outlets: 12.000 nationwide; at least one in each city with more
than 2.000 inhabitants; at least one within a distance of 2 km in built-up
areas of cities with more than 4.000 inhabitants.

Letterboxes: at least one within a distance of 1 km in built-up areas.

Postal outlets: One postal outlet for every 1.000 residents.

Collection points, excluding post offices and letter boxes, should be no
more than 5 km “as the crow flies”, i.e., the most direct path, from 95%
of the population and no more than 10 km as the crow flies from 99.5%
of the population.

There must be (i) at least one delivery point per settlement, and

(ii) at least one delivery point per 25.000 inhabitants in settflements with a
registered population of more than 25.000 inhabitants. The USP shalll
maintain a letter box or other means for the undamaged and safe re-
ception of mail in all settlements.

No one must fravel more than 1 km within the town area and more than
3 km in rural areas to post a letter.

Postal outlets: The post office distribution criterion consists of the maxi-
mum distance fravelled to access the service, expressed in kilometres
fravelled by the user to reach the nearest access point.

Letterboxes: The public letterbox distribution criterion is represented by
the average number of residents served by a letterbox in the reference
cluster, where the cluster constitutes the aggregation of the municipali-
ties in consideration of their homogeneity in terms of population.

Postal offices,
postal agencies.

Postal service
points.

Traditional post of-
fices owned by the
USP and postal
agencies managed
by third parties
(town halls and
shops).

Fixed locations
(“post offices”).

Postal offices,
postal outlets, mo-
bile offices, postal
boxes.

Mobile post offices,
permanent postal
establishment.

It can be used for
posting universal
postal services.

Public letter boxes
and postal offices.
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Latvia

Lithuania

Luxembourg

Malta

Netherlands

Norway

Poland

Portugal

Postal outlets: Cities — 1 for every 20.000 residents, rural areas — 1 in each
division of a municipality (parish).

Postal outlets: In urban residential areas: a maximum of 3 km in the
straightest distance between the user's place of residence or domicile.
and the place where the fixed or non-fixed service is provided. In rural
residential areas, at least one fixed or non-fixed place of service provi-
sion in the territory of one eldership (where the universal postal service is
provided at an agreed location for at least 24 months, the requirements
of access point could be not applied in that area).

Letterboxes: At least fixed and non-fixed service points in the urban resi-
dential area. A rural residential area with more than 300 inhabitants must
have at least one public mailbox. If the USP ensures the provision of the
universal postal service af the agreed place of provision of the service in
a rural area, a mailbox intended for public use in that territory may not
be installed.

The density needs to fake into account the users' needs according to
legislation.

Postal outlets: (i) Maltapost should strive to provide a basic counter ser-
vice in every locality throughout Malta and Gozo and as close to the
town or village centre as practical. (ii) The permanent closure or re-siting
of existing postal outlets must follow a specific process. (iii) Maltapost
should guarantee, as a minimum, not fewer than 59 postal outlets
providing access to an efficient and effective basic counter service
throughout Malta and Gozo, in line with the current distribution of postal
outlets.

Public letter boxes:(i) A letterbox as near to each town or village centre
as practical from which collection is made six days a week (i.e. Monday
to Saturday, excluding public holidays) to secure next-day delivery na-
tionwide. (i) In addition, in localities where the population density is
higher than the national average, no fewer than 98% of users or poten-
tial users of postal services should be within 400 m of a letterbox. (li) In
addition, in localities where the population density is lower than the na-
tional average, no fewer than 98% of users or potential users should be
within 800 m of a letterbox.

Postal outlets: A postal office within 5 km for 95% of alll citizens.

Letterboxes: Postal box within 1 km for 5.000+ villages, and within 2,5 km
when living outside those areas.

Yes, at least one USP postal outlet in each municipality.

Postal outlets: At least one permanent postal outlet in each municipality.
One permanent postal outlet per 6.000 residents, on average, in urban
and urban-rural municipalities across the entire country. One postal out-
let per 85 km?2 in rural municipalities across the entire country on an aver-
age basis. The postal outlets should be open every working day, exclud-
ing Saturdays, at least five days a week; if a statutory holiday falls during
the week, the number may be reduced accordingly.

Postal establishments:

1. At the national level, the concessionaire shall guarantee that the av-
erage number of inhabitants per postal establishment is lower than or
equal to 4.600 inhabitants.

Mobile offices,
postal agents and
parcel lockers con-
tribute to network
denisity.

Post offices, mobile
offices, public letter
post collection
boxes.

Letterboxes, offices.

USP branches, sub-
post offices and
public letter boxes.
Parcel lockers also
contribute to the
postal network den-
sity; however, there
is currently no obli-
gation on the usp
to provide parcel
lockers.

Postal offices and
letter post collec-
fion boxes.

Only postal outlets.

Permanent outlets.

Post offices, agen-
cies, and public let-
ter post collection
boxes.
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Romania

Slovakia

Slovenia

Spain

Sweden

Switzerland

2. At the national level, the concessionaire shall guarantee one postal
establishment within a maximum distance of six km from the place of
residence for 95% of the population.

Letter boxes:

At the national level, the concessionaire shall guarantee that the num-
ber of inhabitants per geographic point of access to a letterbox is lower
than or equal to 1.100 inhabitants.

2. Taking into account the urban or rural nature of covered areas, the
concessionaire shall guarantee that the number of inhabitants per point
of access to a lefterbox is lower than

or equal to:

a) 1.767 inhabitants per letterbox in predominantly urban areas:

b) 881 inhabitants per letterbox in moderately urban areas;

c) 492 inhabitants per letterbox in predominantly rural areas.**

Postal outlets: A single fixed point of access and contact in each basic Fixed point of ac-
administrative-territorial unit (communes or cities), served by staff, in cess and contact
which postal items may be presented or delivered. At least one access served by staff;
point was not served by staff in each locality of the territory of Romania. street mailboxes.

Postal outlets: The distance of any inhabited place of a continuously
built-up part of the municipality, which has at least 25 inhabitants, to the
nearest post office is at most 10 km. One post office in each municipality
with (i) more than 2.500 inhabitants and (i) fewer than 2.500 inhabitants,
and at the same time provides services for an area/municipality with
more than 3.500 inhabitants. In a municipality with more than 20.000 in-
habitants, there is at least one post office for every 20.000 inhabitants.

Letterboxes: In a municipality with a population of 500 to 1.000 inhabit-
ants, there is one letterbox, if the nearest letterbox is in the municipality,
which is more than 5 km away from it. There is at least one letterbox in a
municipality with a population of 1.001 to 3.000. In a municipality with a
population of 3.001 to 30.000, there is at least one letterbox for every
3.000 inhabitants. There are at least ten letterboxes in a municipality with
a population of over 30.000, and there is at least one letterbox for every
5.000 inhabitants with a population of over 30.000.

Postal outlets: (i) at least one contact point (post office or contract post Post offices and
office) in each municipality, (i) for 95% of the population the air dis- contract post of-
tance to the nearest contact point does not exceed 4,5 km, {iii) all resi- fices.

dents with more than 4,5 km of air distance to the nearest contact point

can order free re-delivery of undelivered consignments as part of regu-

lar delivery, (iv) all residents who have more than 4,5 kilometres of air dis-

tance to the nearest contact point can order the delivery of all ship-

ments and pay postage for all delivered shipments at home or at the

premises of any natural or legal person directly to the courier, within its

patrol order and (v) all residents who have more than 4,5 kilometres of

air distance to the nearest contact point can order delivery and deliv-

ery of postal items to the courier at a pre-agreed location and time of

the stop, within the delivery schedule.

Postal outlets: A minimum number of access points, conveniently distrib- Admission mail-

uted, where senders can send postal items. boxes, postal of-
fices and mass ad-
mission points.

No exact requirement is defined, but the network should "appropriately
take the needs of the users info account"

Postal outlets: (i) Time criteria: The USP must operate a nationwide post Only served access
office network. Moreover, a post office or a post agency must be avail- points.
able within a reasonable distance, i.e., within 20 minutes by public
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United King-
dom

Note: * All requirements are set by regulation of the ministry of economic affairs and communications:

fransport or on foot for 90% of the population in each canton of Switzer-
land. In the area of house service, 90% of the population in each canton
must have access within 30 minutes by public transport or on foot to the
next post office or post agency. (ii). Density criteria for cities and conur-
bations: One access point will be guaranteed for every 15.000 inhabit-
ants or workers.

Postal outlets: The premises of not fewer than 95% of users of postal ser-
vices are within 5 km of an access point capable of receiving the larg-
est postal packets and registered items. In all postcode areas, the prem-
ises of not fewer than 95% of users of postal services are within 10 km of
an access point capable of receiving the largest postal packets and
registered items.

Letterboxes: A letterbox within half a mile (i.e. roughly 0.8 km) of the
premises of not fewer than 98% of users of the postal services.

Https://www riigiteataja.ee/akt/1210120220142leiakehtiv; ** Full requirements for Portugal are listed in the
ANACOM Decision, 15 September 2017, on pages 46-51: https://www.anacom.pt/streaming/FinalDeci-

sion15sept2017DensityNetwPostal.pdfecontentld=1419620&field=ATTACHED_FILE.

Source:  Questionnaire to NRAs.

The average density of the post office network across the EU in 2021 was 3,5 post offices per 10.000
inhabitants, see Table 30. Cyprus stands out as having the densest network, with over 20 post of-
fices per 10.000 inhabitants. Cyprus was also the country with the densest network of postal outlets
in 2013. At that time, the post office network in Cyprus had about 13 post offices for every 10.000
inhabitants. Austria, Belgium, Germany, Greece, Lithuania, Luxembourg, Malta, and the Nether-
lands all had postal networks that fell below the EU average network density in 2021. In particular,

Belgium, the Netherlands and Lithuania had the least dense postal networks, with up to 0.8 post

offices for every 10.000 inhabitants in 2020. In this context, it should be noted, however, that both
Belgium and the Netherlands are particularly densely populated countries. Therefore, even a less
dense network in terms of the number of postal access points per a certain number of inhabitants

may be considered sufficient, as all citizens can reach a postal service point within an acceptable

distance/time. The comparatively low post office density in the Netherlands is also the result of a
government decision in 2015, enabling a reduction in postal outlets by 50 per cent, from 2.000 to

1,000. This case was described in depth in the previous study on the main developments in the

postal sector (2013-2016).
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Table 30
The density of postal access points network 2013-2021

The number of post offices per 10.000 inhabitants

Country

AT
BE
BG
HR
CY
CZ
DK
EE
Fl
FR
DE
EL

EU 27

Note:

Source:

2013

2,24
1,21
4,09
2,39
13,07
3,16
1,39
2,56
2,42
2,60
1,63
1,32
2,71
4,51
2,79
2,23
3,05
2,43
2,16
1,54
1,30
2,80
2,07
2,33
2,79
2,94
2,70
1,99
6,39
2,78
1,83
2,87

2015

2,09
1,20
4,14
2,40
12,96
3,16
1,96
2,49
2,55
2,57
1,62
1,32
2,68
4,38
2,67
2,15
3,12
2,26
2,03
1,55
1,21
2,71
1,94
2,25
2,83
2,93
2,68
1,93
6,75
2,67
1,80
2,87

2017

2,06
1,18
4,20
2,45
12,79
3,13
1,79
5,78
2,56
1,57
1,26

2,14

1,92
1,73
1,50
1,02
2,56
1,99
2,30
2,84
2,90
2,51
1,86
1,98
2,56
1,77
3.17

2019

2,00
11,15
4,25
2,49
12,48
3,10
2,37
6,36

2,54
1,54
1,12

1,25
1,81
1,42
0,94
2,52
2,01
2,31
2,84
2,83
2,34
1,81
2,12
2,48
11,73
3,15

2021

1,96
1,13
4,30
2,52
12,20
4,89
2,50
6,18

2,52
1,58

0,84
1,32
0,88
2,46
2,02
2,29
2,87
2,67
1,78
2,12
2,37
1,69
3,45

Change
(2013-2021)

-13%
-6%
5%
5%
-7%
54%
80%
141%
-3%
-5%
-17%**

-65%
-21%**
-14%
-32%
-12%
-3%
-2%
3%
-9%
-14%**
-12%
-67%
-15%
-8%
20%

* does not include alternative access points from partner offices (in 2021: around 13400 or 2.25 points per
10k inhabitants) which provide a limited set of services; ** These values show the percentage change

from 2013 to 2020.

CE Survey of NRAs, UK post office data from the House of Commons library, Report “Post office numbers”

2022, Eurostat.

For 19 of the investigated countries, the number of postal access points declined in the 2013-2021
period. In seven countries, the number of postal access points increased between 2013 and 2021,

which is likely due to an expansion in partner-operated pick-up and drop-off points (PUDO) in re-

sponse to the increased demand for parcel delivery.
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In many countries, postal access points now include both postal outlets owned and operated by the
USP as well as partner-operated PUDO points, see Figure 29.

Figure 29
Share of postal access points operated by USPs, 2021

Share of the total number of post offices
50%)

—w
7

100% 100% 100% 100% 99% 9gg

94%

69%

62%  60%
0% 55% 50
% 47%
% 393
°  35%
24%  23%
9% 8%
1%
HR CcY T Lv BG SK HU N PL MT EL* BE C1 FR CH EE PT AT SE DE NO NL UK
Il Number of Postal Outlets Operated for USPs by Others (e.g. angencies) Number of Postal Outlets Operated By Employees of USP(s)
Note: 2021 data when available; the countries with an asterisk contain 2020 data. IT - does not include alterna-

tive access points from partner offices (in 2021: around 13400 or 2.25 points per 10k inhabitants) which pro-
vide a limited set of services
Source:  CE Survey of NRAs.

The trend of postal operators outsourcing the operations of their service points has continued in the
2017-2021 period. In 2021, only postal access points in Croatia, Cyprus, Italy, and Latvia were fully
owned and operated by the universal service provider. In Norway, the USP only operated 1 per cent
of the post access point network, and in the Netherlands, the USP does not operate any own access
points. In Denmark, the last USP-operated post office was closed in 2019, see Box 4. In the United
Kingdom, postal access points are fully owned and operated by The Post Office Limited, which is an
entirely separate entity from Royal Mail, the USP in the UK.
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Box 4 Transformation of the network of postal service points in Denmark

In Denmark, the scope and standards of the Universal Service Obligation (USO) are set by the
state in the form of legislation in the postal law (“Postloven”) as well as in a few associated ex-
ecutive orders. Additionally, an individual agreement exists with the USP (currently Post Dan-
mark A/S, a subsidiary of PostNord AB) and the NRA (the Danish Transport, Housing, and Con-
struction Authority). The individual agreement outlines detailed terms to apply throughout the
contract period.

The individual agreement between the NRA and PostNord outlines the following with respect to
the network of service points in Denmark:
1.  PostNord is required to establish/maintain a nationwide network of service points

2. The service points are to be located following customer needs, i.e., from an assessment of
where most postal customers are present, typically grocery stores and other retail shops.
Thus, service points offering all types of services required by the USO are to be placed in
two steps:

(i) Service points should be placed where there is demand for the full range of services.
(ii) Additional full-fledged service points should be placed to ensure geographical disper-
sion.

3. Some special requirements apply to service points on small islands (although there are cir-
cumstances under which PostNord can deviate from these requirements, e.g., if it is not
feasible to maintain a service point due to a substantial decline in volumes).

Neither the Postal Law nor the individual agreement specifies requirements for the number of
service points, a minimum distance to service points, or the like, making the contract quite flexi-
ble.

PostNord's service points can be divided into two categories: 1) personal service points and 2)
self-service and online service points. Personal service points consist of (i) PostNord's own ser-
vice points and (i) service points at partners’ locations (typically grocery stores) where all ser-
vice types required under the USO are provided, and (iii) stores with a postal function where
selected service types (typically delivery and distribution of letters and parcels as well as stamp
purchases) are provided. Self-service points and online services consist of (i) parcel lockers
(“Pakkeboksen”), (i) Online Porto and Mobilporto (alternatives to stamps).

While the number of access points for parcel delivery is high and stable (likely due to e-com-
merce), the general tendency is for the number of personal service points to decrease. We
also note that the last post office operated by PostNord itself closed in 2019, meaning that the
network of postal access points now only consists of partner-operated outlets, parcel lockers,
and post-self vending machines.
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Danish network of postal access points

Number of access points, 1994-2020
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Il USP owned post offices I Shops with postal services
Full-service post offices run by external partners Bl Parcel lockers & post-self vending machines
Shops with limited postal services

Note: Full-service post offices run by external partners offer all USO products. Shops and post offices offering limited services generally provide parcel
pick-up and drop-off services. Shops with a postal function are run by a local retailer. It will normally be possible to hand in letters, hand out notified
consignments (letters and parcels), and purchase stamps in these shops.

Source: Trafik-og Byggestyrelsen — Posthusnettet; https://www.trafikstyrelsen.dk/da/Post-og-k%C3%B8rekort/Styrelsens-arbejde-paa-postomraadet/Post-
virksomhederne#posthusnettet

In the individual agreement between the NRA and PostNord, it is stated that if PostNord consid-
ers shutting down a postal service point, it must organise a hearing that includes local stake-
holders. Moreover, PostNord is required to report to the NRA once a year regarding present
and expected future developments in the network of service points. As such, there are no strict
requirements with respect to the geographical location of the delivery points, nor is PostNord
being measured against such requirements.

Source: Transport-, Bygnings- og BoligministerietLBK nr 1040 af 30/08/2017 Bekendtgerelse
af postlov; Transport-, Bygnings- og Boligministeriet BEK nr 727 af 24/06/2011 Bekendtgerelse
om postbefordring og postvirksomheder; Transport-, Bygnings- og Boligministeriet BEK nr 725 af
24/06/2011 Bekendtggrelse om en udligningsordning til finansiering af befordringspligten; Tra
fik-og Byggestyrelsen, Individuel tilladelse fil Post Danmark A/S https://www.postnord.dk/site

assets/pdf/om-os/individuel-tilladelse.pdf.

Another important trend in the 2017-2021 period is the growth of parcel lockers. Between 2017 and
2021, the number of parcel lockers owned by USPs increased by 71 per cent in the 16 countries
where the USP provided us with data on this topic. On average, there were more than 50 parcel
lockers per 1 million inhabitants in the countries investigated in 2021. Countries where the number
of parcel lockers grew substantially in the 2017-2021 period are Denmark, Finland, Germany, Nor-
way and Sweden, see Table 31. In Spain, the number of parcel lockers operated by the USP in-
creased significantly between 2017 and 2018, remained stable until 2020, and was thereafter re-
duced again in 2021 to a level below that in 2017. The parcel locker network operated by the USP in
Spain is currently being revised and resized according to efficiency criteria and user needs. The
number of parcel locker locations is therefore decreasing, but the capacity (compartments for par-
cels) per locker is increasing.
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Table 31
Evolution of parcel lockers owned by USPs per 10.000 inhabitants, 2017 - 2021

Country 2017 2018 2019 2020 2021 (2:1“:_';%: 1
AT 0,35 0,40 0,44 0,51 0,55 58%
BE 0,13 0,16 0,22 0,33 0,44 226%
BG - - - - -

HR - - - - 0,28
CcY - - - - -
Ciz - - - - -
DK 0,78 0,77 1,06 2,52 2,98 281%
EE 1,02 1,86 1.89 1,90 2,03 99%
Fl 0,90 1,82 3,00 3.73 4,13 357%
FR 0,05 0,06 0,06 0,07 0,07 37%
DE 0,39 0,45 0,53 0,80 1,05 170%
EL - - - - -
HU 0,05 0,05 0,05 0,05 0,05 3%
IS - - - - -
IE - - 0,02 0,10 0.11
IT - 0,05 0,06 0,06 0,06
LV - - - - -
LI - - - - -
LT - - 0,58 0,96 1,02
LU 1,42 1,51 1,68 1.87 2,06 45%
MT 15,49 16,80 18,76 18,00 20,00 29%
NL - - 0,07 0,08 0,12
NO - - - 0,32 519
PL 0,01 0,01 0,05 0,06 0,05 447%
PT 0,00 0,01 0,01 0,07 0,13 2583%
RO - - - - -
SK 0,08 0,08 0,12 0.23 0,27 221%
S 0,12 0,12 0,12 0,11 0,11 2%
ES 0,67 1,10 1,10 1,08 0,60 -10%
SE - - - - 1.25
CH 0,11 0,13 0,18 0.21 0,23 110%
UK = = = = =
EU 27 0,32 0,37 0,41 0,51 0,55 71%
Note: Number of parcel lockers per 10.000 inhabitants.

Source:  CE Survey of USPs, Eurostat.

One interesting observation is that all Nordic countries today have very dense networks of parcel
lockers (<100 lockers per million inhabitants). This is most likely due to the fact that the Nordic
countries have a tradition where consumers are used to picking up their parcels at postal service
points instead of getting them delivered to the door. Parcel lockers are thus a logical complement to
the already-existing PUDO infrastructure in these countries.

In addition to the provision of delivery to parcel lockers, several USPs also provide services through
mobile post offices. In 2021, eight NRAs reported that the USP had mobile post offices. The number
of routes served by mobile post offices differs significantly, from one delivery route in Portugal to
more than 5,900 delivery routes in Spain.
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2.1.5 Impact of changes to the USO on vulnerable users

Whereas reductions in different dimensions of the USO scope might have the potential to reduce
USO net costs and thereby the need for the state to compensate the USP for providing its public ser-
vice mission, there is also a risk that reductions in the USO have negative effects on some users of
postal services. When considering adjusting the USQ, it is therefore of utmost importance for regu-
lators and other policymakers to make a comprehensive assessment of the likely impacts of such
changes.

In relation to the changes in delivery speed (2018) and frequency (2020) in Norway, for example,
the Norwegian Ministry of Transport and Communications singled out specific needs and specific
customers who would be disproportionally hurt by the changes in service levels. With respect to the
abolishment of D+1 deliveries from the USO, laboratories sending blood samples were identified as
such a customer group. As a result, Posten developed a special service for customer groups in need
of overnight delivery (a D+1 delivery service, slightly more expensive than the original USO service).
Similarly, in relation to the reduction of delivery frequency in 2020, delivery of materials for the
blind and newspaper delivery six days per week in most rural areas were identified as critical needs
that would not be sufficiently served under the reduced USO. As a result, the Norwegian govern-
ment tendered newspaper delivery in rural areas (one tender for delivery Monday to Friday and a
separate tender for delivery on Saturdays, as the Saturday delivery tender process was already in
place since 2016 when Posten went from six to five delivery days per week). Whereas Posten won
the tender for delivery from Monday to Friday, a competing operator won the tender for Saturday
delivery. The compensation to Posten for carrying out newspaper delivery from Monday to Friday
(on the days not covered by the normal distribution scheme) amounted to NOK 125 million per year
in 2019 and 2020. Compared to a net cost compensation of roughly NOK 600 million per year for
delivery five days per week, this has saved Norwegian taxpayers about NOK 475 million (approxi-
mately EUR 48 million) per year since 2020. With respect to delivery of braille material, this tender
was also won by an alternative delivery operator.

We asked NRAs across Europe what percentage of the population they expect would not get letters
and parcels, respectively, delivered at the standards of the USO, if there were not a USO in place.
We also asked NRAS what products, services, geographical areas, or user groups they expected
would not be provided with a minimum level of service by market forces, see Table 32.

The answers provided vary significantly across countries. Interesting, however, is that there are sev-
eral countries where the NRAs do not perceive a significant risk — or only perceive a risk of insufficient
service provision for very specific products or geographical areas — and where the USO nevertheless
is defined much more broadly. In these countries, there could be a case for reducing the size of the
USO to reduce the financial burden on the USP without creating an adverse impact on users.
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Table 32

Vulnerable users in each country

Country

Austria

Belgium

Bulgaria

Croatia

Cyprus
Czechre-

public

Denmark

Estonia
Germany
Hungary

Italy

Percentage of the population
at risk of not receiving let-
ters or parcels at the stand-
ards of the universal services

Letter post Parcels
(% pop) (% pop)
15% 5%
Very low Very low
More than 5 %
>1 % >1 %
Almost 0 Almost 0
~3 % for un-
registered

mail; ~ 1% for
registered mail

The products or elements of universal service for
which there is a significant risk that a minimum level
of universal service will not be provided by market forces

No significant risk at the moment

The 5-day delivery frequency could be at risk and be re-
placed by the alternate-day delivery.

The whole scope of ups is guaranteed.

Delivery frequency (which means delivery speed, too) for
all mail services due to lack of competition in the mail
segment.

Special services for the blind, delivery frequency, delivery
to remote areas.

Non-priority letters, delivery frequency, delivery to each
household.

Delivery of letters and small parcels in thinly populated ar-
eas, delivery of items for the blind, cross-border letter ser-
vice.

No risks
Unknown

5-day delivery frequency

Territory or users for which there is a significant risk that a
minimum level of universal services might not be provided by market
forces

No significant risk at the moment

No

Isolated rural areas.

Users in rural areas, especially in mountainous and island areas, would
experience lower quality, but not a complete cessation of postal traf-
fic. A more significant issue is related to user groups, especially the el-
derly and disabled people.

Home delivery to some rural areas

Mountainous areas

Smallislands, thinly populated areas, items for the blind

No

Unknown

No

Isolated rural areas
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Latvia

Lithuania

Malta

Nether-
lands

Norway

Poland

Portugal

Romania

Slovakia

Slovenia

Sweden

Switzer-
land

United
Kingdom

Source:

30%

1%

N/A

N/A

Less than 1%

N/A

N/A

N/A

CE Survey of NRAs.

30%

3%

N/A

Less than 1%

N/A

N/A

N/A

Currently no such risks

5-day delivery frequency, rural areas, special services for
the blind

The quality of letter mail could be impacted.

Special services for the blind, delivery in rural and remote
areas, lower frequency of delivery

Special services for the blind, 3+2 days (every other week)
delivery in the personal letter box

No significant risk in this area

5-day delivery frequency in rural areas;
clearance of single-piece items in rural areas.

N/A

Special services for the blind, insured letters, 5-day deliv-
ery frequency, delivery to remote areas.

5-day delivery frequency and geographic coverage;
and products for the blind and partially sighted.

N/A
(Sweden secures the provision of special services for the
blind through procurement)

The scope and structure of the post office network, the
frequency of letter delivery and the type of delivery in the
periphery would be reduced.

Not possible to estimate accurately without detailed re-
search

Rural areas, disabled people

No

Dutch island, Biesbosch (nature reserve), small villages in densely-pop-
ulated provinces

Especially rural remote areas, but because of the decline in letter vol-
umes, also less rural areas.

No

Isolated rural areas, isolated islands.

No

Probably some isolated rural areas

N/A

E.g. the archipelago, islands in lakes and rural areas that are sparsely
populated.

Unknown

The scope of the USO has been defined in such a way as to match
the services that would not otherwise be offered at a uniform tariff
across the whole territory.
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2.2 QUALITY OF SERVICE REGULATION AND
MONITORING

According to Article 16 of the Postal Services Directive, Member States may define quality of service
standards for domestic mail delivery, in particular regarding transit times, regularity, and reliability
of services. For intra-EU cross-border services, Member States must ensure compliance with stand-
ards contained in Annex II of the Postal Services Directive. These requirements also provide some
boundaries for domestic transit times.

In this section, we analyse the status and important developments 2017-2021 with respect to quality
of service monitoring performed by NRAs across the EU.

2.2.1 Quality of service monitoring

Under Article 16 of the Postal Services Directive, Member States must ensure that quality of service
standards are set for domestic universal services. In addition, Member States must arrange for in-
dependent and annual performance monitoring where the results are published. Typically the task
of monitoring and publishing results about the quality of postal services is conducted by the NRAs.

In response to our questionnaire, 16 NRAs reported that they set quality targets and/or minimum
standards for the USP. 15 NRAs also report that they perform annual measurements of the quality
of service. None of the NRAs monitors the quality of service for non-USPs. Most NRAs also report
that they have the ability to fine or impose other remedies on the USP if quality targets are not
achieved, see Table 33.
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Table 33

Quality of service monitoring by NRAs

COUNTRY

AT

BE
BG
HR
CY

Cz

DK
EE
Fl

FR

Lv

LI
LT

LU

MT
NL

IS THERE AN
ANNUAL

IS THERE AN ANNUAL

DOES THE NRA SET MEASUREMENT PUBLICATION OF RESULTS

MONITORING STAND-
ARDS?

No

No

Yes, quality targets
No

Yes, quality targets

Yes, quality targets
and minimum require-
ments

Yes, quality targets
No
n/a

Other

No
Yes, quality targets
No
n/a
Yes, quality targets
Yes, quality targets
Yes, quality targets
and minimum require-
ments
n/a
Other
Yes, quality targets
and minimum require-
ments
Yes, quality targets
No

OF THE QUAL-
ITY OF SER-
VICE BY THE
NRA?

Yes

Yes
Yes
No
Yes

No

Yes
Yes
Yes

Other

No
Yes
Yes
n/a
Yes
Yes

Yes

n/a
n/a

No

Other
No

ON THE QUALITY OF SER-
VICE
MONITORING BY THE NRA?

Yes

Yes
Yes
Yes
Yes

Yes

Yes
Yes
Yes

Other

Yes
Yes
No
n/a
Yes
Yes

Yes

n/a
Yes

Yes

Other
No

CAN THE NRA
FINE THE USP(S)?

No

No
Yes
Yes
Yes

Yes

Yes
Yes
Yes

Yes

No
Yes
Yes
n/a
No
Yes

Yes

n/a
Yes

Yes

Yes
Yes

CAN THE NRA IMPOSE OTHER REM-
EDIES?

No

Yes
No
Yes
n/a

Yes

No
Yes
Yes

Yes

No
Yes
Yes
n/a
Yes
Yes

Yes

n/a
Yes

Yes

Yes
No

QUALITY MEASUREMENT
METHOD

Other

Panel with manual reporting

Panel with manual reporting

Panel with manual reporting
Other

Panel with manual reporting

Panel with RFID technology
Panel with manual reporting
n/a

Other

n/a
Panel with manual reporting
Panel with RFID technology
n/a
Panel with manual reporting
Panel with manual reporting

Panel with manual reporting

n/a
n/a

Panel with RFID technology

Panel with manual reporting
Panel with RFID technology

THE USED OTHER MEASUREMENT METHOD

Measurement method in compliance with
CEN 13850 norm is used

CEN 13850 and CEN 14508
Quality standards with a time limit.

The quallity of service is measured accord-
ing to the CEN European standards when
they exist (e.g. EN 13850 for single-piece pri-
ority mail) or on computerised, explicit, and
auditable methods (e.g. Based on a frack
and trace information system for registered
letters and parcels).
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NO

PL
PT
RO
sk
sl

ES

SE
CH
UK

Note:
Source:

Yes, quality targets
and minimum require-
ments

No
Yes, quality targets
Yes, quality targets
Yes, quality targets
Yes, quality targets

No

No
Other
Yes, quality targets

No

Yes
Other
No
Yes
Other

Yes

No
No
Other

No

Yes
Yes
Yes
Yes
Yes

Yes

No
Yes
Yes

Yes

Yes
Yes
Yes
Yes
Yes

Yes

Yes
No
Yes

Yes

Yes
Yes
Yes
Yes
Yes

n/a

No
Yes
Yes

Panel with manual reporting

Panel with manual reporting
Other
Other
Panel with manual reporting
Panel with RFID technology

Other

Panel with manual reporting
Panel with RFID technology
n/a

Panel with manual reporting for standard
letters.
Panel with RFID technology for registered
letters and registered domestic parcels
(paquete azul)

"n/a" appears when an answer was not provided. AT - The measurement method is in compliance with the CEN 13850 norm is used. CY — Quality standards with time limit are used.

CE Survey of NRAs.
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The results of the quality of service monitoring by the NRA are published annually for 24 of the sur-
veyed countries and biannually in Malta. Most NRAs reported setting monitoring standards for de-
livery at least in terms of transit (routing) time as well as reliability of services (e.g. share of lost
items), see Table 34.

Table 34
Measurements to ensure the quality of universal services

WHAT PARAMETERS ARE IN-
CLUDED IN THE MONITORING SYS-

TEM? ARE THERE
CONSIDERA-
COUN- Wait- THE "OTHER" TIONS TO MON-
TRY On- ing Failed MEASUREMENT SPECIFIED ITOR THE
time time deliver. Othe QUALITY OF
deliv- at the jes r RETURNS?
ery post
office
Re-
sponded 27 4 5 5 1]
yes
Percent-
age of all 84% 13% 16% 16% 0%
countries
Austria Yes No No No
Belgium Yes Yes No No
Bulgaria Yes No No No
. Yes No NG Yes EII\H412Comp|ointshond|ingprin— N/A
Croatia ciples
Cyprus Yes No No No No
h Re-
Czec.: © No No No No No
public
Denmark Yes No No N/A No
Estonia Yes No No No
Finland Yes Yes No
France Yes No No Yes No
Germany Yes No Yes No No
Greece Yes No
Hungary Yes No Yes Yes Damage No
Italy Yes Other No No
Latvia Yes Yes No No No
Lithuania Yes No No No No
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Luxem-

Yes No No N/A
bourg
Malta Yes No Other No No
Nether- Yes N o -
lands
Norway Yes No No N/A N/A
Poland Yes No No No
Portugal Yes Yes No No No
Romania Yes No No No No
M rement of tomer satis-
; Yes No No Yes SEBUTEMERI @i CUSIBITEST SEifl No
Slovakia faction separately.
Real time of deli n
. Yes No No Yes eal time of delivery and N5
Slovenia whether targets are met.
Spain Yes Yes Yes NoO
Sweden Yes No No No No
Switzerland Yes No Yes No

Source:  CE Survey of NRAs.

2.2.2 Product scope of quality measurement

Quality standards are in place over postal products in every country. Quality standards over basic
letter post products (FSC and SSC, domestic) is the most frequently measured quality standard,
which is consistent with what was seen in the previous study covering 2013-2016, see Table 35.
In comparison, it is less common for quality standards to be imposed on bulk letter products. In
2022, only six countries reported that they have such standards for bulk letters, slightly less than
the nine countries that reported having these standards in 2017.

Although single piece parcel post (domestic) and cross border parcels are defined as a USO product
in nearly every country, only 14 and seven countries respectively have quality standards specified by
law for these products. This is less than the 21 NRAs that reported quality standards specified by
law for single piece parcel post in 2017.

Cross border letter post also commonly has quality standards specified by law when the product is
part of the USO, with a few exceptions, namely Bulgaria, Denmark, Estonia, France, Latvia, the
Netherlands, Poland, Slovakia, Spain, and Switzerland. Very few countries define direct mail as a
USO product and no countries define express services as a USO product, therefore few countries
have monitoring standards associated with the delivery of these products. Similarly bulk parcel
products are not typically covered by quality monitoring standards.
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Table 35
Services defined as a universal service and quality standards specified by law
Are quality standards specified by law? (Yes/No/Other than Art. 16)

BASIC BASIC
BASIC CROSS- CROSS-
L::TER POST LETTER POST BULK REGISTERED INSURED DIRECT MAIL PUBLICATIONS PARCEL POST BULK BORDER BORDER
(FSC, DOMES- (SSC, DOMES- LETTERS MAIL MAIL (DOMESTIC) PARCELS LETTER POST PARCELS
TIC) TIC)

AT Yes Yes Yes

BE Yes No No No No No No No Yes No
BG Yes Yes Yes Yes No Yes No No
HR Yes Yes Yes Yes Yes Yes Yes Yes Yes
CY Yes Yes

Ciz Yes Yes Yes Yes Yes Yes Yes
DK Yes Yes Yes Yes Yes Yes Yes No No No
EE Yes Yes No No No No No
FI Yes

FR Yes Yes No Yes No No No Yes No No
DE Yes Yes Yes Yes Yes Yes Yes Yes
EL Yes No No No No No No No No Yes No
HU Yes Yes Yes Yes Yes No Yes Yes Yes No
IE Yes No Yes Yes
IT Yes Yes Yes Yes Yes Yes Yes Yes Yes
LV Yes Yes Yes No Yes No No
LT Yes Yes Yes Yes Yes Yes No
LU Yes Yes No No No No Yes No
MT Other Other Other Other Other Other Yes Yes
NL Yes No No No No No
NO Yes Yes

PL Yes Yes Yes Yes No No
PT Other Other Other Other Other Other Other Other Other Other
RO Yes

SK Other Other Other Other Other Other No No
S| Other Other Other No No Other Other

ES No No Yes Yes No No
SE No Yes No No No Yes No
CH Other Other No No No Yes No No No
UK Yes Yes Yes Yes Yes Yes Yes

Note: Quality standards refer to the monitoring as stipulated by Art. 16 of the Directive 2008/6/EC. Products included in the product scope of the USO are filled in grey. Blanks appear when an answer was not provided.

Source:  CE Survey of NRAs.
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2.3 COMPLAINTS AND USER SATISFACTION

In the 2017-2021 time period, changes were made to four legal frameworks dealing with consumer
protection, also affecting postal services. More specifically, Directive (EU) 2019/2161 of the Euro-
pean Parliament and the Council amended Council Directive 93/13/EEC (Unfair Contract Terms),
Directive 98/6/EC (Price Indication), Directive 2005/29/EC (Unfair Commercial Practices) and Di-
rective 2011/83/EU (Consumer Rights) regarding better enforcement and modernisation of EU
consumer protection rules.

The deadline for the Member States to adopt and publish national measures transposing this Di-
rective into national law was 28 November 2021. The objective is for this legal framework to ensure
better and more transparent conditions for users regarding prices and complaint processes and
more efficient implementation and modernisation of EU consumer protection rules. Still, European
postal regulators (through the ERGP) have called for further clarification of the position of postal
service consumers (senders and recipients) and their rights following the growing e-commerce take-
up and the transition from a sender-oriented to a receiver-oriented market where the recipient is
increasingly becoming a customer through internet platforms. According to the ERGP, this market
development calls for a redefinition of consumer protection regulations, as the recipient (who does
not have any contractual relationship with the delivery operator) usually pays postage in advance
and is the one who will be directly affected if the item in question is not delivered on time or arrives
with transport damages.

In the following section, we shed light on important developments in user satisfaction with postal
services and the development in complaints and complaints handling procedures. We also assess
the need for any changes to the current regulatory framework necessary to ensure sufficient protec-
tion of users of postal services in the future.

2.3.1 The importance of understanding developments in user needs

The evolution of user needs is an important aspect to consider when analysing complaints and user
satisfaction in the postal sector. For example, if user needs are shifting more towards parcel deliv-
ery, this means that consumers are more likely to complain about parcel delivery than about letter
delivery. This does not necessarily mean that the quality of service for letter mail delivery is better
than in the past but might simply be a result of the fact that consumers no longer care as much
about letters arriving on time. Similarly, more complaints about parcel delivery do not necessarily
mean that the quality of service for parcel delivery has worsened but might be a result of an in-
creased focus on parcel delivery services from the consumers’ perspective.

That there is a lack of a clear relationship between the number of complaints and user satisfaction is
also highlighted by the ERGP in its response to our questions regarding complaints and user satis-
faction. The ERGP points out that the number of complaints can be misleading in assessing con-
sumer satisfaction. More specifically, the ERGP suggests that, when analysing data on consumer
complaints, it is essential to recognise that a simple comparison between the figures submitted by
countries could be misleading, as the data may reflect the diversity and specificity of the postal mar-
kets in the relevant countries — not only different volumes and structures but also differences in the
legal and regulatory framework as well as divergent national practices/procedures applied. In 2020,
it should also be considered that the impact of COVID-19 was very different across the countries de-
pending on the scope, duration, and coverage of the lockdown and other types of measures taken by
their governments and at the EU level.
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It is thus important for regulators and policymakers to understand how user needs are shifting to be
able to measure the quality of service where it matters and interpret the results of the monitoring
correctly.

As discussed in Chapter 1, while letter volume decline continues to persist, the demand for parcel
delivery continues to rise as a result of growth in e-commerce. As a result of these changing user
needs, parcel delivery operators have innovated and expanded their offerings. These offerings in-
clude a variety of delivery location options (e.g., delivery to a home or office address, delivery to a
postal outlet, delivery to a PUDO point, or delivery to a parcel locker) and a variety of delivery speed
and time options (e.g., same day delivery, next-day delivery, time-definite delivery, or delivery
within a specified time window) in addition to services enabling recipients to follow the journey of
their parcels from collection to delivery.

Regarding letter delivery services, the declining demand for letter delivery has prompted questions
about the need to maintain current service levels going forward. Still, according to a study about
postal user needs developed on behalf of DG GROW in 2019, it was found that there are certain as-
pects of the USO that will continue to be important in the coming years. More specifically, more
than one third of the respondents to a survey conducted in relation to the abovementioned study
thought that the following needs should be taken into account when defining the postal USO in 5-10
years, see Figure 30:

*  Delivery of e-commerce goods sent as letters

»  Delivery of medical samples, pharmaceuticals, etc.

»  Delivery of bank cards and credit cards

*  Delivery of election documents

*  Delivery of court documents, enforcement orders, etc.

Figure 30
Future user needs with respect to the USO
Share of respondents, percentage

Enabling an affordable communication channel
to private users and businesses

Ensuring comparable living conditions nationwide

Enabling reliable communications between citizens,
businesses, and public institutions

Enabling a nationwide communication channel

The provision of post offices / postal access points
Delivery of newspapers, magazines, or other media
Delivery of obituary notice letters

Delivery of court documents, enforcement orders, etc.
Delivery of election documents

Delivery of bank cards, credit cards

Delivery of medical samples, pharmaceuticals, etc.

Delivery of e-commerce goods sent as letters

M n 5-10 years Today

Source:  European Commission (2020) User Needs in the Postal Sector and Evaluation of the Regulatory Framework.
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At the same time, postal users considered certain features of the USO as less important in the fu-
ture, especially if letter volumes continue to decline. These features include, in particular, the speed
of delivery, density of access points and delivery collection and frequency, see Figure 31.

Figure 31

USO features that could be reduced in 5-10 years
Share of respondents

Scope of services within USO 14
Service levels in rural areas 30
Delivery and collection frequency 37
Density of access points 38
Speed of delivery 50

Source:  European Commission (2020) User Needs in the Postal Sector and Evaluation of the Regulatory Framework

2.3.2 Complaint monitoring
The current status of user protection regulations in the Member States is summarised in Table 36.
From this table, it appears that 15 Member States authorise both the national regulatory authority

(NRA) and the national consumer protection authority (NCPA) to enforce user protections in the
postal sector.
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Table 36
Regulation of user protection procedures

Country Postal or Con- Enforcement by USP issues an- NRA issues an-
sumer Law NRA or NCPA nual report nual report

Austria Both Both No No
Belgium Both NCPA No No
Bulgaria Postal Both Yes
Croatia Postal NRA Yes
Cyprus Both Both Yes Yes
Czech Republic Both NRA Yes Other
Denmark Both Both Yes
Estonia Both Both Yes
France Both Both Yes
Germany Postal Neither No No
Greece Both Both No Yes
Hungary Both Both No Yes
Ireland Both NRA No No
Italy Both NRA Yes
Latvia Postal NRA Yes
Lithuania Both NRA Yes
Luxembourg Both Both Yes
Malta Both Both Yes
Netherlands Both Other No No
Norway Both NCPA No No
Poland Both Both Yes
Portugal Both Both Yes
Romania Both Both Yes Yes
Slovakia Both NRA Yes
Slovenia Both Both Yes
Spain Both NRA Other Yes
Sweden Consumer NCPA Yes Yes
Switzerland Postal Both Yes Yes
United Kingdom Both Both Yes

Note: NCPA = National consumer protection agency. Empty cells mean no answer was provided.

Source:  CE Survey of NRAs.
Whereas the majority of USPs issue annual reports providing a summary of the development of

consumer complaints, only some NRAs report on consumer complaints in their annual reports.
Overall, these findings are in line with the findings in the previous main developments study.
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2.3.3 Complaint procedures

Article 19 of the Postal Services Directive provides that Member States shall ‘enable disputes to be
settled fairly and promptly with provision, where warranted, for a system of reimbursement
and/or compensation’. Member States are obliged to ensure that users who do not get satisfaction
from the USP can appeal to a ‘competent national authority’.

In 15 Member States, the NRA or NCPA must approve user protection procedures of the USP, alt-
hough this is not the case in 12 Member States. The Postal Services Directive requires that USPs
provide a system of reimbursement and/or compensation where warranted. Such a system is in
place in all but five Member States, see the second column in Table 37. As also required by the
Postal Services Directive, almost all Member States have appointed a ‘competent national authority
to review users’ complaints that have not been satisfactorily resolved by the USP. In most cases, the
appointed authority is the NRA. Again, these findings overall are in line with the previous main de-
velopment study.

]
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Table 37
User protection: remedies and redress

Complaint Monetary Multi-opera- Review of Authority Appeal from
Country procedures compensa- tor protec- operator de- reviewing authority to
approved? tion? tion? cisions operator court?
Austria No No No Yes NRA Yes
Belgium No Yes No Yes Gov agency Yes
Bulgaria No No Yes Yes NRA Yes
Croatia Yes Yes Yes Yes NRA Yes
Cyprus Yes Yes No Yes NRA Yes
Czech Republic No Yes No Yes NRA Yes
Denmark Yes Yes No Yes NRA Yes
Estonia Yes Yes No Yes NRA Yes
France Yes Yes No Yes Other Yes
Germany No No No No Yes
Greece No Yes No Yes Other Yes
Hungary Yes Yes Yes NRA Yes
Ireland Yes Yes Yes Yes NRA Yes
Italy Yes Yes Yes Yes NRA Yes
Latvia Yes Yes No Yes NRA Yes
Lithuania No Yes No Yes NRA Yes
Luxembourg No Yes Yes NRA Yes
Malta Yes Other No Yes NRA Yes
Netherlands No No No No Yes
Norway Yes Yes Yes NCPA Yes
Poland Yes Yes No Yes NRA Yes
Portugal No Yes Yes NRA Yes
Romania Yes Yes Yes NRA Yes
Slovakia No Yes No Yes NRA Yes
Slovenia Yes Yes No Yes NRA Yes
Postal
Spain Yes Yes No Yes Minister Yes
Sweden Yes Yes No Yes Gov agency No
Switzerland Yes No No Yes Gov agency Yes
United Kingdom No Yes No Yes Gov agency Yes
Nofte: Empty cells mean no answer was provided.

Source:  CE Survey of NRAs.

In addition to complaint monitoring of the USP and USO products, the vast majority of countries
obligate postal service providers active both within and outside of the universal services area to
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publish information regarding complaints procedures, compensation schemes, and dispute regula-
tion. In 2020, 26 Member States established such regulations in their country.

One commonly used system for processing complaints in the postal sector is alternative dispute res-
olution (ADR). ADR is the system for resolving customer complaints out of court through an im-
partial dispute resolution body and is a more effective alternative both in terms of time and ex-
penses. #

The use of the ADR throughout Europe has remained widely popular in recent years, but there are
no correlations between the number of complaints and the availability or use of ADR systems in a
given Member States. ADRs are either mandatory or used voluntarily in 26 countries, see Table 38.

Table 38
Alternative (or out-of-court) dispute resolution in 2020

USE OF ADR NO. OF COUNTRIES COUNTRIES

Mandatory 20 AT, BG, CY, EE, FI, FR, DE, EL, HU, IE,
IT, LT, LU, LV, NL, NO, SK, §I, SE, ES

Voluntary 6 BE, CZ, MT, PL, PT, CH

No 2 HR, DK

Source:  ERGP (21) 24 Report on QoS, consumer protection and complaint handling

While most NRAs collect information about the number of complaints concerning universal postal
services, there is a marked difference regarding the monitoring of cross-border products. In fact, we
find that only six NRAs collect data about the number of complaints relating to cross-border deliv-
eries, see Table 39.

Table 39
Complaint procedures for cross-border products

Does the NRA and/or USP engage in any initiatives regarding cross-border complaint handling?

Yes HR, FR, IT, LV, LU, SK

No AT, BE, BG, CY, CZ, DK, EE, DE, EL, HU, IE, LT, NL, PT, RO, SI, ES, SE, CH
Unknown, no information MT, NO, PL, UK

No response FI, IS, LI

Source:  CE Survey of NRAs.

40 This includes BE, BG, CZ, HR, CY, DK, EE, DE, EL, FR, HU, IE, IT, LV, LT, LU, MT, NL, NO, PL, PT, RO, SK, S, SE, ES,
CH. See ERGP (2021) Report on QoS, consumer protection and complaint handling

41 https://ec.europa.eu/info/live-work-travel-eu/consumer-rights-and-complaints/resolve-your-consumer-complaint/alter-
native-dispute-resolution-consumers en
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With respect to cross-border complaints, however, there is an EU tool available to European media-
tors regarding complaint handling. While cooperation is possible at the NRA level, it is not organ-
ised in a structured format. The ERGP finds that the main challenge in complaint handling in the
postal sector is that the NRAs and/or mediators do not always have the power to act or take the nec-
essary steps to handle complaints. As described above, Article 19 of the Postal Services Directive,
outlines the provisions for complaint monitoring, but the responsibility of implementation is re-
served for the Member States and therefore the limitations the powers of NRAs and/or mediators
when handling complaints could be addressed in national legislation.

The complexity of complaint handling in the postal sector has also increased with the growth of e-
commerce. According to the ERGP, a regulatory framework fit for the future should reflect the shift
of the postal services from a “sender-oriented service” where the main users of postal services (and
the ones paying for delivery) were the senders, to an “addressee-oriented service” where recipients
(primarily of e-commerce parcels) have become key stakeholders whose demands shape the design
of postal sector product offerings.

The right to complain conferred on postal service users pursuant to Article 19 of the Postal Services
Directive already includes in principle all addressees. Moreover, the UPU allows, in principle, the
addressee to receive compensation from the postal service provider delivering the item. According
to the ERGP, however, this is not sufficient. The reason for this is that, within the framework of e-
commerce, generally, it is the e-retailer who concludes a contract with the postal service provider,
whereas it is often the addressee who has a ground for complaint. According to the ERGP, consum-
ers are confronted with limitations of the extra-contractual liability of the postal service provider,
particularly in the event of late delivery of a postal item, damage, loss, or theft of a postal item. Ac-
cording to Directive 2011/83 of 25 October 2011 on consumer rights, consumers contract exclu-
sively with the e-retailer, and the transfer of ownership/liability for the delivery happens when the
parcel is delivered. If, in this situation, e-retailers are encouraged to conclude their delivery con-
tracts with undertakings operating on a contractual basis and that are not obliged to grant addi-
tional rights to the addressee pursuant to the postal regulation, this could (according to the ERGP)
result in insufficient user protection.+

From a practical perspective, the ERGP has experienced several postal operators systematically re-
ferring the addressee to the sender in the case of a complaint, as these operators judge that they
only have a contractual obligation to the sender. Given the triangular nature of delivery services in
the context of e-commerce (e-retailer, postal operator, buyer), the ERGP proposes that clear rules
should be adopted in terms of consumer protection. Specific rights should be granted to addressees
who should also have the right to receive information, submit a complaint, and, when justified, re-
ceive compensation for damage suffered. It recommends strengthening the concept of the postal
service user as a sender and as an addressee and clarifying the concept of “recipient/addressee” to
develop the rights the addressee could benefit from. A clearer definition should also define who the
sender and the addressee are in the case of returning parcels.

42 Directive 2019/2161 “omnibus” of 27 November 2019 imposes on “online marketplaces” to inform consumers concerning
the trader responsible for ensuring the consumer rights related to the contract (right of withdrawal or legal guarantee). A
WIK study (“Draft Results of the Study on Postal User Needs/Evaluation of the PSD”, Brussels, 17.09.2019) highlights that
this lack of protection of the addressee hampers the efficiency of complaint procedures, along with the lack of mandatory
reimbursement rules and clear complaint handling standards.
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2.3.4 Evolution of user complaints

Most NRAs have seen an increase in user complaints regarding the delivery of postal products be-
tween 2017 and 2021. In particular, the number of complaints per 10.000 inhabitants increased by
more than 100 per cent in Austria, Croatia, Cyprus, Germany, Italy, and Lithuania from 2017 to
2021, see Table 40.

Table 40
Evolution of user complaints for postal products sent to NRA, 2017 - 2021

Country 2017 2018 2019 2020 2021 Change (2017-2021)
AT 0.20 0.40 0.58 0.69 0.71 254%
BG 0.39 0.58 0.75 0.67 70%*
HR 0.17 0.33 0.83 1.09 0.79 342%
CcY 0.07 0.07 0.11 0.19 0.29 333%
Cz 0.43 0.64 0.63 0.52 0.61 45%
EE 0.36 0.17 0.29 0.27 0.12 -66%
FR 0.00 0.00 0.00 0.00 0.00 -17%
DE 0.74 1.52 2.19 2.27 1.82 148%
HU 0.37 0.26 0.25 0.25 0.23 -38%
IT 0.03 0.04 0.02 0.07 159%*
Lv 4.13 4.39 3.93 5.01 6.36 50%
LT 0.21 0.16 0.24 0.40 0.88 308%
LU 0.29 0.33 0.18 0.13 -53%*
MT 0.41 0.80 0.34 1.03 0.68 84%
NL 0.04 0.03 0.01 0.02 0.02 -37%
PL 365.84 522.55 398.73 340.21 -7%*
SK 0.10 0.14 0.14 0.16 0.11 1%
N 0.08 0.12 0.11
SE 2.23 1.78 1.44 0.99 1.08 -50%

EU-27 0.37 0.60 0.79 0.82 0.75 103%
Note: Average number of complaints per 10.000 inhabitants. *= the percentage change is for 2017-2020 due

to the lack of available 2021 data.
Source:  CE Survey of NRAs, Eurostat.

The three main reasons for the complaints received by the NRAs on postal items (letters and par-
cels) concern:

e Lostitems (mentioned by 12 NRAs)
e Damaged items (mentioned by eight NRAs)
e Delays (mentioned by six NRAs)

Two NRAs also mentioned wrong delivery as the main reason for complaints, and one NRA men-
tioned dissatisfaction with the postal operator’s complaint handling procedures as the main reason
for complaints from consumers.

When considering the number of complaints regarding USO products sent to the USP in the same
period, we find a more mixed pattern, see Table 41. An interesting finding, however, is that several
USPs (for example, in Austria, Hungary, France, Malta, Norway, Slovakia, Sweden, and the UK) ex-
perienced an increase in the number of complaints in 2021 (some already in 2020) after having ex-
perienced a decline in the number of complaints between 2017 and 2020. The explanation for this
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pattern is likely the difficulties created by the Covid-19 pandemic, where many postal USPs strug-
gled to maintain a high-performance level due to employees being in quarantine and processes tak-
ing a longer time due to the safety measures imposed.

Table 41
Evolution of user complaints for USO products sent to USP, 2017 - 2021

Country 2017 2018 2019 2020 2021 ( 2:1":_ ;?,: 1
AT 170 133 116 109 117 -31%
HR 98 82 19 77 92 -6%
Cz 2 4 10 11 489%*
DK 40 49 49 58 93 130%
EE 35 38 43

Fl 2 9 8 18 7 180%
FR 215 201 190 186 208 -3%
EL 17 13 10 11 -36%*
HU 23 36 28 36 48 112%
IT 12 13 12 11 -10%*
LT 2 8 1
MT 26 29 21 13 14 -46%
NO 129 128 80 74 97 -25%
RO 8 12 11 12 12 47%
SK 91 82 72 74 100 9%
N 14 12 30 49 25 81%
ES 26 27 30 32 30 16%
SE 77 77 73 78 85 1%
UK 33 35 30 38 17%*
EU-27 76 73 68 68 103 36%
Note: Average number of complaints per 10.000 inhabitants. *= the percentage change is for 2017-2020 due

to the lack of available 2021 data. Data for the following seven countries was gathered from the ques-
fionnaire to the NRAs: CZ, EL, HU, IT, LT, SI, UK.
Source:  CE Survey of USPs and NRAs, Eurostat.

For countries where the USP collects information about complaints specifically related to cross-bor-
der deliveries, we observed an increasing trend in most countries. This is most likely reflective of
the fact that more and more people are shopping online cross-border (and thus face problems in re-
lation to these deliveries). We also observed that the number of complaints per inhabitant for most
countries is significantly lower than the number of complaints per inhabitant for universal postal
services in Table 41 above.

There were even fewer complaints received on cross-border products than domestic products, see
Figure 32. Although there has been an increase in the number of cross-border complaints since
2013, the low number of complaints might be explained by the fact that there are still fewer cross-
border deliveries taking place compared to the number of domestic deliveries. This might also be
explained by recipients not being sufficiently informed about the complaints procedures regarding
cross-border parcel deliveries.
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Figure 32
Development of cross-border complaints, 2017 - 2020
Average number complaints per 1,000 inhabitants

Ly PT HR SE DK I K BG cz Lv RO
2017 | 2018 [ 2019 [ 2020

Source:  ERGP (21) 24 Report on QoS, consumer protection and complaint handling and ERGP PL Il (20) 22 Report
on QoS, consumer protection and complaint handling.

Some NRAs also collect data covering complaints sent to non-USPs and for non-USO products, but
since Article 19 in the Postal Service Directive covers the provision for complaint monitoring for
USO products, such data collection is inconsistently available across Member States. One difficulty
when analysing and comparing complaints sent to USPs versus non-USPs (particularly related to
letter mail delivery) is the risk that a share of complaints directed to the USP actually should be di-
rected to the non-USP. The reason for this is that consumers often do not know which postal opera-
tor that is responsible for delivering what letters. As the national postal operator in most cases is the
most known operator, there is thus a risk that some delivery problems incorrectly are subscribed to
the USP.

2.3.5 User needs and satisfaction

Both national regulators and postal operators alike across the Member States regularly monitor in
detail how satisfied people and small businesses are with the current postal service. The universal
postal service is relied upon by millions of people and businesses across the EU. Hence, it is im-
portant to make sure postal users benefit from a universal service that meets their needs. In doing
so, regulators typically also consider whether the service is sustainable and efficient.

The minimum requirements of the universal service are set out in national legislations and as dis-
cussed in this report, minimum requirements vary across Member States. As the postal markets are
changing (letter volume decline, growth in online shopping accentuated by the Covid-19 pandemic),
user needs with respect to the minimum requirements of the universal postal service might be
changing too. Hence, monitoring user satisfaction (and user needs) is an important parameter of
postal sector regulation.

The distinction between user needs and user wants is important. The ERGP provided a useful expla-
nation of this issue. It defined needs as the basic requirements for which both individuals and the
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economy require in order to persist which includes products which support communication,
transport and payment. The ERGP explains that the challenge arises because “in today’s competi-
tive world, so many brands have come up with offerings satisfying the “needs” of the customer or
with defining a value proposition in terms of “meeting needs” that even (so-called) “needs prod-
ucts” are now pushed in the consumer’s mind.”s However, it further notes that the market may not
deliver on needs: “On the other hand, a need does not build a successful business: demand does.
Indeed, building a profitable business relies on finding and meeting authentic willingness and ca-
pacity to pay from customers.”.

In contrast, wants may not reflect basic requirements of individuals and/or the society as they are
shaped not only by their needs, but also by their desires which are influenced “by the (social) envi-
ronment or context within which the customers live (e.g. existing products, access to alternative
solutions, etc.) as well as by the characteristics specific to them (age, state of health, etc.)”.+

This means that distinguishing user needs from user wants (i.e. user satisfaction) is a challenging
feat. Importantly, because of the survey (stated preferences) design, user satisfaction studies typi-
cally report user wants, not their needs. Typically, it requires a careful research design which forces
a user to extract its desires from basic needs. For example, user satisfaction with the universal ser-
vice can be assessed by asking three questionss:

e Do users value some of the minimum requirements of the universal postal service?

e  What are people’s views on changing minimum requirements such as delivery frequency?

e  What are people’s views on changing other features of the universal service such as the defini-
tion of what constitutes an access point, transit time requirements, etc.?

We find that user satisfaction is being monitored in most of the Member States by either the NRA or
the USP and in some countries both the NRA and USP monitor user satisfaction, see Table 42.
NRAs in 15 Member States reported in 2021 that they are monitoring indicators of consumer satis-
faction through various methodologies including surveys and complaint assessments. Further, 14 of
these Member States publish the results of their findings. In some countries, such as Slovakia, the
responsibility of monitoring user satisfaction is placed on the USP. In 2021, 13 USPs reported that
they monitored consumer satisfaction.

Table 42
Monitoring user satisfaction, 2020

MONITOR USER NO. OF COUNTRIES

SATISFACTION COUNTRIES

NRAs 14 BE, CZ, FI, EL, HU, IE, MT, PL, PT, RO, SK, SI, SE, ES

USPs 13 BE, CZ, CY, DK, FI, FR, EL, IT, NO, SK, SI, ES, CH
Nofte: Countries in bold also publish the results of their user satisfaction monitoring.

Source:  ERGP (2021) Report on QoS, consumer protection and complaint handling

43 ERGP (16) 36, Report on Universal Services in light of changing postal end users” needs

44 Tbid.

45 For example, see Ofcom (2020), available at: https://www.ofcom.org.uk/__data/assets/pdf_file/0014/208220/2020-
review-of-postal-user-needs-report.pdf
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These monitoring reports focus on factors such as delivery times, accessibility, affordability, com-
plaints, and overall customer satisfaction, see Table 43.

Table 43
User satisfaction assessment factors

COUN- DELIV- ACCESSIBIL- AFFORDABIL- COM- OVERALL OTHE

TRY ERY ITY ITY PLAINTS CONSUMER R

(NRA/US TIMES/ SATISFAC-

P) DELIV- TION

ERY IS-
SUES

FR (USP) X X X X

EL (NRA) X X X X X X

IE (NRA) X X

LT (NRA) X X X X X

MT (NRA) X X X X

PL (NRA) X X X

SE (NRA) X X X X X
Note: This table categorises how user satisfaction was assessed in USPs or NRAs in various Member States where

studies were published publicly. Other includes topics such as waiting times at post offices, loyalty to the
USP and quality of customer service.

Source:  NRA and USP user satisfaction studies: La Poste (2020) Universal services and customer satisfaction in
2020; EETT (2019) Consumer market research study of the Universal Postal Service; ComReg (2019) Irish
Postal Users: Residential consumer’s study; RRT (2020) Postal Service Users Research; MCA (2019) MCA
Market Research. Postal Serviced — Household survey results; UKE (2017) Research Report Demand for
Postal Services; PTS (2019) The population’s use of postal services in 2019

In terms of delivery times, based on our review of user satisfaction assessments in four countries
(France, Greece, Lithuania and Sweden) from 2017-2020, we find that consumers are increasingly
becoming aware of when their mail (particularly e-commerce purchases) are due to come. As the
volume of e-commerce parcels grows, the number of complaints and dissatisfaction captured in
polls rises. However, based on the user satisfaction studies we have reviewed, it cannot be general-
ised that postal users across the EU are becoming more dissatisfied. For instance, whereas mail not
arriving on time has increasingly become a source of dissatisfaction for postal consumers in Sweden
(60 per cent of respondents to the NRA’s regular survey were dissatisfied in 2019, in comparison to
41 per cent in 2016+), consumers in Lithuania consider that the speed and reliability of parcel deliv-
ery had improved or remained the same between 2000 and 2020.+

In terms of accessibility, none of the analysed user satisfaction studies in the 2017-2020 period
identified concerns regarding accessibility to universal postal services. Indeed, the aforementioned
study in Lithuania mentioned that users perceived an improvement on the availability of places
where mail can be sent, and distance to the post office. This means that accessibility to postal ser-
vices does not seem to be an issue in the countries where this specific parameter has been investi-
gated by the regulator.

46 PTS (2019) The population’s use of postal services in 2019 https://www.pts.se/globalassets/startpage/dokument/icke-le-
gala-dokument/rapporter/2019/post/befolknings-anvandning-av-posttjanster-2019-pts-er-2019_9.pdf
47 RRT (2020) Postal Service Users Research https://www.rrt.lt/wp-content/uploads/2021/01/Ataskaita-RRT-202012-1.pdf
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In terms of affordability, we find that in five analysed countries consumers were generally satis-
fied with the prices of the universal services, in particular letters, while parcels have a more mixed
picture. As discussed in Chapter 7 of this study, sending parcels from/to island countries typically
costs more due to more expensive transportation activities (air transport/ferries). Hence, it is worth
focusing our attention on such countries in terms of users’ satisfaction with the prices of the univer-
sal services. In Greece, for instance, EETT’s assessment found that customers were more satisfied
with postal service charges at ELTA compared to those provided by other alternative operators.s
Despite removal of the price cap in 2017, ComReg’s study in Ireland from 2019 identified that 67
per cent of consumers are satisfied with the cost of sending letters and 40 per cent of consumers are
satisfied with the cost of sending parcels.+> ComReg also noted that the incidence of sending parcels
was also low. In Malta, the MCA’s study found that postal users are likelier to find the price of a par-
cel sent overseas to be less reasonable than in 2016. But similarly to the Irish example, the inci-
dence of sending parcels in Malta was also low (14% of respondents report to have sent a parcel with
MaltaPost in the last twelve months. Only 3% of all respondents used an operator other than Malta-
Post to send a parcel.). Also, 42% of respondents report to have spent less than €5 on posting arti-
cles in the last twelve months as against 28% in 2016.

In terms of overall satisfaction, the picture is mixed across analysed countries. La Poste’s review
in 2020 found that while consumer satisfaction declined slightly when compared to the previous
study, likely explained by impacts related to protective measures implemented during the pandemic
lockdowns, overall consumer satisfaction remained high.se In addition, assessments in Lithuania
and Poland found that consumer satisfaction remained high on parameters as services quality and
accessibility. In Poland, UKE'’s public assessment in 2017 found that 9o per cent of respondents
claimed that the quality of services was very or rather good.* However, the assessment of Malta’s
postal user satisfaction performed in 2019 by MTA found that the overall satisfaction of the quality
of the postal service decreased from 94 per cent to 74 per cent between 2016 and 2018 which was
particularly driven by a change in the complaint handling procedures and dissatisfaction with the
speed of delivery, waiting times at outlets and/or by phone.s

2.4 APPLICATION OF TARIFF PRINCIPLES

Article 12 of the Postal Services Directive requires prices for products within the USO to be afforda-
ble, cost oriented, transparent, and non-discriminatory. In addition, Article 13 of the Directive re-
quires that terminal dues for international mail are set in relation to processing costs and quality of
service. Member States have a certain margin of discretion as to how the principles of the Directive
related to universal service tariffs and terminal dues should be interpreted.

For all countries included in our analysis, we have assessed how the Member States have imple-
mented the principles of affordability, cost orientation, transparency, and non-discrimination. We

48 EETT (2019) Consumer market research study of the Universal Postal Service, available at:
https://www.eett.gr/opencms/export/sites/default/EETT/Postal_Services_n/PostalMarket/GreekPostalMarket/Post-
alMarketResearch2012/PostalMarketResearch2019.pdf

49 ComReg (2019) Irish Postal Users: Residential consumer’s study, available at: https://www.comreg.ie/publication/irish-
postal-users-residential-consumers-study/

50 La Poste (2020) Universal services and customer satisfaction in 2020, available at: https://le-groupe-laposte.cdn.pris-
mic.io/le-groupe-laposte/bd2834f7-d4d2-4bed-9afg-bobe677d7df6_TBSU+Publication_interactif+2021_OK.pdf

51 UKE (2017) Research Report Demand for Postal Services

52 MCA (2019) MCA Market Research. Postal Serviced — Household survey results
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have investigated these principles for both postal tariffs and wholesale tariffs (i.e., special tariffs
that fall within the remit of Article 12 and Article 13 of the Postal Services Directive). We have also
analysed what type of price regulation is being implemented across postal markets in the EU.

2.4.1 Implementation of tariff principles
In this section, we discuss each type of tariff regulation principle and how it was applied in different
Member States during 2017-2021.

Tariff affordability principle

Article 3 of the Directive requires the prices of universal postal services to be “affordable”. The Di-
rective does not specify how affordability is to be measured, leaving this to Member State discretion.
Based on NRA responses to our questionnaire, we find that very few NRAs have de facto defined af-
fordability. Whereas different approaches are applied to assess affordability, the most common
principle seems to be to judge prices that are considered cost oriented to also be affordable, see Ta-

ble 44.

Most of the NRAs (28) reported that they perform some sort of monitoring of tariff affordability,
mostly through monitoring cost orientation and through the application of price caps, see Table 45.
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Table 44

National definitions of the tariff affordability principle

COUNTRY
Austria

Belgium

Bulgaria
Croatia

Cyprus

Czech Republic

Denmark
Estonia

Finland

France

Germany

Greece

Hungary

DEFINITION OF AFFORDABILITY
Regulatory practice

There is only a clear definition of affordability for the small-users basket (single-piece letters and parcels, not bulk letters which are also part of the USO). There,
the price cap (based mainly on compensation for inflation and volume decline) assumes compliance with the principle of affordability

The prices of UPS shall be cost oriented, affordable and transparent.
There is no definition but in practice, we assume that if the tariffs are cost oriented then they probably affordable.

To evaluate USP prices, OCECPR has developed a cost model based on an efficient postal operator. The model uses data from the USP and produces prices
that are cost oriented. The pricing framework for retail postal services and products is based on the cost orientation principle and is defined as:

. A lower limit (floor) based on the results of the model.

. A higher limit price (ceiling) based on the results of the model plus a reasonable profit margin.
The reasonable profit of the retail postal services is calculated as the average profit margin before interest and taxes (EBIT) of the designated universal postal
service providers within the European Union who showed an operating profit in financial year x-1 according to Universal Postal Union (UPU) data.

NRA has elaborated its own methodology for accessing affordable tariffs. This methodology takes info account the evolution of inflation, average salaries or
international price comparison based on PPP.

Through regulatory practice.
Historically they were cost oriented. Changes in tariffs are limited to the change in the average wage.

A universal service provider shall price its postal services falling within the scope of universal service so that the tariffs are proportional, transparent and non-
discriminatory. A universal service provider shall use a cost-accounting system that is used to collect data from which the proportionality of the tariffs of the
different services and their ratio to costs can be established.

No definition.

Tariffs that meet the criterion of § 6 of the Postal Universal Ordinance are also considered affordable:

(1) Deemed affordable for the universal service according to Section1(1) subpara 1 shall be the price that does not exceed the real price payable on 31
December 1997 for this service as required on average by a private household.

(2) Deemed affordable in the event of companies being obliged to provide universal services according to Section 1(1) subparas 2 and 3 and para (2) shall
be the price that is based on the costs of efficient service provision, unless there is a legal obligation or an objectively justifiable reason for a surcharge. Sen-
tence 1 shall also apply to the conveyance of items subject to the minimum mailing requirement of 50 items per mailing.

No definition. EETT approves ex ante the prices of letters and parcels of USP applied within the universal service.

No definition. The NRA examined the fulfiment of the affordability criteria for retail consumers and small and medium-sized enterprises, and in the case of retail
consumers, it investigated additional, presumably heavier positions. In doing this, the NRA examined the ratio of postal expenditure to total expenditure and
total communications expenditure. Price cap for some postal products.
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Ireland Assess affordability separately for residential and business customers. For residential customers, assess the impact of the proposed domestic stamped letter
price increase on the disposable income of the lowest decile of income earners in Ireland. Also, assess using research and willingness to pay.

Italy Affordable tariffs should be fair and reasonable and meet cost orientation requirements.
Latvia Cost-based tariffs.
Lithuania No definition. USO prices are based on the costs incurred (i.e. In the view of the Communications Regulatory Authority of the Republic of Lithuania) (RRT),

prices must not exceed costs.

Luxembourg No tariff regulation.

Malta Regulatory practice, when evaluating the separate accounts.

Netherlands Regulatory pracitice. US tariffs need to be cost oriented.

Norway Affordable tariffs have not been defined clearly, but cost orientation is generally considered affordable.

Poland In ex ante US tariff approval process, affordability is tested by confronting proposed tariff change against changes in statutory minimal wage in the economy.
Portugal No explicit definition.

Romania Users' studiies.

Slovakia No definition. Tariffs that meet cost orientation requirements are generally considered affordable by NRA.

Slovenia Tariffs that meet cost orientation are generally considered affordable. Especially because of prices and the use of services per year, there should not be a

problem for households to cover costs.

Spain Through regulatory practice, as affordability is not formally defined in the Postal Act.
Sweden Not defined. Affordability is ensured by a price cap on stamped letters.
Switzerland In the USO, prices have to be based on economic principles, which means that they have to at least cover costs. There is no sector-specific regulation or

practice on this subject.

United Kingdom This is set out in Ofcom's 2013 document "The affordability of universal postal services" published on 19 March 2013, and in Ofcom'’s 2019 review of the price of
second-class stampsss. Ofcom also recently considered the affordability of redirection services in its consultation on the postal regulatory framework; this in-
cluded a discussion of how Ofcom approaches the affordability of such services, and the data that Ofcom uses to inform its view. Ofcom intends to publish a
final decision on the affordability of such services (among other things) in Summer 2022.

Source:  CE Survey of NRAs.

53 Available at: https://www.ofcom.org.uk/__data/assets/pdf_file/0019/133660/Statement-Review-of-the-Second-Class-safeguard-caps-2019.pdf2Mscl-
kid=27e7126ab97411ecb3635b0951532a2b
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Table 45
Means of ensuring the affordability principle

COUNTRY HOW IS THE PRINCIPLE OF AFFORDABLE TARIFFS MONITORED (ENSURED)?
Austria Price control via cost orientation.
Belgium Price cap for small-users basket only.

Cost orientation obligation. The verification of the UPS's prices is subject to ex ante price

Bulgari
vigana regulation.

Price cap regulation for four letter mail services which are more than 90% of USO volumes,
Croatia and analysis of the Regulatory report where there are unit revenues, costs and profits of all
USO services.

If the cost-oriented price framework is outside the boundary of affordability then the frame-

Cyprus work is adjusted to the principle of affordability.

NRA assesses tariiffs affordability at least once a year in relation to evolution of criteria de-

Czech Republic ) L . . [
z Pl fined in its methodology or every time the USP proposes increase in prices.

Denmark Cost orientation obligation.

Estonia Secondary legislation states price caps.

Arcep can confrol the universal service's tariff evolution through a multi-annual price cap
for USO services. Each time the USP plans an increase of the US tariffs, it has to inform Ar-
cep, who issues a public opinion, taking into account the price cap (applying for the bas-
ket of services in total) and the compliance tariff principles applying to the USO.

France
The price increase proposals for each product submitted by the USP are analysed and Ar-
cep assesses the affordability of each category of products by calculating the financial im-
pact of the planned fariff increases on the household budgets. The expected evolution in
the USP’s cost structure is faken into account (cost orientation principle).

Germany Via ex ante (price cap) and ex post price regulation with a focus on cost orientation.
Affordability is ensured by examining the fotal annual spending for postal services of a

Greece
household.

Hungary Price cap regulation.

Ireland Ex post monitoring.

tal Price regulation (through price cap, indirect price control and fair and reasonable prices)

Y as well as cost-oriented prices.

Latvia Cost-oriented obligation, monitoring of postal costs.

Lithuania Price cap regulation, cost orientation obligation.

Malta Assessment of the whole US Rate of Return performance.
One-time cost allocation assessment to establish basic tariff headroom. Annually adjusted

Netherlands - . . .
by additional headroom calculated by inflation, volume developments, and overservice.

Norway Cost orientation obligation.

Poland Testing in ex ante tariff approval process
Through price cap regulation and cost orientation obligation. Without prejudice of the re-
ferred above, in the application and verification of the general principle of affordability to
all users, ANACOM also takes info account, specifically:

e a) Family expenditure with postal services;

b) Information collected by ANACOM in the scope of postal service consumption and sat-
isfaction surveys (for example residential and business customers);

c) Price increases that, while required in the scope of the application of the principle of
cost orientation of prices, may put at risk the commercial viability of users (companies) of
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the service, in cases where the service is a critical input to their activity and service ex-
penses play a relevant role to their financial position (special attention has been paid to
price variations that exceed 10%)

d) The need to prevent price increases from entailing sharp traffic falls, namely due to the
elasticity of demand and/or its transfer to electronic communications means, with a subse-
quent increase of unit costs, which could lead to a spiral process jeopardising the eco-
nomic and financial viability of the universal service provision.

Romania Price cap, users' studies.
Slovakia Cost orientation obligation to calculate postal ratfes.
Slovenia Single price approval.

(i) data cross check regarding the price level in the rest of the Member States. Two sources
Spain were used: the ERGP core indicators report and the Deutsche Post letter survey.
(i) taking into consideration the cost orientation principle.

Sweden Price cap.
Switzerland Requires the postal operators to report annually their prices for single-piece items.

Safeguard price caps on second-class letter and second-class large letter and parcel ser-

United Kingdom . o
vices, quarterly monitoring reports and consumer surveys.

Source:  CE Survey of NRAs.

Tariff cost orientation principle

The Postal Services Directive requires the Member States to ensure that prices are cost oriented.
This principle aims at ensuring that prices are neither excessive (i.e., harmful to customers), nor
predatory (i.e., harmful to competition).s

Previous studies on the main developments in the postal sector and the pricing behaviour of postal
operators have found that cost orientation requirements are applied very differently by NRAs across
the EU. This finding still holds true today. Based on our survey of the cost orientation practices by
NRAS across the EU, we find that the most common level at which NRAs measure cost orientation
is at the individual service level (11 NRAs) and the level of the USO as a whole (11 NRAs). In addi-
tion, three NRAs measure cost orientation at the level of service baskets, see Table 46.

Table 46
Level of cost orientation measurement

At which level is cost orientation measured?

Individual services BG, CY, DK, EL, IE, IT, LT, PL, SK, ES, SE
Universal services as a whole AT, HR, CZ, EE, FI, FR, HU, LV, MT, NL, NO
Service baskets BE, DE, RO

Other PT

Source:  CE Survey of NRAs.

13 countries replied that the NRA monitors cost orientation. Five countries have price caps that en-
sure cost orientation. Six countries do not have any formal test, see Table 47.

54 See Copenhagen Economics (2012), Pricing behaviour of postal operators, 158-159.
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Table 47

Practices of monitoring cost-oriented tariffs

COUN-
TRY

Austria

Belgium

Bulgaria

Croatia

Cyprus

Czech Re-
public

Denmark

HOW IS THE PRINCIPLE
OF COST-ORIENTED
TARIFFS MONITORED?

DATA USED BY NRA TO TEST
COST ORIENTATION

NRA monitors cost orienta-

R lator nt
tion criteria egulatory accountis

Clearly defined only for the
small-users basket (which
excludes bulk letters). It is as-
sumed that a price cap in
this segment implies compli-
ance.

CRC has access to costs, revenues
and volumes data and the yearly
results from the cost allocation sys-
tem.

NRA monitors cost orienta-
tion criteria

Price cap and regulatory report
containing unit revenues, costs and
profits for all USO services.

NRA monitors cost orienta-
tion criteria

NRA monitors cost orienta-

. L Regulatory accounts.
tion criteria 9 4

Monitoring of cost orienta-
fion criteria

Cost and revenue records, and pro-
jections submitted by the USO.

Cost orientation is tested only when
approving price increases. How-
ever, the only regulated product is
individually sent letters +5D <5g.

NRA monitors cost orienta-
tion criteria

Regulatory accounts are required to

show the costs for this product.

ARE THE NRA'S FINDINGS ON COST ORIENTATION
PUBLISHED?

No

Yearly pricing decision.

CRC publishes decisions on its website (only in Bulgarian).

No.

No.

Every year, the NRA prepares and publishes a report on the
fulfilment of obligations in the area of universal services.

No

HAVE THERE BEEN ANY
RECENT COMPLAINTS/
REGULATORY CASES
CONCERNING COST ORI-
ENTATION OF THE USP’S
TARIFFS?

Yes

Annual expressions of doubt
are published (given margins
of 25-35% on the small-users
basket)

No.

No.

No

Not recently

No
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Estonia

Finland

France

Germany

Greece

Hungary

Ireland

Italy

Latvia

Lithuania

Luxem-
bourg

Malta

Nether-
lands

Norway

Poland

Price caps ensure cost ori-
entation

Price caps ensure cost ori-
entation

Price caps ensure cost ori-
entation

NRA performs other tests

No formal test

NRA monitors cost orienta-
tion criteria

NRA monitors cost orienta-
tion criteria

NRA monitors cost orienta-
fion criteria

Price caps ensure cost ori-
entation

NRA performs other tests

NRA monitors cost orienta-
tion criteria

No formal test

No formal test

No

Data related to the multi-annual
price cap, considering the ex-
pected evolutions in the USP’s cost
structure.

Financial and regulatory accounts

Data from financial accounts and
volume data and provisions for fu-
ture cost

Regulatory accounts

Regulatory Accounts

Regulatory accounts

Financial accounts

Regulatory accounts

Annual regulatory accounts submit-
ted by USP.

Cost allocation method; reviewed
only when NRA has concerns.

Regulatory accounts

Regulatory accounts

No

Arcep’s findings on cost orientation are not published as
such but form the basis of its opinions on tariffs.

No

No

No

Yes

No

Yes.

Not published.

No

Not recently.

No.

No

Estonia

No recent complaints or regu-
latory cases

No

No

No

No

No

No complaints or regulatory
concerns raised.

No

No

No
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Portugal

Romania

Slovakia

Slovenia

Spain

Sweden

Switzer-
land

United
Kingdom

Source:

NRA monitors cost orienta-
fion criteria

Price caps ensure cost ori-
entation

NRA monitors cost orienta-
fion criteria

NRA monitors cost orienta-
fion criteria

No formal test

No formal test

No formal test

CE Survey of NRAs.

Each service modality's underlying
costs, in their various formats and
weight steps, as reported by the
USP’s cost-accounting system.

Regulatory accounts, data regard-
ing consumer price index

Data from regulatory accounts and
also financial accounts.

Price approval and monitoring of
cost accounting

The results of the analytical ac-
counting model of Correos are
used. The NRA performs diverse
analyses of prices for each analyti-
cal product on a global level and
per client type level.

Regulatory accounts

No sector-specific test

No test

The principle of cost orientation is verified within the assess-
ment of the USP's tariff proposals, which usually occurs an-
nually.

No

No

No

Yes

No

N/a

N/a

No

No

No

No

Correos usually appeals the
CNMC decisions on US prices
to the High Court.

No

No

No formal complaints
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Tariff transparency principle

The Postal Services Directive requires tariffs on products within the USO to be transparent. Gener-
ally, rebate regimes that are opaque (i.e., have unclear terms and conditions) are more likely to be
anti-competitive than transparent rebate schemes. 55

The principle of tariff transparency is mostly implemented by requiring USPs to publish their tariffs
on their websites (17 countries). In addition, four NRAs require USPs to publicly publish their tar-
iffs and general discounts — i.e., available to everyone that meets defined criteria — applied to busi-
ness customers, see Table 48.

Table 48
How is the principle of tariff transparency defined?

Definition of the transparency principle

HR, CY, CZ, FI, FR, EL, IT, LV, LT, MT, NO, PL, RO, SK, SI, SE,
Requirement to publish tariffs on the website

CH, UK
Requirement to publish tariffs and discounts BG, EE, IE, SE
Requirement to publish tariffs publicly and publish dis-
counts to relevant users only
Requirement to publish tariffs fo NRA
No specific formal definition BE, HU, PT
Note: IE - discounts are published in the form of net prices. CH - only a requirement to publish the prices for

single-piece items.
Source:  CE Survey of NRAs.

Tariff non-discrimination principle

The Postal Services Directive requires tariffs on products within the USO to be non-discriminatory.
The requirement of non-discrimination implies that similarly situated users of mail cannot be
treated differently with respect to prices or other contract conditions, as this might distort the com-
petition between them.

For countries where the NRA has a formal definition of non-discrimination (14 countries), the most
common way to ensure non-discrimination is by requiring that all tariffs and applicable discounts
are offered on the same basis to all postal users. Of these, two NRAs (in Bulgaria and Latvia) explic-
itly mention that volume discounts can be offered on a per-sender basis. One additional NRA (in
Croatia) mentions that the principle only applies to postal service users under similar conditions,
see Table 49.

55 See Copenhagen Economics (2012), Pricing behaviour of postal operators, 160.
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Table 49
How is the principle of tariff non-discrimination defined?
Definition of the non-discrimination principle

Tariffs and applicable discounts should be offered on the same basis to all postal us-

BG, LV
ers; discounts can be offered on a per-sender basis

Tariffs and applicable discounts should be offered on the same basis to all postal ser-

. e - HR, CZ, LT, MT
vice users under similar conditions
Tariffs and applicable discounts should be offered on the same basis to all postal users  CY, EE, DE, EL, IE, IT, PL, SK

Price (geographic) uniformity principle
BE, HU, NL, NO, PT, RO, S,

No specific formal definition SE, CH, UK

Source:  CE Survey of NRAs.

In terms of monitoring, some NRAs require USPs to provide access to their contracts with business
senders (e.g., BG, HR, DE, LV, SK), while other NRAs ensure the principle of non-discrimination on
a case-by-case basis, i.e. by reacting to complaints (e.g., BG, CY, CZ, EE, LV, MT, NO, PL, SI, SE).

Tariff principle that terminal dues should be set in relation to processing costs and
related to the quality of service

Article 13 of the Postal Services Directive requires that “terminal dues shall be fixed in relation to
the costs of processing and delivering incoming cross-border mail”, that “levels of remuneration
shall be related to the quality of service achieved”, and that “terminal dues shall be transparent
and non-discriminatory”.

The ways in which NRAs ensure that terminal dues are related to processing and delivery costs, as
well as the quality of service, also differ significantly across countries, see Table 50.

Table 50
Monitoring of terminal dues
COUNTRY HOW IS THE PRINCIPLE THAT TERMINAL DUES ARE SET IN RELATION TO PRO-
CESSING COSTS AND RELATED TO QUALITY OF SERVICE MONITORED (EN-
SURED)?
Austria Part of overall tariff regulation (cost orientation and affordability)

Article 19, § 1, 2°, of the Postal Act states that as regards outgoing cross-border mail and
Belgium outgoing cross-border parcels, the rate increases that are the direct result of an increase in
terminal dues, shall not be taken into account for the application of the price cap formula

The principle that terminal dues are set in relation to processing costs is set by Ordinance
Bulgaria for determining rules for the production and application of the price of Universal Postal Ser-
vice.

Through monitoring the prices of postal services in domestic transport and monitoring the

i
Croatia quality of E2E (primarily in internal fransport).

Terminal dues are set in international agreements (REIMS, Acts of UPU) and CTU may moni-

Czech Republic .
P tor costs from separate cost accounting.

Denmark Not monitored.

Estonia UPU sets these terminal dues not USP nor NRA.

France Arcep is not responsible for the definition of ferminal dues.
Germany No

143



Terminal dues are taken info account (based on commercial agreements) upon the ap-

Greece .
proved cost-accounting system.
Hungary Unknown
Ireland Regulatory accounts for costs
Latvia From audit report
Lithuania There is no applicable regulation regarding this issue.
The USP adopts the UPU Terminal Due rate. Via cross-border parcel regulation, the USP is re-
Malta . . . .
quired fo provide insight info the costs incurred.
Netherlands No
ANACOM monitors the relation between the revenues deriving from terminal dues with the
Portugal USP's costs (the unit costs) and data available on the quality of service for the relevant ser-

vices.

When concluding agreements concerning the terminal dues for the infracommunity postal

items sent from one Member State of the European Union to an address on

Romania’s territory, the universal service provider shall observe the following principles:
Romania a) the terminal dues shall be set in keeping with the costs linked to the processing and

delivery of the cross-border postal items;

b) the level of the terminal dues shall be in line with the quality of the service;

c) the terminal dues shall be tfransparent and non-discriminatory.

The principle that terminal dues are set in relation to processing costs and related to the
Slovakia quality of service is monitored by requesting detailed information about the principles of
calculation of terminal dues.

The terminal dues are not analysed by CNMC in the annual price review of universal ser-
Spain vice prices. However, CNMC may analyse the processing costs in the verification of the
Designated Operator's analytical accounting.

Sweden No such requirement.

Switzerland No sector-specific monitoring.

Source:  CE Survey of NRAs.

2.4.2 Method of price regulation

Methods of price regulation vary across countries. With respect to basic letter post, ex ante price
regulation is still the most common form of price regulation among the investigated countries (ap-
plied in 12 countries, unchanged since the previous study on main developments in the postal sec-
tor). Price caps on basic letter post are applied in seven countries, see Table 51.

Price regulation can have an impact on the competitive landscape in a market. For example, if the
USP is subject to strict requirements on non-discriminatory pricing (preventing it from differentiat-
ing prices across customers with different willingness to pay) this might mean that the USP cannot
price their products competitively in the market. Regulatory requirements on cost orientation might
also, depending on how they are designed, hamper the pricing flexibility of the USP to an extent be-
yond what the USP would be subject to due to general competition law requirements. Regulation of
single piece letter post prices (i.e., basic letter post) will normally not impact competition directly as
there are few direct competitors in this market segments. Nevertheless, if regulatory requirements
mean that the USP is forced to price its basic letter post products below cost, this means that the
USP must recoup these losses by charging higher prices (maybe higher than it otherwise would
have) in other market segments.
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With respect to transactional bulk letters (where competition still takes place in some countries),
prices are more often regulated ex post. In fact, seven countries apply ex post regulation of bulk let-
ter prices, whereas six countries apply ex ante regulation. There are also seven countries where no
price regulation is in place for bulk letters.

Direct mail and bulk parcels are regulated the least, with 14 and 15 countries, respectively, reporting
that they do not have price regulation on these products. Price caps are still applied relatively rarely
and are only used to regulate prices in Greece, France, Germany, Hungary, Lithuania, Romania,
Swedens¢ and the Netherlands.

In 2017, the price cap mechanism was removed in Ireland, which granted An Post more flexibility in
pricing. This in turn resulted in an improvement in An Post’s financial performance suggesting that
the increase in prices following the removal of the price cap did not result in significant volume de-
clines.s

Another example is the change in postal regulation in Sweden in 2019 where changes were made to
the existing price cap regulation. The change meant that in addition to inflation, the price ceiling
also provides additional room for increasing prices, based on the increased unit costs that arise
from the decline in volume.s

56 According to the Swedish NRA, the price cap in Sweden only covers stamped letters, whereas all other postal products
within the USO are subject to ex-post regulation.

57 An Post Annual Report 2018

58 The formula in Sweden (applicable to single piece letters up to 250 g) is the following: (% change in CPI (July two years ago
to July previous year)) + (% change in the number of single peice letters up to 250g multiplied by a factor corresponding to
the change in average cost to deliver letters caused by the change in volumes). This factor is determined at least every third
year and is currently -0.8. Source; https://www.pts.se/sv/bransch/post/prissattning/
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Table 51
Method of price regulation

Bulk Parcels

Country | Basic Letter Post Bulk Letters Direct Mall Perlodicals Non-Priority : aslc Parcel

Letter Post

AT

I e =

|
[ | 1

g

VSIS,
|

LA IAI LIS LAS IS, - (L

ther

L 1
Ex post _ No price regulation

Price cap Price cap where dominant

Ex ante _ Ex ante where dominant

Nofte: Blank cells appear where an answer was not provided. AT — ex ante for single-piece letters up to 50 g. BE
— ex ante by price cap for basic letter and parcel post, periodical prices predefined by management
contract. EE - there is no price regulation for direct mail and periodicals. HU — regulation for domestic
postal items below 50 g. No regulated price for direct mail and single piece parcel post. LT — only the
delivery of periodicals in rural residential areas is regulated. LU — regulation for the lowest weight cate-
gory, less than 50 g only for basic letter post. MT — only outbound single piece parcel post is regulated,
not inbound. NL — overall price cap on letters and parcels. PL — price regulation over single peice parcel
post only applies to universal service products. SE — price cap on stamped letters, ex post on all other
items; price regulation for direct mail is only on addressed items. CH — no sector-specific regulation.

Source:  CE Survey of NRAs.

2.4.3 Regulatory constraints on special tariffs

The fifth indent of Article 12 of the Postal Services Directive relates to the USP’s application of spe-
cial tariffs. This requires that USPs apply special tariffs in a transparent and non-discriminatory
manners.

In practice, special tariffs may refer to work-sharing discounts (reduced tariffs for senders who con-
duct some of the postal operator’s work, such as sorting or transporting the mail to the central sort-
ing centre) and/or volume discounts.

The application of work-sharing discounts has been clarified by the ECJ in the Vedat Deniz case.c
The ECJ noted that it was clear from Article 12 of Directive 97/67 that work-sharing discounts ap-
plied by a USP must, in accordance with the principles of transparency and non-discrimination, be
extended equally to third parties.

59 Individually negotiated prices are outside the scope of the universal service (see Recital 15 to European Commission (1997),
Directive 97/67/ and the ECJ decision the TNT UK VAT case (ECJ (2009), C-357/07 - TNT Post UK)) and therefore not
subject to regulation by NRAs, except where national legislation requires this.

60 This judgement arose from a preliminary ruling sent by a German court, which asked, in essence, whether Directive 97/67
implies that mail consolidators should also be entitled to rebates for pre-sorting mail on the same conditions as mailers.
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The application of volume discounts has been clarified by the ECJ in the bpost case. In this case, the
ECJ concluded “that bulk mailers and consolidators are not in comparable situations” and “the sys-
tem of quantity discounts per sender does not constitute discrimination prohibited under Article 12
of Directive 97/67”.5: The Belgian Competition Authority has also looked into this case from a com-
petition perspective (case no. PK 05-0067). There have been several appeals processes as well as a

case regarding the legality of imposing double jeopardy of both regulatory infringement and compe-
tition infringement, see Box 5.

61 See Judgement of the Court, 11 February 2015, C-340/13.
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Box 5 Assessment of bpost’s tariffs 2011-2022

On 20 July 2011, the Belgian postal NRA imposed a fine of EUR 2.3 million on bpost for infringing
the non-discrimination rule in relation to tariffs. According to the NRA, bpost’s tariff system from
2010 implied an unjustified difference in treatment between consolidators and direct clients.
The NRA also indicated that the procedure that had led to the adoption of that decision had
not addressed the application of competition law. In March 2016, the Court of Appeal in Brus-
sels annulled the NRA's decision on the ground that the pricing practice at issue was not dis-
criminatory. That judgment, which has become final, was delivered following a reference for a
preliminary ruling that gave rise to the judgment of 11 February 2015, bpost (C-340/13,
EU:C:2015:77).

In the meantime, the Belgian Competition Authority determined in December 2012 that bpost
had abused its dominant position by adopting and implementing its new tariff system in the
period between January 2010 and July 2011. According to that decision, that tariff system had
an exclusionary effect on consolidators and bpost's potential competitors and a loyalty build-
ing effect on its main clients that would increase barriers to entry to the market. bpost was
fined approximately EUR 37 million for that abuse. When calculating that amount, the fine pre-
viously imposed by the NRA was taken into account. The procedure that led to the adoption
of that decision did not address the existence of any discriminatory practices.

In November 2016, the Court of Appeal in Brussels annulled the Competition Authority’'s deci-
sion because it was contrary to the non bis in idem principle. The court found that the pro-
ceedings conducted by the NRA and by the Competition Authority concerned the same
facts. In November 2018, the Court of Cassation in Belgium set aside that judgment and re-
ferred the case back to the Court of Appeal. The Court of Appeal decided to stay the pro-
ceedings and to refer two questions regarding the non bis in idem principle to the Court of Jus-
fice for a preliminary ruling.

In its judgement of 22 March 2022 the Court of Justice established that: “Article 50 of the Char-
ter of Fundamental Rights of the European Union, read in conjunction with Article 52(1) thereof,
must be interpreted as not precluding a legal person from being fined for an infringement of EU
competition law where, on the same facts, that person has already been the subject of a final
decision following proceedings relating to an infringement of sectoral rules concerning the lib-
eralisation of the relevant market, provided that there are clear and precise rules making it
possible to predict which acts or omissions are liable to be subject to a duplication of proceed-
ings and penalties, and also to predict that there will be coordination between the two com-
petent authorities; that the two sefs of proceedings have been conducted in a sufficiently co-
ordinated manner within a proximate timeframe; and that the overall penalties imposed corre-
spond fo the seriousness of the offences committed.”

Source: Judgment of the Court (Grand Chamber) of 22 March 2022, bpost SA v Autorité belge de la concur-
rence. Request for a preliminary ruling from the Cour d'appel de Bruxelles. Case C-117/20

Where special tariffs are in the jurisdiction of the NRA, they are required by law to be transparent
and non-discriminatory for bulk letters in 17 countries, for direct mail in nine countries, and for
bulk parcels in 11 countries. In the countries that require transparency and non-discrimination, the
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NRA also verifies these principles in practice for bulk letters in 15 countries, direct mail in six coun-
tries, and bulk parcels in six countries, see Table 52.

In ten countries, it is also required by law for the USP to make special tariffs for bulk letters availa-
ble to consolidators on the same terms as large mailers, and additionally, this law is verified in prac-

tice in nine of these countries. This law is also applied to bulk parcels in six countries and to direct
mail in five countries.

Several countries have also established laws requiring that special tariffs are available to competing
postal operators on the same terms as to large mailers. At the European level, 12 countries require
this principle by law, and nine countries also verify it in practice for bulk letters. Six countries have
also established a law for direct mail, and nine countries have established a law for bulk parcels.

Lastly, some countries (BG, CZ, LU, MT, NL, NO, PL, CH) have not defined legal requirements for
special tariffs, see Table 52.

Table 52
Regulation of special tariffs, according to NRAs

Are special tariffs and

within the

of the NRA

'y juri

(A) legally required to be transparent (publicly
available) and non-discriminatory and/or

(B) actually, verified by the NRA to be transparent
(publicly available) and non-discriminatory in
practice?

(A) legally required to be available to consolidators
on the same terms as to large mailers and/or

(B) actually, verified by the NRA to be available to
consolidators on the same terms as to large
mailersg

(A) required by law to be available to competing
postal operators on the same terms as to large
mailers and/or

(B) actually, verified by the NRA to be available to
competing postal operators on the same terms as
to large mailers?

Bulk letters | Direct Mall | Bulk Parcels

Bulk letters | Direct Mall | Bulk Parcels

TS I

Bulk letters | Direct Mall

VIS

Required by law and verified in practice

Required by law but not verified in practice

Not required by law but verified in practice

Not required by law nor verified in practice

Note: White cells represent no response from the NRA. HU, IE — only applicable for universal services. PT - The
per-sender model is applied to consolidators for bulk letters. CH — no sector-specific regulation.
Source:  CE Survey of NRAs.
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2.5 FUNDING OF THE USO

In this section, we discuss how the USO is being funded across investigated countries (via state aid,
commercial operations, compensation funds, etc.) and what methods are used to quantify the net
cost of the USO¢=. We also present and discuss the status and development of the designation
method of the universal service providers.

2.5.1 Designation method of universal service providers

The provision of universal postal services can be ensured in different ways, for example, via the di-
rect designation of a postal universal service provider or via public procurement of universal postal
services. Based on our surveys amongst USPs and NRAs in Europe, we find that most countries still
ensure the provision of universal postal services through the direct designation of a universal ser-
vice provider. This was the case in 16 of the investigated countries. In some cases, such as Slovenia,
this designation process would be replaced with public procurement if the results of a market analy-
sis found that more than one operator could ensure the universal service provision. ¢

In four countries (Estonia, Lithuania, Poland, and Romania), the provision of universal services is
ensured through public procurement and in the Czech Republic, the USP is designated through a
procedure that resembles public procurement.

The use of public procurement in Romania was implemented in 2019, when ANCOM introduced
this new procedure for designation. Under the new legislation, any authorised postal service pro-
vider can become a designated provider in Romania after responding to a public request to supply
the universal postal service. The most recent request on October 7, 2019, resulted in only one appli-
cation, Posta Romand, who remains the designated provider of universal postal services in Roma-
nia. 64

The public procurement process is also recent in both Poland and the Czech Republic, as designa-
tion was previously granted through direct designation.¢s

In Germany, the provision of universal services is ensured, as the national postal operator provides
a self-declaration to the federal tax authority stating that it will provide the postal universal service.
If the national postal operator would not provide the universal services, there is a possibility for the
government to impose the service provision on specific operators in the market.

2.5.2 Cost of the USO and the method for its calculation

The net cost of the USO arises as a result of the regulatory requirements imposed on the USP to de-
liver the USO which often force postal service providers to structure their business in a way which
they would not have done without the USO. As a result, the profit earned with the USO may be
lower than the profit which should have been earned without the USO. The difference in profit for
the regulated operator with and without the USO is the so-called USO net cost.

62 The net cost of the USO is the difference in profit for the universal service provider, both with the USO (status quo) and
without the USO (counterfactual situation).

63 ERGP (14)16, Discussion paper on the implementation of Universal Service in the postal sector and the effects of recent
changes in some countries on the scope of the USO.

64 See ANCOM — CNPR universal service: https://www.ancom.ro/fsu-servicii-postale 914

65 ERGP (14)16, Discussion paper on the implementation of Universal Service in the postal sector and the effects of recent
changes in some countries on the scope of the USO.
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In the Postal Services Directive, the USO net cost is defined as “the difference between the net cost
for a designated universal service provider of operating with the universal service obligations and
the same postal service provider operating without the universal service obligations”, i.e. the
profit forgone due to the obligation.

According to the Postal Services Directive, a postal universal service provider can ask the govern-
ment in its country for compensation of the USO net cost. For this reason, many postal universal
service providers calculate the net cost of the USO on a regular basis. The most commonly used
methods for estimating net costs are based on the fully allocated cost method, the net avoidable cost
method, as well as the commercial approach, see Box 6.

Box 6 Methods for calculating USO net costs

It is of utmost importance that the provider of universal postal services is not overcompensated
for its obligations. Such overcompensation would amount to unlawful state aid and would dis-
tort competition between the regulated operator and other market players, since the regu-
lated operator could use the extra compensation to cross-subsidise its activities in market seg-
ments where there is fierce competition. If there is no overcompensation, however, the univer-
sal service provider is no better off in the situation with a compensated USO than it would be in
the situation without the USO. Thus, it is very important to calculate the net cost using an appro-
priate method.

Postal operators in Europe use several different methods to develop their own estimates of the
USO net cost, most notably:

- The Fully Allocated Cost (FAC) method

- The Net Avoidable Cost method

- The Profitability Cost method / Commercial Approach

FULLY ALLOCATED COST METHOD

The fully allocated cost method is based on accounting methodology and does not include a
counterfactual scenario. Thus, it fails to comply with the definition of USO net costs as the differ-
ence in profit between the status quo and the counterfactual scenario without the USO. In-
stead of defining the net cost as the difference in costs for the universal service provider oper-
ating with and without the USO, the fully allocated cost method calculates the total cost of the
USO according to the status quo. An advantage of the fully allocated cost method is that it
allows the calculation of all losses that are associated with the USO. However, the losses result-
ing from the USO are not the same as the net costs of the USO. As a direct result, the main dis-
advantage of the method is that it does not comply with the net cost definition in the Postal
Services Directive. Further, the fully allocated cost method only captures direct revenue effects
and ignores dynamic indirect demand effects. It also leaves out potential market benefits from
being a designated universal service provider.

NET AVOIDABLE COST METHOD

The net avoidable cost method calculates the net cost of the USO as the savings that the
postal operator could achieve if there was no USO and the operator could discontinue all loss-
making activities. The underlying assumption is that a profit-maximising commercial operator
without any USO would not serve unprofitable market segments. The net avoidable cost
method leaves out effects on the revenue side, ignoring demand effects, and assumes that all
services provided at a loss will discontinue in the absence of the USO. This is not reasonable, as
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some of these services might be necessary for the universal service provider to maintain profit-
ability in other market segments. Therefore, the reduction in service level in the counterfactual
situation will in this case be overestimated and yield too-high net costs. The main advantage of
the net avoidable cost method is that, in contrast fo the fully allocated cost method, it em-
ploys a correct cost perspective by focusing on avoidable costs. However, its main disad-
vantage is that it does not define the net cost in such a way that it would result in a correct es-
fimate of the net cost. The method does not account for interdependence between services
on the revenue side and assumes that any service elements that are provided at a loss will be
abandoned in the absence of the USO, irrespective of whether they are required fo maintain
profitability in other market segments. Therefore, the method will result in an overestimation of
the reduction of services in the counterfactual scenario, and yield a too-high net cost. Also,
the net avoidable cost method focuses on receiver sesgments instead of sender segments
(those who pay postage fees). As a result, it gives an unrealistic picture of which postal services
would be removed in the absence of the USO.

THE PROFITABILITY COST METHOD / COMMERCIAL APPROACH

The commercial approach was constructed to tackle the weaknesses of the two previous ap-
proaches. This method applies the correct net cost definition and calculates the difference in
profit with and without the USQO, i.e., compares the actual profit under the USO and the profit in
the counterfactual situation without the USO. The commercial approach is explicitly based on
two scenarios: the current situation, where the universal service provider provides the USO ser-
vices under the current legal framework, including requirements as well as possible legal bene-
fits, and a counterfactual situation, where the former universal service provider acts on a purely
commercial basis, without any USO. That is, the commercial approach estimates the total
commercial effect of discontinuing a given USO element in terms of both cost and revenue
effects. It has also been applied in practice, meaning that the method is not merely theoreti-
cal. The main advantage of the commercial approach is that it complies with the criteria of
net costs outlined in the Postal Services Directive, thereby tackling the weaknesses of the previ-
ous two methods. It applies the correct net cost definition and calculates the difference in
profit with and without the USQO, i.e., compares the actual profit under the USO and the profit in
the counterfactual situation without the USO. Further, it defines the correct customer group as
the senders of mail, as opposed to the receivers. The commercial approach also defines two
types of revenue effects: direct price and indirect demand effects. Also, it estimates market
and intangible benefits stemming from the USO.

Source:  Copenhagen Economics (2018), Report on USO net costs in Iceland. Available online: https://co-
penhageneconomics.com/wp-content/uploads/2021/12/report-on-uso-net-cost-in-iceland_public-
version.pdf

In the last three years (i.e., since 2019), USO net costs have been calculated in almost half of the EU
Member States, see Table 53. The most commonly used calculation approach is the profitability
cost approach, which allows for the calculation of USO net costs in line with the requirements in the
Postal Services Directive, see Box 6. The most common elements of the USO driving USO net costs
(mentioned by both USPs and NRAs) are postal network density, delivery frequency, and the provi-
sion of individual unprofitable services included in the USO.
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Table 53
Latest USO net cost calculations

Country

Note:

Source:

Year of lat-
est USO Net
Cost Calcu-
lation

2020
2020*

2020

2020

2019
2020

2019

2020

2019*
2020

2020*
2020*

2021

Share of Net
Costin % of
uso

10%

Has the USO been
found to impose an
unfair burden on the
USP in 2017-2021?

Yes
Yes
Yes
Yes

Yes

Yes
Yes

Yes

Yes

Yes
Yes

Yes

Method
applied

Other
Re
Re
Re
NAC
Other
Other

NAC
PC
PC
PC
NAC
Other

PC
PC

Other
Other

PC

NAC

USO elements driv-
ing the net cost ac-
cording to the NRA

PND,

DF

PND,
PND,
PND,

DF,

PND,

PND,
PND,
PND,
PND,

PND,
PND,
PND,
PND,
PND,
PND,

DF,

DF,
DF,
DF,

DF,

DF,
DF,
DF,
DF,

DF,
DF,
DF,
DF,
DF,
DF,

SUS

SUS

SUS

SUS

SUS
SUS

SUS
SUS
SUS

SUS

PND, DF, SUS

USO elements

driving the net
cost according
to the USP

PND,
PND,
PND,
PND,

PND,
PND,
PND,
PND,

PND,

PND,

PND,
PND,
PND,
PND,

PND,

PND,
PND,
PND,
PND,
PND,
PND,

DF,
DF,
DF,
DF,

DF,
DF,
DF,
DF,

DF,

DF,

DF,
DF,
DF,
DF,

DF,

DF,
DF,
DF,
DF,
DF,
DF,

SUS
SUS
SUS
SUS

SUS
SUS
SUS

SUS

SUS

SUS

SUS

SUS

SUS

SUS

SUS
SUS

SUS
SUS

* USP data. Legend: PC = Profitability cost approach; NAC = Net Avoidable Cost; PND = Postal network
density; DF = Delivery frequency; SUS = Scope of universal services (individual unprofitable services in-
cluded in the USO). Countries that did not answer any questions were excluded. Empty cells appear
when the answer to the question was unknown" or was not provided.

CE Survey of NRAs and USPs.

The Postal Services Directive specifies that USPs can be compensated if the so-called net cost of the

USO represents an unfair financial burden. Based on our research, we find that 23 of the investi-

gated countries have authorised different forms of compensation by law, and almost 70 per cent of

them have also established a compensation mechanism in practice, see Figure 33.

Out of the 16 countries that have established a compensation mechanism, five use direct compensa-

tion from public funds, three use a compensation fund and eight use other compensation mecha-

nisms, which in most cases mean direct compensation from public funds.
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Figure 33
Compensation mechanisms for the funding of USO net costs
Number of countries

No compensation in
the law nor in practice
Fund
Other

16
Compensation fund

in the law, but no form of Compensation
compensation established mechanism
established
Direct compensation
from public funds
Public
procurement
Note: The charts consist of data from the following 25 countries: AT, BE, BG, HR, CZ, DK, EE, FR, DE, EL, IE, IT, LV, LT,

LU, NL, NO, PL, PT, RO, SI, SK, ES, CH, UK.
Source:  CE Survey of NRAs.

Although compensation funds are legally authorized,ss few countries have established a fund in
practice. There are several reasons for this, primarily linked to challenges such as a high adminis-
trative burden, difficulties determining who should contribute to the fund and how much they
should contribute, and an outcome where the universal service provider itself ends up bearing most
of the costs.

The fundamental principle for who should contribute to a compensation fund is laid out in the
Postal Services Directive (PSD) and is based on the principle of interchangeability. The underlying
motivation for this is that the ability for providers of universal postal services to cover any unfair
financial burden linked to the USO through price increases is constrained by the risk that users of
universal postal services will switch to services provided by other competing operators. The services
that consumers would switch to are considered interchangeable with the universal service. Since op-
erators who are providing interchangeable services are preventing the universal service provider
from earning monopoly profits on the universal postal services, they could be asked to contribute to
the financing of the USO through a compensation fund. An assessment of the interchangeability of
services is therefore required to identify which operators should contribute and how much they
should contribute.

The PSD does not provide a clear methodology for assessing interchangeability for the purpose of
USO compensation. Product interchangeability is, however, a well-defined concept in the practice of
competition law and this practice can therefore be used as a starting point. By focusing on demand-
side substitution, relevant questions to answer in the assessment of interchangeability of postal ser-
vices would be:

» How would users respond to a permanent 5-10% price increase for a given USO product?
» How would users’ substitution influence the profitability of the USP?

66 Articles 7(3) and 77(4) of Directive 2008/7/EC

154



The assessment of interchangeability is thus an empirical assessment which needs to be done on a
case-by-case assessment, considering the specific definition of the USO in the country in question,
relevant substitutes, and local preferences and substitution patterns.

In the countries where a compensation fund is used, the contributors to the fund are normally all
postal operators providing services within the scope of the universal service (this is the case in six
countries or within a licensed area (this is the case in four countries). Since in many countries the
USP holds the lion’s share of the universal postal service market, the contribution from other opera-
tors based on market shares would be very limited. As such, in practice in some countries, compen-
sation funds function as a direct subsidy from the government.

In Spain, for example, the compensation fund will benefit from the following contributions:

a) Transfers in favour of the fund assigned in the state's general budgets, in accordance with the
provisions of Article 30 Postal Act.

b) Public economic benefits are established in Articles 31 (Postal tax, i.e., the contribution from
the postal operators providing services in the US scope) and 32 (Fee for the granting of individ-
ual licences), which are made available for this purpose.

¢) Donations or bequests by any natural or juridical person who wishes to help finance universal
service.

d) Yields from the deposits in which the fund’s assets are held.

Getting the net cost calculation (and thereby compensation) right is of critical importance to both
the level-playing field for other market participants, efficient provision of the universal services as
well as to the claimant’s ability to ensure financially sustainable provision of postal services. From
the competition perspective, when the net cost calculation is not accurately calculated and assessed
there is a risk for competitors in the market that the incumbent can cross-subsidise activities in
competitive segments of the market, squeezing out competition. From the claimant’s perspective, a
highly contested parcel delivery market creates a risk for the incumbent that the compensation will
be challenged, resulting in a formal complaint and investigation, for instance, see Box 7.

Box 7 Complaint against the net cost calculation in Norway

In March 2022, HeltHjem Netthandel AS, a newspaper and parcel logistics operator in the Nor-
dics, sent a complaint to the monitoring body of the EFTA Surveillance Authority, ESA, regarding
allegedly unlawful state aid fo Posten. HeltHjem argued that Posten is overcompensated for
their provision of the USO in Norway which HeltHjem argues provides a competitive advantage
in the delivery of parcels.In their complaint, HeltHjem documented their claim of unlawful state
aid with an assessment of prices and costs for delivery and an assessment of the Net-avoided
costs based on publicly available information. In particular, HeltHjem argued that the prices
were so low that it was impossible for Posten Bring fo cover its own costs.

HeltHjem’s complaint is still being assessed by ESA.
Source: NRK (2022) Gets several hundred million kroner: - Strange that Posten Bring can deliver such low prices,

https://www.nrk.no/nordland/helthjem-mistenker-at-posten-far-ulovlig-stotte- -esa-ber-staten-svare-
1.15975298
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2.5.3 Legal mechanisms for financing the net cost of the universal
service
As demonstrated earlier in this chapter, most EU Member States have established legal mechanisms
for financing USO net costs. In most of Europe (about two-thirds of the countries) the current legis-
lation (at the time of writing) authorises the establishment of a compensation fund, see Table 54.
Normally, the decision on the establishment of a fund is made by the respective NRA, who also nor-
mally administers it. Two notable exceptions exist: the council of ministers or the prime minister
takes on this role in Spain, and the postal ministry is involved in Hungary, Italy, Romania, and the
United Kingdom.

The methodology for determining the level of financial contributions to fund USOs has been deter-
mined in many countries. Most commonly, the methods require all postal operators providing ser-
vices within the local USO scope or within a specific licensed area to contribute to the funding. The
amount of contribution is often calculated per unit of revenue earned within the respective USO/li-
censed area. Except for Malta, Slovakia, and Luxembourg, the USP is required to contribute to the
compensation fund on the same basis as other postal operators. In about half of the countries sur-
veyed, the current legislation also authorises the establishment of other means of compensation. In
practice, this mostly means direct compensation from public funds, although other options exist
(for example, public procurement in Norway).

In Belgium, changes to the postal law in 2018 introduced an important mechanism in relation to the
financing of the USO. More specifically, based on a (political) willingness to avoid state financing of
the USO, the law introduced a “regulatory toolbox” with the opportunity to lighten USO obligations
(e.g., USO scope, quality obligations, frequency of distribution, etc.) in cases whether there is a need
to finance the net cost of the USO. In practice, if there is a risk of a financial USO burden being paid
by the state, the USP is obliged to propose USO alleviations to the state. The state can then decide
whether to implement these changes (by changing the law and/or decree and management contract
with bpost). Only if the state does not alleviate the burdensome USO obligations will it be obliged to
finance the USO burden. bpost may also submit proposals for regulation to ensure that the USO re-
mains in line with postal user needs. These changes are mentioned in the postal law and further de-
tailed in the USO management contract (Art 8) with bpost.
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Table 54

Legal mechanisms of financing the net cost of the universal service obligation

COUN-
TRY

AT
BE

BG

HR

CY

Cz

DK
EE
Fl

FR

DE
EL

HU

Lv
LT

LU

AUTHORI-
SATION
OF COM-
PENSA-
TION
FUND

Yes
No

No

No

Yes

No

No

Yes

Yes

Yes

No

Other

Yes

Yes

No
No

Yes

RULING
BODY

NRA

NRA

Other

Other

NRA

NRA

NRA

NRA

ADMINIS-

BODY

NRA

Other

NRA

Other

NRA

PM

NRA

PM

NRA

No

Other

No

Yes

No

No

No

No

No

No

THOR-

ISED

2014

Other
2009

2005

1999

FUND ES- YEAR AU- YEAR ES-
TERING TABLISH-
MENT

TAB-
LISHED

2014

Other
2009

Not estab-
lished

FIXED CONTRIB-

METHOD UTORS

Yes

Yes

Other

Yes

Yes

No

Yes

POIn LA

PO in USO

Other
PO in LA

PO in LA

POIn LA

PO in USO

PO in USO

ALTER-
CONTRI- USP CON- :k:f:é NATIVE COMPEN- UNFAIR
BUTION TRIBU- COMPEN TYPES OF SATION BURDEN
BASIS TION SATION COMPEN- SIZE
SATION
Rin LA Yes No
Other DC PF Other
Yes Other 1-15 mil Yes
euros
No
Other Yes No No
Yes pcpr  JOSmileu- o
ros
Other Other Yes Other
Yes No Yes
Other
Rin LA Yes No
Other DC PF Yes
Yes pcpr  1omieu
ros
Rin USO Yes No
Yes pcpr  2624MI e
euros
Yes Other Yes
Yes DC PF Yes
Rin USO No No
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MT
NL

NO

PL
PT
RO
sK
sl
ES
SE
CH
UK

Note:

Source:

Other
No

No

Yes

Yes
Yes
Yes
Yes
Yes
No
No

Yes

NRA
Other
PM
NRA
NRA
CM

PM

NRA

PM
NRA
NRA
NRA

NRA

No

No
No
No
Yes
No

Yes

No

2012
2009
2010'

2013

2021

No

Yes
No
No
Yes
No

Yes

No

PO in USO

Other
PO in USO
PO in USO

Rin USO

Other
Rin USO
Other

No

Yes

No
Yes

Yes

No
No

Yes

Yes

No
Yes
No
No
No
Yes
Yes
No

ppaDCPE o 2Mi
euros
DC PF
DC PF
Other
Other

No

Other
Yes
Yes
Yes

Yes

No

Legend: CM = Council of Ministers or Prime Minister; PM = Postal Ministry; PO in LA = Postal operators providing services within a licensed area; PO in USO = Postal operators
providing services within the USO scope; PO out USO = Postal operators providing services outside the USO scope; R in LA = Per unit of revenue earned within a licensed
areaq; Tin LA = Per item transmitted within a licensed area; R in USO = Per unit of revenue earned within the USO area; R out USO = Per unit of revenue earned outside the
USO areq; DC PF = Direct compensation from public funds. Empty cells appear when the answer fo the question was "other", "unknown" or was not provided. 1) Article 29 of

the Postal Act of 30 December 2010: https://www.boe.es/eli/es/I/2010/12/30/43/con

Section 15 of the Plan for the provision of the universal postal service.
CE Survey of NRAs.
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2.5.4 State aid cases

As a result of the continuing steep decline in postal volumes, the compatibility of national financing
of the USO/SGEI with the TFEU remains a topic across European countries. This is also highlighted
by the large number of recent cases (Belgium, Denmark, France, Italy, Poland, Spain), typically no-
tifications to the Commission to assess whether potential aid is compatible with the internal market
or not, see Table 55.

In contrast to previous years, there have been no cases between 2017 and 2021 related to USO fund-
ing requiring decisions by European Courts, such as the case of Germany’s aid for Deutsche Post,
which was brought to the General Court and the Court of Justice following the Commission’s 2012
decision.

Looking ahead, we conclude that the booming e-commerce delivery market will create additional
pressure for the relevant authorities, compensation beneficiaries, as well as third-party providers to
scrutinise net cost calculations. The typical challenge is that USPs rely on joint network/joint in-
vestments for delivery of letters and parcels. This may give incentives to portray network and in-
vestment costs as fixed costs resulting from the USO status. However, the fact that the counterfac-
tual is purely hypothetical imposes risks. This makes it important for the national enforcement au-
thorities and the European Commission to scrutinize the calculations, cf. the recent Post Danmark
case. Third party providers should continue to challenge the calculations provided by USPs to en-
sure calculations are sound.

Based on our recent cases experience, the national and European enforcement authorities, when
scrutinising compensation claims, should consider at least three well-established principles:

First, investments that would have been implemented also without the USO (irrespective of the cost
allocation) should not contribute to the net costs of the USO.¢

Second, the USO per se cannot be used as a cost driver and one needs to demonstrate causality: “the
ERGP considers that the USO cannot be regarded as a cost driver until proven otherwise by oper-
ators and formally acknowledged by the NRA.”ss

Third, the net cost calculations should not rely on standard cost allocation (typically, used for the
purposes of ex ante pricing regulation): “Although the Commission regards the net avoided cost
methodology as the most accurate method® [...], where duly justified, the Commission can accept
alternative methods for calculating the net cost necessary to discharge the public service obliga-
tions, such as the methodology based on cost allocation.”

67 As per Annex I of the Postal Services Directive.

68 ERGP (12) 28 Rev. 1 — Common Position on cost allocation rules

%  Note that the definition of Net avoided cost method in the State Aid context differs from the one typically applied in the
postal sector. See definitions provided in Box 6.

70 European Union framework for State aid in the form of public service compensation (2011)
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Table 55

European cases concerning Financing of USO/SGEI (State aid)

COUNTRY CASES

Belgium

Denmark

France

Italy

Poland

Spain

Note:
Source:

SA.56448

SA.62486

SA.100860

T-561/18 and C-442/21P

SA.49668/SA.53403
SA.57991/SA.55918

0

SA.49469

SA.48883
SA.41147
17-D-26

SA.48492 (2019/NN)

SA.55270 ( 2020/N )

SA.43243

SA.42843 ( 2015/N ) Com-
pensation for the provision
of services which are statu-
torily exempted from post-
age fees (2016-2021)

Public Registered Electronic
Delivery Service

SA.37977

SA.50872

CASE STATUS
(2) Closed

(2) Closed

(1) Ongoing

(1) Ongoing

(2) Closed
(1) Ongoing
(1) Ongoing

(2) Closed

(2) Closed
(2) Closed
(2) Closed

(2) Closed

(2) Closed

(2) Closed

(1) Ongoing

(1) Ongoing

(2) Closed

(2) Closed

SERVICES CONCERNED

Press and periodicals
Retail network and some other daily

or ad hoc services

Retail network and some other daily

or ad hoc services

uso

uso
uso

Regional Planning

Transport of newspapers

Banking access
Banking access

"servizi editoriali"

universal services

universal services

Postal items

Registered Electronic Delivery

USO compensation

H.53 - Postal and courier activities
H.53.1 - Postal activities under univer-
sal service obligation

USO compensation
H.53.10 - Postal activities under uni-
versal service obligation

The chart contains data from the following countries: BE, DK, FR, IT, PL, ES.

CE Survey of USPs.

ISSUE

SGEls

SGEls

SGEls

USO compensation 2017-2019, internal capital injection, VAT exemption,

guarantee, and alleged cross-subsidisation
Capital injections

USO compensation 2020

USO compensation 2021/2022

Decision not to raise objections

Decision not to raise objections
Decision not to raise objections
Decision not to raise objections

State compensation for reduced tariff offered to publishers and not-for-

profit organisations over the period 2017-2019

2020-2024 USO Compensation

Delivery of the universal postal service over the periods 2012-2015 and

2016 -2019

Exemption from postage fees for the following: services including clear-
ance, transport and delivery of items posted by blind and partially sighted
persons or to organisations performing activities for and on behalf of blind
and partially sighted persons; items containing the "compulsory library
copies" sent to the libraries entitled to receive them; "voting packages"

and consignment of return envelopes.

Exemption from postage fees of forwarding correspondence using Public
Registered Electronic Delivery Service by non-public entity fo public entity.

State Aid to Correos

USO compensation for Correos, 2011-2020, SPAIN

REMARKS

Extension of press concessions (2021-2022)
Prolongation of 6th Management Confract
(2021)

7th Management Contract (2022-2026)

All the "cases" mentioned here are deci-
sions regarding public mission compensa-
tions, not disputes.

Aid compatible with the internal market
pursuant the article 106(2) TFEU

The Commission found the compensation
to be in line with EU state aid rules

The Commission found the compensation
to be in line with EU state aid rules

Designated operator receives compensa-
fion from the state budget in form of sub-
vention.

Designated operator receives compensa-
fion from the state budget in form of sub-
vention.

State aid for provision of USO.

State aid for provision of USO.
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2.6 STANDARDISATION OF LETTERS AND PARCELS

Standardisation in the European postal sector focuses on harmonising technical methods at the EU
level and enabling the interoperability of postal operators. At the global level, the UPU's Standards
Board develops technical standards and EDI messaging specifications with the aim of making the
exchange of operational information between postal operators easier — thereby reducing transac-
tion costs and improving the delivery service for the users (senders as well as recipients). In this
section, we review responses from USPs regarding which standards have been implemented in their
country and how standardisation has impacted their businesses.

2.6.1 Implementation of standards

As a result of changing user needs and an increased focus on parcel delivery in the postal sector, it is
not surprising to see an increase in postal standards aimed at addressing the structural change to-
wards increasing e-commerce and a digital postal market.

During the period under review, the UPU has developed/updated standards, e.g. regarding labelling
of cross-border postal items and inbound operational and customs processes.” At the European
level, the European Committee for Standardisation (CEN) has been working on the so-called “man-
date 548” which concerns the improvement of quality of service in support of the implementation of
Article 20 of Directive 97/67/EC as well as the Commission Communication regarding a roadmap
towards a single market for parcel delivery~.

According to the mandate, the CEN shall perform standardisation work covering, inter alia7:

6))] Quality of services: Methods for transit time measurement for cross-border postal
items and mail flows and standardised tools for measuring and handling complaints
concerning damaged, delayed, or lost postal items.

(ii) Interoperability: Review of existing standards for digital postal marks, develop-
ment of requirements for the use of reverse envelopes, standardisation of digital par-
cel boxes with free access for the transport provider and the consumer.

(iii) Digital postal services: Review of existing standards in the field of secure elec-
tronic postal services and development of requirements for electronic advanced data
(EDA) in postal operations.

@iv) Physical process and associated data: Labelling and exchange of data between e-
merchant and logistic operators for cross-border parcels.

The mandate ended in 2020 and required the CEN to report to the European Commission. In its
2021 report on the application of the Postal Services Directive” the European Commission in turn
found that “technical standards are not sufficiently used, which may negatively impact interoper-
ability”. This also includes mandatory standards. The Commission advocates a further assessment
of the use of standards by postal operators.

7 https://www.upu.int/UPU/media/upu/documents/Standards/Standards-Status.xlsx
72 COM (2013) 886
73 See C(2016) 4876 final, Commission implementing decision of 1.8.2016 on a standardisation request to the European Com-

mittee of Standardisation as regards postal services and the improvement of quality of service in support of Directive
97/67/EC of the European Parliament and of the Council of 15 December 1997.

74 European Commission (2021), Report on the application of the Postal Services Directive (Directive 97/67/EC as amended
by Directive 2002/39/EC and 2008/6/EC)
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We asked USPs in the EU which postal standards they complied with by the end of 2021. We found
that most of the USPs measure the transit time for priority single-piece items in compliance with
CEN standard EN 13850 (26 out of 27 USPs responding to our questions), see Table 56. This
standard is the only standard which is mandatory, as required in the Postal Services Directive.

All other standards are voluntary to implement. Thus, it is not surprising that we also found that a
number of USPs have still not implemented a handful of standards:

For example, 70 per cent of responding USPs reported that the complaint handling procedure at
their company complies with CEN standard EN 14012.

Ten of 23 USPs do not measure the transit time for non-priority single-piece items according to
CEN standard EN 14508. One of the most common reasons for this is a technical one — in four
countries (namely, LU, NL, SI, ES) USPs have no non-priority products in the USO.

In addition, only two USPs reported that they provide an interface to e-merchants, and only nine
USPs reported that they process applications of digital postage marks. Most USPs also do not follow
standards for providing international postal address components and template languages, as only
three USPs reported company compliance with ISO standard EN 19150-4.

These results are broadly in line with those in 2017, i.e., not much progress has been made regard-
ing an increase in the application of these standards in the last four years.

USPs’ answers to the following six questions are summarised in Table 56:

1. Do you measure the transit time for priority single-piece items in compliance with CEN
standard EN 138507?

2. Do you measure the transit time for non-priority single-piece items in compliance with

CEN standard EN 14508?

Do you provide an interface to e-merchants in compliance with CEN standard TS 170373?

4. Do you process applications of digital postage marks (dpms) in compliance with the CEN
standard EN 14615?

5. Do you provide international postal address components and template languages in com-
pliance with ISO standard EN 19150-4?

6. Isthe complaint handling procedure of your company in compliance with CEN standard
EN 14012?

@

75 The USP reporting it does not measure the transit time for priority single piece items in compliance with CEN standard EN
13850 is the USP in Greece. This result is unchanged since 2017.
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Table 56
Standards used in the postal sector

Country

AT
BE
BG
HR
Cz
DK
EE
Fl
FR
DE
EL
HU

u
T
L
MT
NL
NO
PL
PT
RO
sk
sl
ES
SE
CH

Note:

Source:

1. Do you
measure the
transit time for
priority single-
piece items in
compliance
with CEN
standard EN
138507

Yes
Yes
Yes
Yes
Yes
Yes
No
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes
Yes

2. Do you meas-
ure the transit
time for non-pri-
ority single-
piece items in
compliance with
CEN standard EN
145087

No
Yes
Yes
Yes
No
Yes
No
Yes
Yes
Yes
Yes
Yes

Other
Yes
Yes

3. Do you provide
an interface to e-

merchants in com-

pliance with CEN

standard TS 170373

(standard pend-
ing)?

No
Unknown
No

No

No

No

No
Unknown
Other
Yes

No

Other

No
No
No
No
Yes
No
No
Yes
No
No
No
No
No
No

4. Do you pro-
cess applica-
tions of digital
postage
marks (DPMs)
in compliance
with the CEN
standard EN
146157

No
Yes
No
No
Yes
Yes
No
No
Yes
No
No
No

No
No
Yes
No
Unknown

Yes
Yes
Yes

5. Do you pro-
vide interna-
tional postal
address com-
ponents and
template lan-
guages in com-
pliance with ISO
standard EN
19150-4?

No

No

No

No

No

No
Yes
Yes
No
No
Other

No

No

Other

No
Unknown
Unknown
Yes

Yes

No

No

No

No

No

No

6. Is the com-
plaint han-
dling proce-
dure of your
company in
compliance
with the CEN
standard EN
14012?

Other
Unknown
Yes
Yes
Yes
Yes
No
Yes
Yes
Other
No
Yes

Yes
Yes
Yes
Yes
Yes
Yes
No
Yes
Yes
Yes
Yes
Yes
Yes
No

Empty cells mean no answer was provided. Regarding Q2, in NL the second-class mail is not part of USO;
in NO non-priority and priority mail merged as of 1 January 2018 info one mail stream with D+2 delivery
time; In ES there is no priority mail. Regarding Q3, the ES UPU standard is applied worldwide. Regarding
Q4, in DE UPU, standard $28 is used; in HU digital postage mark is not currently used. Regarding Q5, in EE,
UPU rules and guidelines are used; in FR, the standard mentioned is ISO EN 19160-4. La Poste uses it for its
e-services, offering online printing. Nevertheless, this standard is used mainly by senders, and La Poste
promotes the use of EN 19160-4 by giving discounts to the senders who use it; in DE the DIN ISO 5008 is
used; in No they use UPU-S$24, but consider it to be the same as ISO 19160-4. Regarding Q4, in De DIN ISO
9001 is used; in NO the standard classifies all notifications from clients as complaints, whereas the Polish
Postal Act separates the complaints procedure from the claims procedure; in ES the processes are
adapted and compliant to the standard, although noft certified.

CE Survey of USPs.
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2.6.2 The role of standardisation in the future development of the
postal sector

In response to our questionnaire, USPs reported that standardisation, when implemented properly

and widely, has a positive impact on consumer satisfaction and postal sector growth. According to

several USPs, standards have, for example, increased efficiency and driven innovation and interop-

erability in the sector.

Out of 24 responding USPs, 19 report that existing standards have contributed to changes or adap-
tations to their routines or business models, see Table 57. This is important for the development of
interoperability and competition in the postal market, since postal standards provide uniformity in
the operational processes of postal service providers to support international cooperation proce-
dures and enhance the quality of services. It is also easier for USPs to collaborate across borders
when standardisation is advanced. Still, any standardisation must consider national particularities.

Table 57
Impact of standards on operators’ business

Have existing standards contributed to changes or adaptations in your routines or business models?
Yes AT, BE, BG, HR, DK, FR, DE, EL, HU, IE, LT, LU, MT, NL, NO, PL, PT, RO, SI, ES, SE, CH

No EE, CZ LI, SK

Source:  CE Survey of NRAs.

When asked about the need for further standardisation in the future, only three out of 19 respond-
ing USPs reported that they see a need for further standardisation, see Table 58. In other words, a
large majority of USPs do not see a need for further standardisation in the postal sector (including
CEN and UPU standards). This result is the same as in 2017, when three out of 18 responding USPs
reported a need for further standardisation.

When asked about what type of standards would be needed in the future, USPs mentioned stand-
ards regarding parcel delivery emissions. USPs also stressed that any new standards need to be suf-
ficiently flexible to adjust to the rapidly developing e-commerce parcel delivery market.

Table 58
Need for further standardisation

Would you see scope/need for further standardisation of the wider postal area?
Yes FR, EL, IE, SE
No BG, HR, CZ, DK, FI, DE, HU, LI, LT, LU, MT, NL, PT, SI, ES, CH

Source:  CE Survey of USPs.
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2.7 NATIONAL REGULATORY AUTHORITIES

According to Article 22 of the Postal Services Directive, each Member State should designate at least
one national regulatory authority (NRA) to carry out the tasks identified in the Postal Services Di-
rective for the postal sector in their Member State. The Postal Services Directive further clarifies
that the NRA should be “legally separate from and operational independent from postal operators”.
This separation is important to ensure impartiality when designating and regulating universal
postal services. All 27 Member States plus Iceland, Liechtenstein, Norway, Switzerland and the
United Kingdom have designated an NRA to oversee the postal sector in their respective Member
State, see Table 59.

Article 22 of the Postal Services Directive also clarifies that the primary task and power of the na-
tional regulatory authority is to “ensure compliance with the obligations arising from this directive”.
These powers can be broadly identified into three categories: provision of the universal service, fi-
nancing of the universal service, and collection of data about the universal service provider.

Regarding the provision of the universal service, NRAs are responsible for the scope and designa-
tion of the universal postal service and quality of service standards and monitoring. These tasks in-
clude identifying which services should be included in the scope of the universal service (discussed
in Section 2.1), the density of the postal network (discussed in Section 2.1.4), and designation of the
universal service provider and authorisation procedures for other postal operators providing ser-
vices within their Member State (discussed in Section 3.4).

NRAs are also responsible for ensuring compliance with the Postal Services Directive regarding the
financing of the universal service. This involves approval of cost accounting systems and assessment
of verification of calculated net costs (discussed in Section 2.5).

NRA’s task of collecting data about the universal service provider is also outlined in the Postal Ser-
vices Directive. Article 22a specifies that NRAs can collect data including financial information of
the USP for the purpose of ensuring compliance with the PSD and for clearly defined statistical pur-
poses.
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Table 59

Designated national regulatory authorities

COUNTRY

AT

BE

BG

HR

CY

Cz

DK

EE

Fl

FR

DE

GR

HU

Lv

LI

LT

LU

MT

NL

NO

PL

PT

RO

SK

S|

ES

SE

CH

UK

NATIONAL REGULATORY AUTHORITY

Austrian Regulatory Authority for Broadcasting and Telecommunications (RTR)

Belgian Institute for Postal Services and Telecommunications (BIPT)

Communications Regulation Commission (CRC)

Croatian Regulatory Authority for Network Industries (HAKOM)

Office of the Commissioner for Electronic Communications and Postal Regulation (OCECPR)
Czech Telecommunication Office (CTU)

Danish Civil Aviation and Railway Authority (TBST)

Estonian Competition Authority

Finnish Transport and Communications Agency Traficom (FICORA)

Regulation Authority for Electronic Communications, Posts and Press Distribution (ARCEP)
Federal Network Agency for Electricity, Gas, Telecommunications, Post and Railways (BNetzA)
Hellenic Telecommunications And Post Commission (EETT)

National Media and Infocommunications Authority (NMHH)

Post and Telecom Administration (PFS)

Commission for Communication Regulation (ComReg)

Regulatory Authority for communications and media (AGCOM)

Public Utilities Commission (PUC)

Office for Communications

Communications Regulatory Authority of the Republic of Lithuania (RRT)

Luxembourg Institute for Regulation (ILR)

Malta Communications Authority (MCA)

The Netherlands Authority for Consumers & Markets (ACM)

Norwegian Communication Authority (NKOM)

Office of Electronic Communications (UKE)

National Communications Authority (ANACOM)

National Authority for Management and Regulation in Communications of Romania (ANCOM)
Regulatory Authority for Electronic Communications and Postal Services

Agency for Communication Networks and Services of the Republic of Slovenia (AKOS)
Spanish National Markets and Competition Commission (CNMC)

The Swedish Post and Telecom Authority (PTS)

Federal Postal Services Commission (PostCom)

The Office of Communications (Ofcom)

Source:  CE Survey of NRAs
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The most notable change in NRAs’ data collecting powers in Member States during the investigated
period was the expansion of powers linked to the introduction of Regulation on cross-border parcel
delivery services (EU 2018/644) in 2018. Under this regulation, NRAs are also granted the author-
ity to collect data on parcel delivery service providers. In particular, Article 4 of the cross-border
parcel regulation specifies that all parcel delivery service providers operating in a Member State
should provide the following information to their NRA:

e Their name, legal status, registration number, VAT number, contact information and address

e Description of parcel services offered

e Terms and conditions for parcel services including complaints procedures and potential limita-
tions of liability

e Annual turnover in parcel services

e Number of persons employed

e Number of parcels handled

e Names of subcontractors and information regarding their subcontractors

e  Publicly accessible price list for the calendar year

In contrast to the Member States where the Postal Services Directive sets a common threshold for
the regulatory bodies’ powers, in Lichtenstein, the Postal Services Directive is not yet implemented
in national law. So while the Office for Communications is currently designated as the postal NRA,
it does not have the respective competencies as the NRAs in Member States do. The adoption of the
Postal Services Directive was under review in 2022 and it is expected that the Office of Communica-
tions would obtain responsibility for the tasks and powers explained above.

In addition to the tasks identified above, the Postal Services Directive also states that NRAs “may
also be charged with ensuring compliance with competition rules in the postal sector”. This power
has been designated to eight NRAs, see Table 60. Although NRAs in most countries do not have
sole power as the enforcer of competition regulation, NRAs and National Competition Authorities
(NCAs) are obliged to cooperate and share information to ensure effective application of competi-
tion and postal laws.
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Table 60

NRA competition enforcement

COUN-
TRY

AT
BE

BG
HR
CcY
Cz
DK
EE

Fl

S
ES
SE
CH
UK

Note:
Source:

IS THE NRA A PRI-
MARY ENFORCER OF
COMPEITITON RULES
IN THE POSTAL SEC-

TOR?

No
No
No
No
Other
No
No

Yes

No
Other
Yes
No
No
Yes
Yes
No
No
No
Yes
Yes
Yes
No
Other
Other
No
Other
No
No
Other

ARE THE NRA AND NCA LEGALLY
OBLIGED TO PROVIDE EACH
OTHER WITH THE INFORMATION
NECESSARY FOR THE APPLICA-
TION OF THE POSTAL DIRECTIVE
AND THE COMPETITION LAW IN
THE POSTAL SECTOR?

Yes
Other
Yes
Yes
Yes
No
Yes

Other

Yes

Yes

Yes
Other
No
Yes
Yes
Yes
No
Other

No
Yes
Yes
Yes
Yes
Other
No
Yes

No

DO THE NRA AND
NCA REGULARLY
CONSULT CONCERN-
ING THE APPLICA-
TION OF THE COMPE-
TITION LAW TO THE
POSTAL SECTOR?

No
No
Yes
Yes
Other
No
No
Other
Other
Other

Yes

Other
Yes
Yes
Yes

Other
No
No

Other
No
No

Other
Yes
No

Other

Other

Other
Yes

Other

Blanks appear where no response was received. NCA = National Competition Authority.

CE Survey of NRAs
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The financial resources available to NRAs to conduct the tasks entrusted to them varies across
Member States, see Table 61. In terms of staff, virtually all of the analysed NRAs (except ComReg)
have a dedicated team for postal sector inquiries. However, their size seems to be limited up to 5 per

cent of total staff at the NRA. Notwithstanding the fact that postal NRAs are also responsible for

regulating other sectors, the mere five per cent of total staff signal that postal activities are typically
not the key priority for NRAs when it comes to resourcing.

We also note that in half of the analysed countries postal operators contribute to the financing of

the NRA. In five countries (BE, IE, IT, PT, and SE) operators’ contributions is the primary source of
financing for NRAs. In five other countries (FR, CZ, DE, PL, and ES) the state is the primary source
of funding. And two countries (AT and NL) use a combination of state funding and contributions by
postal operators, see Table 61.

Table 61
NRA staffing and financing

COUN-
TRY

AT

BE

FR

Cz

DE

NL

PL

PT

SE

ES

Note:
Source:

NRA

RTR
BIPT
ARCEP
CTu
BNetzA
ComReg
AGCOM
ACM
UKE
ANACOM
PTS

CNMC

Op stands for Postal Operators. * Total budget of the NRA (when breakdown is unavailable)

DEDICATED
POSTAL TEAM?

(FTE)

Yes (6)
Yes (9)

Yes

Yes
No
Yes
Yes
Yes (30)
Yes
Yes (12)

Yes (27)

TOTAL
STAFF

120

218

185

<600

~3000

138

419

>500

~600

366

~400

515

SOURCE OF
FINANCING

State & Op
Op
State
State
State
Op
Op
State & Op
State
Op
Op

State

POSTAL
BUDGET
2020
(M EUR)

2,9

43*

218*

70*

2,6

~28*

POSTAL
BUDGET
2021
(M EUR)

0.8

45%

156*

263*

73*

25*

61*

Copenhagen Economics analysis of NRA annual reports, Postal Services Acts, and Chotodecki, M. (2022)
Twenty-five years of the National Postal Regulators in the EU. A critical review.

169



CHAPTER 3
THE COMPETITIVE LANDSCAPE IN THE

EUROPEAN POSTAL SECTOR

In this chapter, we examine and assess the competitive landscape in the European postal sector and
the most important developments in this respect in the last five years. In particular, we cover topics
like:
e The development of competition in letter and parcel delivery markets
e The emergence of new business models and innovations affecting the competitive land-
scape
¢ Developments in authorisation, licensing, and access regimes
e  The implications of the abovementioned developments for the role of ex ante regulation in
the postal sector

3.1 DEVELOPMENT OF COMPETITION IN LETTER MAIL
DELIVERY

The demand for letter mail delivery is declining steadily across Europe. All else being equal, this
makes the letter mail delivery market less attractive for new players to enter. In this section, we an-
alyse the development of competition in European letter mail markets since full market opening,
with a particular focus on the developments over the last five years (2017—2021).

3.1.1 Development of competition since full market opening

Since the beginning of the 1990s, postal markets in the European Union have been gradually liber-
alised. The final deadline for the full market opening was set to 1 January 2013, and while some
Member States, such as Finland and Sweden, introduced full market opening in the early 1990s,
others were only ready by end of the deadline, see Figure 34. Consequently, there are differences in
the postal markets in Europe with respect to the time they have been open for competition and with
respect to the market situation (e.g., level of mail volume decline) that potential entrants faced at
the time of full market opening.

Figure 34
Full market opening of EU postal markets

Extended
Deadline deadiline
FMO FMO

1991 1993 2006 2007 2008 2009 2010 2011 2012 2013
BE, BG, DK, CY, CZ EL HR,
FR. IE, IT. NO, HU. LV, LT, LU,

PT, §I, ES MT, PL, RO, SK

Nofte: FMO = full market opening
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The gradual liberalisation of postal markets across Europe was motivated by increased harmonisa-
tion of service quality and the creation of a single European postal market, which benefitted from
the traditional benefits of increased competition such as more choice for users of postal services,
higher quality service, and lower prices.

While full market opening in theory would attract new competitors in every market segment where
the ex-monopolist has been able to charge prices above the competitive level, this has not been the
case in practice. Although we find that end-to-end competition has developed to some extent in 20
out of the 27 EU postal markets, thereby reducing the incumbent postal operator’s market share to
less than 100 per cent, we also observe that the impact on the incumbent’s market share varies con-
siderably — from 1 per cent in countries like Poland to about 50 per cent in Romania, see Figure 35.
We only observe ten markets where new entrants have managed to capture more than 10 per cent of
the market and only one market where the entrants’ combined market share is more than 25 per
cent. One could expect that the market shares captured by new entrants would be higher in markets
that have been liberalised for many years. However, this is not the case and there is no apparent
correlation between the market share of the incumbents and the number of years with a fully liber-
alised market, see Figure 35.

Figure 35
Letter market share of postal incumbent 2021 vs. years since full market opening
Market share of the incumbent (%)

Market share of the incumbent (%) ' Years since fullmarket opening (2022)

80 79 79

& @

CYHU MT PL HR LU CH IT DK ES NL CZ PT BE SE SK FI DE §I LT BG EE RO

Note: In Switzerland, Swiss Post has a monopoly over letters up to 50 grams. Until 2009 — up to 100 grams.
Source:  CE Survey of NRAs.

Previous research7¢ has identified the relatively high costs of establishing and maintaining a net-
work in combination with a structural decline in letter-post volumes, due to growing digitalisation
and e-substitution, as the main factors deterring entry into newly liberalised postal markets. In
some cases, other factors such as the anti-competitive behaviour of former monopolists and/or reg-
ulatory barriers might also have limited market access. In France and Belgium, for example, condi-
tions for obtaining a postal licence have proven very difficult for new market entrants. Nevertheless,

76 UNI Global Union (2019), The economic and social consequences of postal services liberalization Syndex/ Uni Global study.
Available online at: http://www.uni-europa.org/wp-content/uploads/2019/10/Report-postal EN.pdf
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there are a few markets where new entrants have managed to get a relatively robust foothold, nota-
bly in Romania, Sweden, and Germany. Box 8 provides an overview of the most important demand
side drivers of the development and intensity of competition in European postal markets.
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Box 8 Demand-side drivers of development and intensity of competition

The development and intensity of competition in the market for the delivery of letter mail are
highly affected by increasing electronic commmunication, a large variation in consumer prefer-
ences, and concentration of demand.

Declining demand for letter services

All else being equal, letter post volume decline (i) increases the unit cost of delivering letter
post (due to the high joint and common costs, which now have to be shared by fewer items)
and (i) makes it important for postal operators to retain the volumes placed by large senders
(utilities, finance, marketing mailers), which are often firms that are ready to e-substitute.

Sharp volume declines due to e-substitution (accelerated during the Covid-19 pandemic) will
thus make entry info the letter mail delivery segment less attractive and create pressure to-
wards market consolidation.

Large variation in end-user preferences and valuation of services
Despite increasing e-substitution, there is still wide heterogeneity in end-user demand for postal
services. This heterogeneity reflects the different preferences and usage of:

® Consumers vs. businesses;
® Small vs. large mailers;
® Firms using letter post for transactional or marketing purposes.

The diversity of ways in which postal services are used and the diversity of valuation for the ser-
vices imply more opportunities for market entries focusing on the unanswered needs of con-
sumers.

Concentration in demand centred around a few large business customers

The composition of demand in the postal industry shows a high degree of concentration, spe-
cifically based on a very high share of business customers. It is typical in European markets that
less than 10 per cent of all registered customers generate more than 50 per cent of (ad-
dressed) letter post revenues. These customers (utilities, financial institutions, public sector
agencies, publishers, charities) play a key role in ensuring volumes, and thereby economies of
scale in the network.

USP split of customers in the letter mail segment, 2021
Share of fotal volumes (%)

Private customers

88%

Business & Government customers

Note: Domestic volumes only. The graph contains data from the following countries: BE, BG, CZ, EE, HU, NL,
NO, SK, SI, ES, and CH.
Source:  CE Survey of USPs.
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The most important demand side trend in recent years is, without doubt, the decline in letter mail
volumes. Between 2017 and 2020, European postal markets have, on average, lost more than 7 per
cent of domestic letter mail volume annually, see Figure 36. In the 2013—2017 period, this figure
was significantly lower, about 3 per cent per year.

Figure 36

Domestic letter post volumes, single-piece and bulk, total market, 2013-2021,
Europe (28 countries)

Items, billions; change is reported as compound annual growth rate (CAGR)

71 8 @
65 2
17
17
16
15
14 47
13 13 44
10 9
Sl 49 4
7 45
42
40 36
2013 2014 2015 2016 2017 2018 2019 2020 2021
I EU-27 [ EU-27, 2021 estimate
UK & CH CH & UK, 2021 estimate
Nofte: The figure shows total domestic letter post for the whole market, including single-piece and bulk products.

The figure includes data from the following 28 countries: AT, BE, BG, HR, CY, CZ, DK, EE, FR, DE, EL, HU, IE, IT,
LV, LT, LU, MT, NL, PL, PT, RO, SK, SI, ES, SE, CH, UK. For ten countries, 2021 data was not given and is thus
based on estimates extrapolated from the previous years.

Source:  CE Survey of NRAs. Copenhagen Economics (2018) Main Developments in the Postal Sector 2013-2016.
European Commission, DG GROW Postal Statistics Database.

This means that significant market entry potential for any outsider has disappeared in less than ten
years. Add to this the relatively high costs of entry for establishing and maintaining a network, there
is no surprise that we do not observe much effect of liberalisation — especially with the rapid de-
cline in volume in the last ten years.

The development in letter post volumes differs significantly across countries. Countries like Malta,
Latvia, and Spain have experienced significantly larger declines than the average, losing 40 to 52
per cent of addressed letter mail volumes over the five years from 2017 to 2021.

Based on the above, we would thus expect the market for delivery of letter mail to become less and
less attractive for businesses to engage in. Fully in line with this expectation, we also observe that
most operators that have managed to gain and maintain a stable foothold in the market for distribu-
tion of addressed letter mail entered the market more than ten years ago (often even before that; see
Table 62 below). This was before most markets began to experience significant declines in ad-
dressed letter mail volumes, caused by e-substitution. We do not observe a single case where an op-
erator entering the market after 2011 has managed to gain a market share of more than 5 per cent.
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We also note that the competitors entering postal markets in Europe after full liberalisation are of

four main types:

1. Operators established by national postal operators in other countries

2. Operators coming from the media/printing business
3. Operators coming from the (national/local) logistics sector
4. Private companies, often backed by private equity funds

Almost 50 per cent of new entrants that have managed to get a foothold in European postal markets
have been established by national postal operators in other European countries. We notice that
there are a few national postal operators (PostNL, Deutsche Post, Norway Post, and Austrian Post)

who have pursued this strategy in several countries. The main advantages for these players are their

in-depth sector knowledge, deployment of the same technological infrastructure in several coun-

tries, and access to financial capital from the parent company. So far, no postal operators outside of
Europe have tried to enter the European postal markets after their liberalisation.

Twenty-five per cent of the new entrants in our overview (see Table 62) have been established by
national media or printing companies expanding into the delivery of addressed letter mail, often

based on an existing delivery network for newspapers or other publications. We also observe two

examples of operators coming from the logistics business that expanded their existing delivery net-
works for courier services to include the carriage of addressed letters. Similar to the media/printing
companies, the synergies empowering this business model lie in the existing delivery network and

(to some extent) established customer relations.

Table 62
Origin of postal market entrants
ORIGIN NUMBER
Operators established by the national 7
postal operator in another country
Operators coming from the media/print- 4

ing business

COMPANIES

M&BM (BG)

Bring Citymail (DK)
PostCon (DE)
Nexive (IT)

Pink Post (RO)
Citymail (SE)
Whistl (UK)

Cromwell Post (SK)
Express post (EE)

YEAR OF ENTRY

2008
2007
2000
1998
2009
1991
2012

2008
1997
2011
2010

2006
2001

2006
1999
2017

Speedmail (PL)
CityEx (HR)
Operators coming from the logistics sector 2 Econt (BG)
UniPost(ES)*
Private companies and operators backed 3 PGP (PL)
by private equity funds Sandd (NL)
CityPost (IE)
Note: Bring Citymail (DK), Whistl (UK), CityEx (HR), CityPost (IE), UniPost (ES), and Sandd (NL) are no longer ac-
five operators; *Deutsche Post acquired a 38 per cent share in UniPost in 2004.
Source:  Postal operators’ websites.
3.1.2 Development in market structure

As demonstrated in Figure 35 above, European letter mail delivery markets are still highly concen-
trated. In all the investigated countries, the USP maintains a high market share for addressed letter
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mail delivery services. In certain countries, notably Cyprus, Hungary, and Malta, the markets are
still de facto catered by a single operator as of 2021. Only four countries (Bulgaria, Romania, Lithu-
ania, and Greece) have USPs with market shares below 80 per cent.

When looking at the developments from 2017 to 2021, we also observe a very mixed picture of the
development of the USP’s market share in the letter mail segment (see Table 63). Whereas the
USPs’ market share has increased in at least five countries (Germany, Poland, Spain, Sweden, and
the Netherlands), it has decreased in nine countries, indicating increased competition from alterna-
tive delivery providers in these countries despite a more challenging market environment. Most no-
tably, the USP’s market share in Romania has decreased further from an already relatively low level,
from 66 per cent to 53 per cent.
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Table

63

Development of incumbents’ market share in the domestic addressed letter mail de-
livery market, 2016-2021

Market share of the incumbent (%)

Note:

Source:

Country

BE
BG
HR
CY
Cz
DK
EE
Fl

UK

2011

100%
95%

100%

100%
90%
98%
100%
98%

90%

98%
84%
1%
98%
84%
95%
98%
92%
93%
99%
98%

2016

99%
85%

100%

100%
100%
81%
920%
100%
100%
90%
93%
95%

100%
78%
91%
97%
66%
89%
85%
85%
81%
99%
100%

2021

90%
79%
97%
100%
90%
95%
66%
85%

85%

100%

96%

79%
7%
100%
95%
99%
920%
53%
86%
80%
95%
88%
96%

Percentage point

change
2011 vs. 2021

-10%
-16%

0%

-15%*

-5%

0%

6%

2%
11%
8%
-8%
-31%
-9%
-18%
3%
-5%
-3%

The market shares are approximations. 2021 data: AT, FR — not included as data is confidential. CZ, BG -
based on market share for SP letters; BE, SE, DE — based on revenues; HU - based on 2020 data and vol-

umes. 2016 data: EL, RO, ES, UK — market shares based on volumes; BG, Fl, IE, MT, SI — based on market
share in SP letters segment. FR, IS — based on market share in SP and bulk mail segments; AT, BE, HR, CZ,

DK, EE, LT - confidential information. LI, NO — information not provided. ES — data for addressed items in-

cludes addressed and unaddressed items. *2016-2021.

CE Survey of NRAs, Copenhagen Economics (2022) and Main Developments in the Postal Sector (2013-

2018).
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Despite a few examples of highly dynamic letter-post markets with fluctuating market shares, NRAs
generally report that the market shares of the main market players have remained stable in the in-
vestigated period, see Figure 37.

Figure 37

Evolution of the three main competitors’ market shares and profitability in letter
post, 2017-2021

Number of countries

Market shares Profitability

Ml Negative growth
M stable
Moderate growth
Substantial growth

Note: The graph contains data from the following countries: BG, HR, CY, CZ, DK, EE, FR, DE, EL, HU, IT, LV, LT, MT,
NL, PL, RO, SK, SI, ES, SE, and CH. Negative growth: market share/profitability of the three main competitors
declines. Stable: market share/profitability of the three main competitors remains unchanged. Moderate
growth: market share/profitability of three main competitors grows at 1-10 per cent annually. Strong
growth: market share/profitability of three main competitors grows at a higher rate than 10 per cent annu-
ally.

Source:  CE Survey of NRAs.

In some of the countries where the USPs’ market share has grown substantially in the 2017—2021
period, this is because the main competitor in the market has either exited the market or been ac-
quired by the incumbent. Box 9, Box 10, and Box 11 below describe three of these cases, namely
Spain, Italy, and the Netherlands. The specific reasons for exit and market consolidation differ
across markets, but a common denominator has been a marked reduction in letter post volume and
thereby reduced market potential.
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Box 9 Exit of Unipost from the Spanish postal market

The Spanish postal market was fully liberalised in 2011. Founded ten years earlier, Unipost
quickly became the main competitor of the incumbent postal operator, Correos.

From the outset, Unipost was formed as a network of 12 private operators active in intra-city
letter mail (never part of the reserved area in Spain), magazines, and direct mail, collaborating
with other local operators for last-mile delivery in some geographical areas. In 2004, Deutsche
Post acquired a 38 per cent share in the company, and in 2005, Unipost's delivery network cov-
ered 70 per cent of the Spanish population. In 2007, Unipost's market share reached 8,2 per
cent in volume and 4,9 per cent in turnover.

Ten years later, in 2017, Unipost announced its bankruptcy proceedings as its turnover had
drastically decreased. The company at that time held a market share of 11 per cent. Unipost
has claimed that incompatible state aid granted to Correos played a significant role in its
bankruptcy. In 2018, the European Commission investigated the aid granted to Correos and
ordered Spain to recover 167 million euros in total of incompatible state aid. According to Uni-
post, the incompatible aid had made it possible for Correos to apply lower prices in the non-
reserved markets, applying a pricing policy that was not related to its costs in such non-re-
served markets. UniPost has also announced that it will file a lawsuit against Correos, claiming
more than 100 million euros for violating competition regulations in the postal sector.

Source: ECORYS (2008); European Commission (2018).

Box 10 Consolidation of the letter mail market - the Dutch case

The Dutch postal market was fully liberalised in 2009. Favourable market characteristics, such as
a large share of densely populated areas and high mail per capita volumes, made the Dutch
market attractive for new entrants. In the early 2000s, competition intensified with the entry and
development of Sandd and SelektMail, who quickly became serious competitors of the incum-
bent postal operator, PostNL (at that time TNT). In 2008, the joint market share of PostNL's com-
petitors had grown to 13-14 per cent of the total addressed mail market (and 25 per cent of
the liberalised part of that market). Sandd (privately owned) and SelektMail (owned by the
German postal incumbent Deutsche Post) found a very successful niche in the market: the
market for low-cost, low-speed bulk mail. The possibility of using part-time deliverers on free-
lance contracts (payment per item), low-speed delivery, and new sorting techniques enabled
them to deliver with relatively low costs and to compete with PostNL not only on price but also
with new products.

Over the years, the Dutch market has been considered one of the success stories of the devel-
opment of competition in European postal markets. However, several battles have been
fought over fime, related, e.g., to the requirement for all postal operators to cover at least 80
per cent of their workers with collective labour agreements and the potential infroduction of
SMP-based access regulation o PostNL's network for next-day delivery. There have also been
two important waves of consolidation in the market. The first one occurred in 2011 when Sandd
acquired SelektMail, and the second one occurred in 2019 when PostNL was allowed to ac-
quire Sandd after approval from the government.
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The acquisition in 2019 virtually transformed the Dutch letter mail market back to a monopoly
and was driven by a political desire to ensure the future sustainable provision of universal ser-
vices in times of drastic declines in volume.

On 2 June 2022, the Dutch Trade and Industry Appeals Tribunal (CBb by its Dutch acronym)
ruled that the Minister for Economic Affairs and Climate Policy had been wrong to approve the
consolidation.

Source: PostNL (2019), press release (27 September 2019), Economic Affairs Deputy Minister approves
combination of PostNL and Sandd postal networks. Available online aft:

https://www.postnl.nl/en/about-postnl/press-news/press-releases/2019/economic-affairs-dep

uty-minister-approves-combination-of-postnl-and-sandd-postal-networks.html, accessed
on 29 April 2020.

Box 11 Poste Italiane’s acquisition of Nexive

Following the liberalisation of the Italian postal market, which started in 2011, the number of li-
censed postal operators has grown significantly in Italy. Today, the Iltalian postal market is
made up of over 3,000 licensed postal operators.”7 However, only two alternative operators
have built a network of national or supra-regional scale: Nexive and Fulmine. Nexive, owned 80
per cent by Mutares Holding-32 GmbH and 20 per cent by PostNL, has been active in Italy
since 1998 and offers a range of postal services. Nexive became the second largest postal op-
erator in Italy after Poste Italiane, the incumbent operator, covering an estimated 12 per cent
of the letter mail market.

In November 2020, Poste Italiane, the incumbent operator, announced the acquisition of
Nexive, combining the first and second largest postal operators in ltaly. The transaction virtually
fransformed the mail market back to a monopoly, where post-merger Poste Italiane confrols
the only postal delivery network on a national scale.

The acquisition concerned the following services: bulk mail (to intermediate and final custom-
ers), ordinary mail for business customers, registered mail, direct marketing, deferred and ex-
press parcel delivery, nofification of court documents, and infermediation activities for mass
printing. The most affected markets were mail delivery services; the parcel delivery market was
less affected as it is more fragmented. Concerning all mail delivery services, the parties esti-
mated a market share between 90 and 100 per cent, in both volume and value, in most cases
above 95 per cent. Infermediation activities for mass prinfing are an exception, with a post-
merger market share estimated at around 50 per cent.

Despite the clear potential for anti-competitive effects, the transaction was authorised with a
set of remedies that respond to general national economic interests.

The Italian Competition Authority, the AGCM, was notified of the transaction under ex article
75, comma 2, d.I. 104/2020, which authorises acquisitions of companies operating in a labour-
infensive industry or of general economic interest that registered losses in the previous three
years and are at risk of ceasing activity. The transaction fits these criteria as: (i) the postal sector
is labour intensive, with labour costs representing 60-70 per cent of Poste Italiane’s costs; (ii) the
postal sector is considered a sector of general economic interest both at the European and

77 AGCM, Decision case C12333 - Poste Italiane/Nexive Group, paragraph 31.
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national level, and (iii) the target, Nexive, reported a loss in the three years preceding the
transaction, 2017-2019.

While these transactions are automatically authorised, they still require notification to the
AGCM, which has 30 days to review them and agree with the parties on a set of measures to
remedy the anti-competitive effects of the tfransaction. The nature and extent of the remedies
still need to guarantee the economic viability of the transaction. During the short timeline and
given the limited investigative powers in these cases, the AGCM reviewed the information pro-
vided by the parties and collected views from third parties, competitors, and the biggest cus-
tomers as well as the postal regulator AGCom and the Ministry of Economic Development. On
this basis, the AGCM and Poste Italiane finalised a set of seven measures. These measures con-
cern Poste Italiane and Nexive's commitment to renew existing contracts, and Poste Italiane’s
commitment to maintaining its existing portfolio of services to business customers for two years
and improving the requirements and conditions through which competitors are granted ac-
cess to Poste Italiane's postal network.

Source: AGCM Case C12333 - POSTE ITALIANE/NEXIVE GROUP.

In addition to the cases described above, several NRAs report the market exits of operators provid-
ing letter mail delivery services in the 2017 to 2021 period, see Figure 38. Most notably, Germany
and Hungary are markets where over 100 exits are reported in the relevant period.

Figure 38
Market exits in the letter segment, 2017-2021
Number of firms

224

DE HU* CI FR NL Lu DK HR BE PT CY EE MT SE SK

Note: *The number includes letter, parcel, and express service providers. DE — the number includes only licensed
providers. Sl — No significant exits within letter mail and parcel markets, some small firms have exited the
market. DK — Some smaller players have left the lefter market.

Source:  CE Survey of NRAs.

The magnitude of market exits seems to be unrelated to the size of the postal market. However, we
also note that market exit (and entry) data available to regulators in some cases does not provide an
accurate overview of the true pattern in the postal market. The reason is that in some countries li-
censing and authorisation procedures outside the universal area are as simple as putting a tick mark
on “postal services” in the company registration form. Many companies upon registration select
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more activities in their registration form than they are going to perform. As a result, regulators rely-
ing on such registry information do not know whether or not companies registered as postal service
providers are active in the market.

However, from a competition economics perspective, a high number of market exits does not neces-
sarily mean less competition and worse conditions for users. There can also be fierce competition
with one competitor to the USP.

The high number of exits in the German and Hungarian letter markets compared to other EU Mem-
ber States is also mirrored by a higher number of market entries in these countries (see Figure 39).
It should be noted, however, that the amount of exits in 2017—2021 far outnumbers the number of
entries in both these markets.

Figure 39
Market entrants in the letter segment, 2017-2021
Number of firms

179

107

79

4 4 7 1 o 0o 0o 0O 0O O 0O 0O O

DE AT* HU* CI RO FR LU PT LT HR BG EL BE CH CY DK EE LV MI NL SE 5K

Note: *The number includes letter, parcel, and express service providers. DE — the number includes only licensed
providers. AT — There is no distinction between entrants in letter and parcel and express. HU — There is no
distinction between entrants in letter and parcel and express. CH — We have observed many new entrants
and exits, mostly small firms with little impact on the whole market. We only have information regarding
the number of postal service providers registered with PostCom. 2017: 172; May 2022: 218. SI - No signifi-
cant entrants within letter mail and parcel markets; some micro firms have entered the market.

Source:  CE Survey of NRAs.

It should also be noted that the number of entries in the 2017—2021 period is far lower than the
number of market entries in the 2013—2016 period. For example, whereas Germany saw 179 new
entrants in the letter mail market during 2017—-2021, the corresponding number during 2013-2016
was 355. For the Czech Republic, the difference between the two time periods is smaller, yet signifi-
cant, with 20 entries in 2017-2021 compared to 27 entries in 2013—2016. Judging from the number
of market entries in Austria and Hungary in the 2013—2016 period (twelve and one respectively),
the high number of market entries in these countries in the 2017—-2021 period is likely driven by en-
tries in the parcel delivery segment as the statistics in these countries do not allow for a separation
of entries in the letter mail segment.

182



At least one significant end-to-end provider entered a national letter mail delivery market during
the 2017—2021 period. This provider is CityPOST, which in 2017 launched a new national letter col-
lection and delivery service for business customers in Ireland. However, it withdrew from the mar-
ket in 2018; see Box 12 for more information.

Box 12 CityPost’s entry into the Irish letter mail delivery market

CityPost’s iPost was a new mail service aimed at businesses, where CityPost offered to send let-
ters at a slightly lower cost than the incumbent. Letters were delivered by CityPost or by the in-
cumbent depending on the location. CityPost entered the Irish market in 2017. In 2018 CityPost
announced its exit after it had received negative media coverage over the quality of its ser-
vices and misconduct of its employees, who were allegedly throwing away letters with sensitive
personal information.

Source: Thejournal.ie (2018), https://www.thejournal.ie/citypost-liquidation-2-4163287-Aug2018/

3.1.3 Competition across the value chain and in different market
segments

Generally, NRAs across the EU characterise competition as weak across the entire value chain for

domestic letter mail delivery. Most NRAs responding to our questionnaire report that competition

could be characterised as moderate, low, or even non-existent in all parts of the traditional postal

value chain, ranging from collection to delivery, see Figure 40. Only two NRAs (BG, RO) character-

ise competition in the letter mail segment as substantial or intense across the entire value chain.

Figure 40

Assessment of competition across the addressed letter mail (domestic) delivery
value chain

Share of countries

41% 44% 44% 47%
24% 19% 22% 21%
% 6% 6% 6% % 6% 5% 5%
Collection Transport Sorting Delivery

I No competition Low Moderate [l substantial [l Intense

Note: The graph contains data from the following countries: AT, BE, BG, HR, CY, CZ, EE, HU, IT, LV, MT, NL, NO, PL,
RO, SK, SI, SE, and CH. Low competition takes place in 1-10 per cent of the market measured by volume
or value - the rest being dominated by one firm. Moderate competition takes place in 11-30 per cent of
the market measured by volume or value. Substantial competition takes place in 31-60 per cent of the
market measured by volume or value. Intense competition takes place in 61-100 per cent of the market
measured by the volume or value. Columns may not sum to exactly 100 due to rounding.

Source:  CE Survey of NRAs.
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Similarly, concerning competition in urban versus more rural areas, NRAs predominantly catego-
rise competition as low in all geographical areas. However, compared to most rural areas, there
seems to be more competition in suburban and urban areas, with five NRAs (IT, NO, SK, SE, EL)
characterising competition in urban areas as moderate or even intense (EL); see Figure 41. Between
suburban and urban areas there seems to be little difference in the levels of competition. Regulators
in six countries (BG, EE, DE, EL, LV, and SK) indicated a low level of competition for addressed let-
ter mail delivery in rural areas.

Figure 41
Assessment of letter competition in rural vs. urban areas
Share of countries

38% 41%

71%
43% 36%

29% 14% 18%
5% ¥

Rural Suburban Urban

No competition Low M Moderate Il substantial Il Intense
Note: The graph contains data from the following countries: AT, BE, BG, HR, CY, CZ, DK, EE, FR, DE, EL, HU, IT, LV,

MT, NL, NO, PL, SL, SI, SE, and CH.
Source:  CE Survey of NRAs.

These findings are not surprising, given the higher cost to deliver letter post in rural areas com-
pared to more densely populated urban areas. Generally, NRAs report that operators entering the
letter mail market serve a very small share of the population, particularly focusing on specific re-
gions and urban areas. This is also consistent with how competition in the letter mail market has
developed in the past.

Due to the lower cost of serving high-volume bulk mail customers compared to serving single-piece
mailers (i.e. individual senders), competition has traditionally been more intense in the area of bulk
mail delivery (in fact, few competitors have entered the segment of single-piece mail delivery).
However, since the market for delivery of transactional bulk mail is highly affected by the increasing
use of electronic communication, large variation in user preferences, and concentration of demand,
this makes it less attractive for alternative operators to serve this market segment today compared
to only a few years ago.

The only countries in the EU where competing operators offered single-piece addressed letter post

delivery in 2021 were Belgium (Glejor), Bulgaria (Econt Express), Croatia (Lider Express), and Italy
(Mail Express Poste Private, Fulmine Group, La Nuova Posta).
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3.2 DEVELOPMENT OF COMPETITION IN PARCEL
DELIVERY MARKETS

In this section, we analyse the development of competition in European parcel delivery markets in
the most recent years, focusing on development in market structure and developments in competi-
tion across the value chain.

3.2.1 Development in market structure

The situation in the parcel delivery segment is very different from that of letter mail delivery. The
rapid growth of e-commerce, accelerated further by the Covid-19 pandemic, has made the parcel
delivery segment very attractive for new entries and acquisitions. As a result, postal USPs generally
hold lower market shares in the parcel delivery segment compared with the letter delivery segment.
Still, market shares differ significantly across countries, ranging from a USP market share of 1 per
cent in Cyprus to above 60 per cent in the Netherlands and Switzerland, see Figure 42.

Figure 42

Market share of the incumbent in the domestic letter and CEP market, 2021
Market share (per cent)

100 100 100 99 97 97 945 95 95 95 o5 o o o
86
78 85 85 g5 79 79

66

56
50 M 54 “ 55 50 53
40
31 35 34

27 29 2 29 25 28 28

60

9
1

MT HU CY PL HR LU CH IT DK NL ES CZ PT AT BE SE SK F DE S LT BG EE RO

M Letter market CEP market

Source:  CE Survey of NRAs.

Moreover, when comparing the incumbents’ market share in 2021 to their market share in 2016
quite a few noticeable changes can be observed. In several countries, the postal USPs’ market shares
increased significantly between 2016 and 2021. For example, the USPs’ parcel segment market
shares increased by more than twenty percentage points in countries like Portugal, Poland, and
Lithuania (Table 64).
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Table 64
Development of incumbents’ market share in the parcel and express market, 2016-
2021

Market share of the incumbent (per cent)

Percentage point

COUNTRY 2016 2021 change 2016 vs. 2021
AT 49% 56% 7%
BE 28% 25% -3%
HR 18% 29% 1%
CY 2% 1% -1%
Cz 56% 52% -4%
EE 22% 34% 12%
FI 60% 55% -5%
DE 40%

HU 32% 27% -5%
IT 20% 23% 3%
LT 2% 28% 26%
MT 29% 31% 2%
NL 65% 60% -5%
PL 10% 35% 25%
PT 32% 54% 22%
RO 13% 9% -4%
SK 25% 28% 3%
S| 53% 50% -3%
ES 25% 29% 4%
SE 46%

CH 79% 78% -1%

Note: !-Based on volume; 2 Based on revenue.

Source:  CE Survey of NRAs; Copenhagen Economics (2018), Main Developments in the Postal Sector, 2013-2018.

We also observe six countries where the market share of the USP in the parcel delivery segment de-
clined in the 2017—2021 period. However, the observed declines are relatively small, ranging from
one percentage point in Cyprus to five percentage points in Hungary, and the Netherlands.

These findings suggest that many USPs have managed to capture a large share of the growth in e-

commerce-related deliveries, which has contributed to the substantial growth of the parcel delivery
segment.
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Compared to the letter mail segment, we also note that the market shares profitability of the three
main players in the parcel and express segment are less stable. Out of the 20 NRAs providing infor-
mation on this topic, nine considered that the top three players in the parcel delivery market had
increased their market shares moderately; six NRAs reported that their market shares had re-
mained stable in the 2017—2021 period, and four reported negative growth in market shares for the
top three operators (see Figure 43). For express services, six NRAs reported growth in the market
shares of the top three players, whereas two reported stable market shares, and three reported neg-
ative growth in market shares for the top three operators.

Figure 43

Evolution of the three main competitors’ market shares and profitability in parcel
and express, 2017-2021

Number of countries

Market shares Profitability
19 11 — 100% 12 9 — 100%
e
[ | Negafive growth
30% 18% o P Stable
Moderate growth
36% M substantial growth
47% 33% 33%
18%
0% 8% 11%
Parcel Express Parcel Express

. . services services
services services

Note: The graph includes data from the following countries: BE, BG, HR, CY, CZ, FR, DE, HU, IT, LV, LT, MT, NL, PL,
RO, SK, SI, ES, SE, and CH. Columns may not sum to exactly 100 due to rounding.
Source:  CE Survey of NRAs.

A growing and attractive market will often spur acquisitions and new entries into the market. It is
therefore not surprising to see that the parcel and express delivery segment experienced more mar-
ket entries than market exits than the letter mail segment in the 2017—2021 period, see Figure 44
and Figure 45.
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Figure 44

Market entrants in the parcel and express segment, 2017-2021
Number of firms entering the market

107

AT RO EL HU BG CZ PT MT LT EE NL SK BE HR CY SE LV

Note: In AT, there is no distinction between entrants in letter and parcel and express. In EE, there is no distinction
between parcel and express and the data is only available for 2017-2020. In HU, there is no distinction be-
tween entrants in letter and parcel and express.

Source:  CE Survey of NRAs.

Figure 45

Market exits in the parcel and express segment, 2017-2021
Number of firms exiting the market

116

17 15 13

£ 4 4 3 2 0 0 0
HU EE MT CZ PT HR SK BE CY DK NL SE

Note: In HU, there is no distinction between entrants in letter and parcel and express.
Source:  CE Survey of NRAs.

Building on the findings from the previous Main Developments study and publicly available infor-
mation via PostEurop and the European Commission, we have analysed the development in the
number of parcel delivery operators active in domestic delivery in the 2012—2021 period. Our analy-
sis shows that the majority of businesses selling online in the EU (and the UK) have more than ten
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alternatives to the USP for the provision of parcel delivery services. The average number of opera-
tors per country in 2021 had doubled compared to 2012 (14 vs. 7, respectively). If we look at the me-
dian number of operators across the same countries, it increased from seven to 11 between 2012 and
2021. The number of operators has decreased slightly from 2018 to 2021, from 16 to 14. The same
goes for the median number of operators in EU countries, declining by one, from 12 to 11 in the
2018-2021 period (see Figure 46).

Figure 46
Development of domestic parcel delivery operators in the EU
Number of operators per EU Member State

16
14
12
11
7 7
Average number of operators Median number of operators
2012 [ 2018 I 2021
Note: The sharp increase in the average number of operators can also be a result of incomplete data in some

countries in 2012 and noft just due to market dynamics. Hence, we also provide a median number of oper-
ators which is less sensitive to such data issues.

Source:  Copenhagen Economics (2013), E-commerce and delivery: A study of the state of play of EU parcel mar-
kets with particular emphasis on e-commerce (prepared for the European Commission); PostEurop (2020),
The Post Deliverers for Europe - Facts & Figures and European Commission (2020), Public tariffs on cross-
border delivery services database

Virtually all EU countries saw an increase in the number of parcel operators between 2012 and
2021. In some countries, the increase was significantly larger than in others. For example, the num-
ber of active domestic parcel operators increased from nine to 41 in Germany from 2012—2021. For
Spain, the corresponding figure was from nine to 61 operators (see Table 65).

189


https://www.copenhageneconomics.com/dyn/resources/Publication/publicationPDF/8/238/0/E-commerce-and-delivery.pdf
https://www.copenhageneconomics.com/dyn/resources/Publication/publicationPDF/8/238/0/E-commerce-and-delivery.pdf
https://deliver4europe.eu/facts-figures/
https://ec.europa.eu/growth/sectors/postal-services/parcel-delivery/public-tariffs-cross-border_en
https://ec.europa.eu/growth/sectors/postal-services/parcel-delivery/public-tariffs-cross-border_en

Table 65
Active domestic parcel delivery operators, 2012-2021

NUMBER OF OPERATORS NUMBER OF OPERATORS
COUNTRY COUNTRY
2012 (1 2018 2021 0 2012 (1 2018 2021 )
AT 8 11 9 Lv 4 9 11
BE 9 19 11 LT 8 11 12
BG 6 15 12 LU 8 12
cY 2 4 6 MT 4 10
[ev4 6 34 12 NL 8 8
DK 7 10 7 PL 8 14 20
EE & 9 12 PT 9 18 11
FI 7 11 8 RO 7 14 18
FR 10 17 13 SK 6 17 11
DE 9 38 41 N 7 16 7
EL 6 7 12 ES 9 58 61
HU 7 9 12 SE 7 16 18
IE 9 10 UK 13 19 -
IT 7 10 8 The average
number of 7 16 14
operators
Note: This does not include operators that provide only infernational delivery services.
Source: 1) Copenhagen Economics (2013), E-commerce and delivery: A study of the state of play of EU parcel

markets with particular emphasis on e-commerce (prepared for the European Commission); 2) Pos-
tEurop (2020), The Post Deliverers for Europe - Facts & Figures, https://deliver4europe.eu/facts-figures/
and European Commission (2020), Public tariffs on cross-border delivery services database. 3) Public tar-
iffs on cross-border delivery services database: https://single-market-economy.ec.europa.eu/sec-
tors/postal-services/parcel-delivery-eu/find-best-price-your-eu-parcel-delivery_en. Number of distinct
operators of 1kg frack and trace parcels.

We also observe some countries where the number of active postal operators decreased significantly
in the 2018—2021 period. One example of this is the Czech Republic, where there were 34 operators
in 2018 and 12 in 2021.

Whereas most parcel delivery operators are active in the growing B2C delivery segment, some of the
non-USPs also provide C2X delivery. However, the amount of choice available for consumers send-
ing parcels is generally limited. This is also reflected in the regulatory landscape, where C2X parcel
delivery services are included in the USO in all member states, whereas B2X parcels are not covered
by the USO in several countries (see chapter 2).

3.2.2 Competition across the value chain and in different market
segments
Although there may be many active parcel delivery providers in a country, this does not mean that
their service offerings are available for all users. In a study conducted in 2020 about the role of the
postal channel as an enabler of the EU single market via e-commerce, we found that postal USPs
still play an important role in EU peripheral areas. In response to a survey on online businesses lo-
cated in peripheral areas in six EU Member States, all e-sellers participating in our research stated
that they use the postal network to ship (at least a part of) their products.” In total, we found that
approximately 40 per cent of the value of products sold online by e-sellers in peripheral regions was

78 All surveyed e-sellers shipped at least one product in 2019 through the postal service.
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shipped by the national postal operators in 2019, corresponding to an estimated 45 billion euros
worth of products and over 110 thousand jobs in the EU’s peripheral regions being supported by
online retail activity via the postal channel.» The fact that all respondents in our survey used the
postal USP for some or all of its deliveries might indicate that access to alternative delivery provid-
ers in some peripheral areas is low.

This finding is consistent with the NRAs’ responses to our questionnaire; most NRAs characterised
the level of competition as at least moderate in all geographical areas, whereas they characterised
competition as most intense in urban areas, see Figure 47.

Figure 47
Assessment of parcel and express competition in rural vs. urban areas
Share of countries

-18% HR, CY. CZ, DK,
CY, CL EE, FR, EE, FR, EL, HU, IT,
299, EL. HU. IT. LV. LV, PL, SK, SL

CL, FR, IT, PL, SK, Sl PL, SK. SL

Rural Suburban Urban

I No competition Marginal Low Il Moderate Ml substantial Il Intense

Note: The graph includes data from the following countries: AT, BE, BG, HR, CY, CZ, DK, EE, FR, DE, EL, HU, IT, LV,
MT, NL, NO, PL, SK, SI, SE, and CH. Columns may not sum to exactly 100 due to rounding.
Source:  CE Survey of NRAs.

Compared to the letter mail delivery segment, concerning which most NRAs assessed the level of
competition as similar in urban and suburban areas, urban areas seem to be even more attractive
for alternative providers of parcel delivery services and more often subject to intense competition.

Concerning the level of competition across the parcel delivery value chain, NRAs across the EU gen-
erally state that competition can be characterised as substantial and intense across the entire parcel
and express value chain, but particularly intense for the delivery phase see Figure 48.

79 Because of the Covid-19 pandemic, online retail activity has gained importance throughout the world. Consequently, the
findings (based on pre-pandemic data) in terms of revenues generated by e-sellers in peripheral areas, and the value of e-
commerce goods shipped by the national postal operators are most likely higher already.
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Figure 48

Assessment of competition across the parcel and express (domestic) delivery value
chain

Share of countries

24% 19% 24% 27% 30% 26%

Collection Transport Sorting Warehousing Fulfillment Delivery

B No competition Low T Moderate - Substantial - Intense

Note: The graph includes data from the following countries: AT, BE, BG, HR, CY, CZ, EE, HU, IT, LV, MT, NL, NO, PL,
RO, SK, SI, SE, and CH. Low competition takes place in 1-10 per cent of the market measured by volume
or value - the rest being dominated by one firm. Moderate competition takes place in 11-30 per cent of
the market measured by volume or value. Substantial competition takes place in 31-60 per cent of the
market measured by volume or value. Infense competition takes place in 61-100 per cent of the market
measured by the volume or value.

Source:  CE Survey of NRAs.

This assessment by the NRAs is also consistent with the observation of more new players entering
the market with a sole focus on the last mile. The development of new business models in the last
mile is discussed further in the next section.

3.3 NEW BUSINESS MODELS AND INNOVATIONS
AFFECTING THE COMPETITIVE LANDSCAPE

In addition to an increase in the number of parcel delivery providers in recent years, we also note
that the diversity of business models employed by parcel delivery operators evolved quickly during
the 2017—2021 period. In most Member States, senders have access to at least five different types of
delivery operators:

@) the postal universal service provider,

(i) one or several of the global integrators (e.g. UPS, FedEx),,

(iii) regional players (e.g. DB Schenker, GLS),

@iv) national or local delivery operators, and

) operators providing delivery services based on new/innovative business models (e.g.,

the delivery of e-commerce packets together with newspaper or food delivery, or
point-to-point delivery within only a few hours in larger cities).

The competitive pressure within parcel delivery (exerted by both new and traditional business mod-

els) has incentivised postal USPs and alternative delivery providers to innovate to remain competi-
tive, e.g., in terms of:
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e Upgrading technology and infrastructure to reduce costs

e  Acquiring complementary business model concepts to compete with providers that have
alternative labour/employment models with lower cost

e Responding better to user needs by implementing more convenient delivery solutions for
senders and/or recipients

In this section, we discuss the development of new and innovative business models and how univer-
sal postal service providers as well as alternative delivery providers respond to the increased com-
petitive pressure in the parcel delivery market.

3.3.1 New business models affecting competition

Traditionally, most postal companies have served the entire value chain from collection to delivery
(with nationwide or regional coverage) while some alternative providers have focussed on pre-
postal activities, e.g., by offering printing, enveloping, and mail consolidating services (see Figure
49). The focus on pre-postal activities has been there for many years now and was extensively dis-
cussed and analysed in the previous study on the Main Developments in the Postal Sector 2013—
2016.

Figure 49
Alternative business models in the postal sector
Postal value chain

Pre-postal | n
activities e > |
Mail collection 12% of
total
Upstream costs
(from mailer — .
until sorting) Processing fgz‘of
cosfs
Postal Transportation 12% of
value TOTC;‘
chain |— oS
Delivery 53% of
total
cosfs
Specialised business models:
1. Specialised mail preparation
2. Consclidation
3. Regional delivery
Downstream H 4. National delivery n
(delivery)
Local Geographical coverage National
Note: lllustrative.

Source:  Copenhagen Economics, Cost estimates (Europe-wide focus) based on Main Developments in the Postal
Sector 2010-2013.
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While some delivery operators embrace simultaneously multiple business models, we can broadly
group the postal industry into companies that pursue the following activities:

e  Specialised mail/parcel preparation — includes operators providing pre-postal activities,
e.g. printing and enveloping, warehousing, systems integration, and pick-and-pack solu-
tions.

e  Consolidation — includes postal operators with no sorting and delivery capabilities, which
engage only in the collection of letters or parcels from senders and forward them to either
national or regional operators for sorting, transportation, and final delivery activities.

e Regional delivery — end-to-end operators with their own delivery network capabilities in
some geographic areas of the country.

e National delivery — includes the largest delivery operators with their own national delivery
networks.

Digitalisation trends and the growth of the e-commerce retail channel have changed the postal sec-
tor’s competitive landscape over the past decade. Whereas the letter mail segment has become less

attractive for new entrants and new business models, the opposite is the case for the growing parcel
delivery segment.

The parcel delivery sector has also undergone a further paradigm shift due to the development of
new technologies, such as fully automated parcel lockers where consumers can receive and return
parcels, and algorithms for delivery optimisation. As a result, traditional postal and delivery opera-
tors as well as companies originating from different sectors have expanded within the parcel deliv-
ery segment, offering innovative and consumer-oriented delivery solutions. For example, we have
witnessed retailers expanding into fulfilment and delivery logistics activities, and delivery operators
integrating into fulfilment and retail activities (see Section 3.3.3 on the role of vertical integration).
We have also seen the emergence of new operators that focus only on certain steps of the delivery
process, such as fulfilment or last-mile delivery (see Section 3.3.2 on competition in last-mile deliv-

ery).

These developments have resulted in a situation where the traditional postal and delivery operators
now face competition from a multitude of new players and where the traditional postal delivery
value chain has become much more fragmented. In particular, we note the entrance of new players
at different levels of the parcel delivery value chain and the development of new business models
specifically focusing on last mile delivery. For example, the pandemic prompted a boom in the de-
mand for delivery to parcel lockers and other PUDO options. We have also seen a development of
new business models on the delivery side, including a variety of strategies from the acquisition of
specialised last mile providers and full vertical integration with e-retailers to passive outsourcing to
provide last-mile delivery. An illustration of the fragmentation of the traditional parcel delivery
value chain is provided in Figure 50.
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Figure 50
Different players that are active at different steps in the retail delivery value chain

E Online and omnichannel retailers, selling via own website or an online marketplace
Retail sales
s‘ Postal Independent Delivery Marketplace seller
.’ Fulfilment operator fulfilment operator fulfilment fulfiment
fulfilment service fulfilment service
Fulfilment

Retailers’ own

Transport logistics (e.g.
Zalando, IKEA...)
Parcel delivery Marketplace logistics (e.g.
: Postal operators operators Amazon)
I Sorting

Delivery

logistics
Last mile

Source: Copenhagen Economics.

In the following section, we discuss how competition is affected by new business models in the last
mile, vertical integration, and the activities performed by consolidators.

Competition in last-mile delivery

National regulatory authorities across the EU are witnessing intensifying competition in the parcel
delivery segment, primarily in the last mile, where traditional end-to-end (E2E) operators (e.g. na-
tional postal operators and global integrators such as DHL, DPD, FedEx, GLS, and UPS) often are
competing with new players that operate based on new business models. These new business mod-
els include, for example, dedicated providers of last-mile delivery services for e-commerce retailers
(e.g. local companies delivering periodicals), providers of instant (food) delivery services who also
deliver products bought online, and providers of parcel lockers who make their infrastructure avail-
able to existing end-to-end delivery providers. In response to our questionnaire, 74 per cent of
NRAs characterised competition between E2E and last-mile delivery operators as “substantial” or
“intense”, see Figure 51.

In principle, the intensity of competition in a market depends on various parameters, like product
differentiation, entry barriers, and access to technology and market transparency.sc Competition is
more intense, for example, when new firms enter existing markets and offer products to compete
with existing firms, as they see profitable opportunities.s In parcel deliveries, last-mile delivery op-
erators have driven the intensity of competition upwards as they have entered the market, partly
coming from different sectors, and increased the number of alternatives. Their entrances are also

80 See, for example, Carlton and Perloff (2005), Modern Industrial Organization, p. 57.
81 Belleflamme and Peitz (2010) Industrial Organization: Markets and Strategies, Cambridge University Press, p.81.

195



due to the emergence of new technologies such as fully automated parcel lockers and algorithms for
delivery optimisation, which have lowered the relative cost of market entry.

Figure 51
Competition between E2E and last-mile delivery operators
Share of countries (per cent)

27%

M ntense
HR, CZ. Eﬁ (F;IE. M substantial
47% DK. EE FRIEES M Moderate
=
Low
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27%
Note: The graph contains data from the following countries: BE, BG, HR, CZ, DK, EE, FR, EL, HU, LV, MT, NL, NO, PL,

and CH. The figure may not sum to exactly 100 due to rounding.
Source:  CE Survey of NRAs.

In addition to the direct competition from new business models, the customers of delivery operators
— retailers — sometimes expand into delivery operations too. In particular, by offering their own de-
livery services or click-and-collect services where consumers buy online and pick up the items in-
store. This may reduce the demand for last-mile delivery services and exert competitive pressure on
traditional delivery providers who need to provide equally convenient delivery experiences to re-
main competitive.

In this rapidly changing and dynamic environment, one challenge for NRAs is a lack of knowledge
about the competitive landscape. For example, 43 per cent of the NRAs responding to our question-
naire reported that they did not know whether last-mile food delivery companies in their national
markets were also delivering goods and parcels, see Figure 52. Out of the NRAs who knew whether
last-mile food delivery companies in their local markets were active in parcel delivery or not, almost
50 per cent reported that the food delivery providers were also delivering goods and parcels. This
demonstrates the evolving and highly dynamic nature of the parcel delivery market.
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Main developments in the postal sector (2017-2021)

Figure 52
Are last-mile food delivery operators also starting to deliver goods and parcels?

Share of countries (per cent)

0 Yes Il No I Unknown

Note: The graph includes data from the following countries: AT, BE, BG, HR, CY, CZ, DK, EE, FR, DE, EL, HU, IT, LV,
MT, NL, NO, PL, RO, SK, SI, SE, and CH. The figure may not sum to exactly 100 due to rounding.

Source:  CE Survey of NRAs.

Last-mile delivery companies are often present in large cities, where economies of scale are feasible
for hyper-local deliveries. We also notice that many companies that provide local food deliveries in-
creasingly provide to-the-door deliveries of retail goods as well. Such companies include Glovo and
Wolt. The client base of these companies include both large retail companies and smaller mer-

chants. The presence of such last-mile delivery companies in the EU countries is listed in Table 66.
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Table 66

Presence of Budbee, Glovo, Stuart and Wolt in EU-27 Member States, 2021

PRESENCE BEYOND THE

COUNTRY LAST-MILE DELIVERY COMPANIES PRESENT LARGEST CITIES
Belgium Budbee No
Croatia Glovo, Wolt Yes
Cyprus Wolt Yes
Czech Republic Wolt Yes
Denmark Budbee, Wolt Yes
Estonia Wolt Yes
Finland Budbee, Wolt Yes
France Stuart Yes
Germany Wolt Yes
Greece Wolt Yes
Hungary Wolt Yes
Italy Glovo, Stuart No
Latvia Wolt No
Lithuania Wolt No
Malta Wolt No
Netherlands Budbee

Poland Glovo, Stuart, Wolt Yes
Portugal Glovo, Stuart No
Romania Glovo No
Slovakia Wolt Yes
Slovenia Wolt Yes
Spain Glovo, Stuart Yes
Sweden Airme, Budbee, Wolt Yes

Note: This is not an exhaustive list; other last-mile delivery providers may not have been mentioned in this table.

Also, companies such as Delivery Hero (an umbrella company for delivery brands such as Foodora), De-
liveroo, and Uber Eats deliver meals, and could potentially start to deliver non-food orders. Uber, through

Uber Direct, seems to be expanding towards non-food deliveries: https://help.uber.com/driving-and-
delivering/article/uber-direct-item-delivery-overview?2nodeld=039e337e-%e2d-4dd3-adal-

eb5273b3edbd.
Source:  Copenhagen Economics with information based on the delivery companies’ webpages (2022). Glovo:
https://about.glovoapp.com/, Wolt: https://wolt.com/en, Budbee: https://budbee.com/en/about-us/,

Stuart: https://stuart.com/about-us/.

We notice that delivery providers increasingly compete for market shares through user satisfaction,
especially consumers’ satisfaction. Under intense competition in the market, providers cannot af-
ford to have unsatisfied consumers, even in the absence of regulation. Consumer and supplier satis-

faction, and thereby quality, therefore become important parameters of competition. As such, the
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number and market shares of non-USP service providers could be seen as an indication of users’
satisfaction with the services provided by non-USPs.

At the same time, intense competition exerts pressure on providers to reduce costs, which may ex-
plain reports of unsatisfied consumers.s The cost pressure may also affect how delivery providers
manage their labour force. Delivery providers may, for example, prefer self-employed contractors
over employees to reduce costs, e.g., of social security contributions.s: The cost pressure may also
affect how delivery providers approach sustainability measures and attempt to introduce more sus-
tainable products to the market. For example, providers may aim for products with a reduced car-
bon footprint, but such products rely on investments and individual providers may fear “first-mover
disadvantages” when rolling out such products at higher costs.s+ The topics of employment and en-
vironmental impacts are discussed further in Chapters 4 and 5.

The role of vertical integration
The increased complexity of the retail and delivery supply chain with new services and activities has
favoured various forms of integration and coordination in the distribution of retail goods.

In the 2017—2021 period, we have observed innovative online retailers as well as more traditional
players integrating fulfilment activities and investing in developing delivery logistics capabilities.
This includes fast-growing and established providers of marketplace services and e-commerce
stores worldwide such as Wish, eBay, Alibaba, Zalando, and Shopifyss, to name a few examples. Am-
azon is another frequently cited example of a player that has expanded into fulfilment and has made
investments to coordinate important parts of the delivery. In this sense, Amazon has pursued a con-
tinuum of integration strategies, based on what optimises the function of the retail system at every
level (see Box 13).

Players originally focusing on delivery logistics are also expanding their offer into fulfilment ser-
vices in close coordination with online retailers. Furthermore, there are also actors whose business
models are based on offering intermediation services between retailers and delivery operators. Play-
ers may adopt different degrees of vertical integration using distinctive organisational structures
and/or contracts at each stage of the value chain, from full ownership to subcontracts and/or part-
nerships with a broad network of local and international actors. There is thus not one standard
business model, but a large variety of models.

83 Delivery providers may also engage self-employed contractors for other reasons, for example, to provide a flexible work

model; see https://copenhageneconomics.com/wp-content/uploads/2021/12/copenhagen-economics-study-of-the-value-
of-flexible-work-for-local-delivery-couriers.pdf.
84 The European Commission has explicitly recognised this dilemma; see European Commission (2022), Draft Guidelines on

the applicability of Article 101 of the Treaty on the Functioning of the European Union to horizontal co-operation agree-
ments, para 584.
85 Shopify is an e-commerce platform enabling sellers to set up their own online business and e-commerce website.
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Box 13 Amazon’s investments in delivery for the best consumer experience

Existing logistics networks are not always able to meet the demand volumes and quality levels
required by Amazon, especially during peak periods. This has become even more important
with the launch of Amazon Prime, where consumers can pay a subscription fee (yearly or
monthly) for additional services and promotions. Prime members are offered fast shipping
(without additional fees) on a vast range of products, setting a new standard in terms of what
consumers can expect from delivery. To reduce its dependence on existing infrastructures for
delivery (which is an important aspect of the consumer experience in e-commerce), Amazon
has in some Member States (e.g. in Italy) built a logistics network with delivery coordination ca-
pabilities.

Amazon has fully integrated fulfilment services and also offers such services to sellers on its mar-
ketplace through the Fulfilment By Amazon (FBA) service. For sellers using FBA, Amazon picks,
packs and ships orders and provides customer service. Today, Amazon has more than 40 fulfil-
ment centres located in EU countries. Amazon has also made investments in delivery by devel-
oping its own logistics arm, Amazon Logistics, which handles delivery logistics, sorting, and
transportation, sometimes by relying on subcontractors, up to the last mile where it relies on lo-
cal delivery service providers (so-called DSPs). In this sense, Amazon purchases, recombines,
and resells the DSP delivery services. Amazon still depends on parcel delivery operators (e.g.
DHL and GLS) and national postal operators for a substantial part of its parcels.

Amazon thus has different degrees of vertical integration over the distribution value chain, from
fully owning fulfilment centres to coordinating independent DSPs. Deliveries via express carriers
and national postal operators are the least integrated. This is a dynamic model which may
change depending on evolving consumer needs. For example, in some countries, Amazon is
launching crowdsourcing options for its last-mile deliveries.

Source: Copenhagen Economics (2021), Retail and Logistics vertical integration: Implications on market defini-
tion.

E-commerce players are not the only ones that are integrating upwards throughout the retail logis-
tics value chain. Traditional retailers have done the same. One early example of this is the Hermes
Group, which was founded in 1972. In the beginning, it was an exclusive delivery service for OTTO-
Versand (a large-distance seller in Germany). The firm later chose to open its delivery service to
other retailers as well. Today, Hermes provides a multitude of services covering the entire retail
value chain.ss

A similar story of investment and entry into the logistics space comes from the history of La Re-
doute group in France (another large-distance seller founded in 1837).8” In 1969, the logistics com-
pany SOGEP/Relais Colis was founded by La Redoute. It achieved key milestones in 1969 and 1983
and set the basis for the logistics that underpinned the further development of distance selling in
France — pioneering the proximity pick-up point business model. In 2010 Relais Colis became inde-
pendent of La Redoute.

Grocery stores offering home delivery provide another example, together with stores such as Tkea
that offer home delivery services. In several Member States, retailers are increasingly expanding

86 https://www.ottogroup.com/en/about-us/konzernfirmen/hermes-europe.php
87 https://www.relaiscolis.com/media/actualites/Relais-Colis-fete-ses-50-ans.pdf
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their e-commerce capabilities, e.g., in the food retail, consumer electronics, and pharmacy sectors.
This includes both using own logistic transport as well as outsourcing.

The development of new business models like those described above means that the competitive
landscape for parcel delivery services becomes much more complex than in the past, when competi-
tion in the parcel delivery segment was primarily between providers with nationwide or regional
coverage focusing on the entire value chain from senders to receivers. Additional examples of non-
traditional business models are, for example, point-to-point deliveries (i.e. where collection and de-
livery is conducted by the same delivery person, avoiding traditional sortation processes) conducted
by companies like Glovo and last-mile deliveries to parcel lockers and/or to the door by companies
like Instabox and Budbee.

While many retailers are integrating upwards, we also observe delivery operators integrating down-
wards into fulfilment services and, in a few cases, even marketplace services.

For example, most of the major international express carriers are now offering fulfilment services in
most EU member statesss that are developed for e-commerce and integrated with their delivery lo-
gistics network. In 2017, FedEx launched a multi-channel e-commerce fulfilment service targeting
SMEs. The service includes warehousing, fulfilment, packaging, transportation, and reverse logis-
tics. It is backed by the FedEx Fulfilment Platform, which integrates with several marketplaces and
e-commerce platforms, including eBay, Etsy, and Walmart. The platform also allows sellers to man-
age inventory and track orders, and it provides a report feature to help sellers analyse trends.

Other express carriers have also launched similar services. For example, UPS offers an eFulfilment
programme, which allows SMEs to manage sales across multiple marketplaces and web stores using
a single login, and DHL offers the DHL e-commerce shipping solution. GLS has also developed an
e-commerce management platform and has signed a partnership with Prestashop in Italy, an open-
source e-commerce platform, to launch a free module designed for SMEs, start-ups, and artisans
selling products online.

Finally, several European postal operators such as Portuguese CTT, Spanish Correos, French La
Poste, Italian Poste Italiane, or Danish PostNord have also experimented with launching their own
projects in e-commerce, sometimes as joint ventures with other companies.

Figure 53 demonstrates how both retailers and delivery operators are expanding their services by
integrating vertically to better serve developing consumer needs.

88 For example, FedEx is currently offering its fulfilment services in 17 countries including AT, BE, CZ, DX, FI, EL, DE, HU, IT,
LU, NL, NO, PL, ES, SE, CH and UK.
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Figure 53
Many firms are vertically integrating across different steps of the value chain

Retailers integrate towards Delivery operators expand
delivery to meet customer their services to meet new
needs market conditions
fde]lo]gle o}
A A
Retail sales T
Fulfilment
%) = -
tors
v v opera

DHL

Delivery logistics

Source:  Copenhagen Economics (2021), Retail and Logistics vertical integration: Implications on market definition.

Vertical integration from retailers into the provision of logistics services has recently created con-
cerns regarding its impact on competition in the market for parcel delivery services. One provider
whose vertical integration into logistics has been scrutinised by both competition authorities and
national postal sector regulators is Amazon. In 2018, the Italian NRA, AGCom, initiated a market
study to assess the functioning of the market for parcel delivery services. The purpose of the investi-
gation was to assess the existing regulation and consider possible remedies to ensure a competitive
market.® In the study, AGCom pursued market definitions for parcel delivery services and com-
pared business models of new services to traditional business models. AGCom further aimed to
quantify trends in different market segments.s

Based on its assessment, AGCom found that Amazon (based on its vertical integration into the pro-
vision of logistics services) held a position of significant market power in the market for e-com-
merce parcel delivery in Italy (see Box 14). To ensure a well-functioning parcel delivery market,
AGCom imposed several obligations on Amazon and other delivery providers, namely:

e Toremedy the lack of transparency in the conditions under which delivery services are of-
fered, AGCom imposed on medium and large operators> the obligation to communicate to

89

90 https://www.agcom.it/documents/10179/1926 Comunicato+stampa+01-07-2020/60616775-9131-437e-9378-
besbffeigef7?version=1.0.

9t Licensed operators employing at least 50 people with a turnover from the provision of postal services exceeding EUR 10
million. See AGCom, Delibera n. 94/22/CONS, para. V.37.
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AGCom prices offered to their customerss: as well as the average prices charged to large
business customers broken down by turnover clusterses; s

e  To remedy the lack of transparency on the network structure, AGCom imposed on medium
and large operatorse the obligation to disclose to AGCom the contracts regulating the rela-
tions with external subcontractors which contribute to providing the postal service;9

e  To remedy the lack of transparency on compliance with working conditions, AGCom im-
posed on medium and large operatorss the obligation to transmit to AGCom a declaration
of compliance with working conditions concerning all persons involved in the provision of
the service and the standard forms of contract used for employees of various categories;s

e Toincrease regulatory oversight on Amazon, AGCom imposed on Amazon the obligation
to disclose to AGCom information on the average price charged for the delivery service to
retailers participating in Amazon’s logistics programme (FBA), the average unit price paid
to delivery service providers, and the average unit price paid to delivery operators.»

92

93

94
95

96
97

98
99

This is information that operators are required to publish based on Delibera n. 413/14/CONS.

Customer clusters are defined on the basis of turnover: over EUR 1 million, between EUR 250,000 and EUR 1 million, be-
tween EUR 50,000 and EUR 250,000, between EUR 5,000 and EUR 50,000.

See AGCom, Delibera n. 94/22/CONS, Article 1, para.2.

Licensed operators employing at least 50 people with a turnover from the provision of postal services exceeding EUR 10
million. See AGCom, Delibera n. 94/22/CONS, para. V.44.

AGCom, Delibera n. 94/22/CONS, Article 1, para. 3.

Licensed operators employing at least 50 people with a turnover from the provision of postal services exceeding EUR 10
million. See AGCom, Delibera n. 94/22/CONS, para. V.44.

AGCom, Delibera n. 94/22/CONS, Article 1, para. 4-5.

AGCom, Delibera n. 94/22/CONS, Article 2.
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Box 14 AGCom considered Amazon’s vertical integration as an enabling factor for
its significant market power in the Italian B2C parcel delivery market

In its 2022 decision, the Italian postal regulator AGCom found that Amazon Italia Trasporti, Am-
azon's parcel delivery arm in Italy, holds significant market power in the e-commerce B2C par-
cel delivery market. AGCom reports that Amazon Italia Trasporti reached a significant scale in
a short amount of time: its market share in the B2C parcel delivery market grew from 4 per cent
in 2016 to 36 per cent in 2020. According to AGCom, Amazon's vertical integration has been
an important facilitator of this growth.

AGCom found that Amazon can leverage its market position as an online marketplace (up-
stream market) in the market for B2C parcel delivery (downstream market). According fo
AGCom, this occurs through the following channels:

e Economies of scale: Amazon was able to quickly gain scale in the e-commerce parcel deliv-
ery market due to the significant volumes of parcel deliveries originating from its market-
place. As a result, Amazon could benefit from economies of scale and gain a significant
market share in the e-commerce parcel delivery market;

o Economies of scope: Amazon can generate economies of scope by combining activities
that go from online retail infermediation to parcel delivery;

o Privileged access to potential clients: through its marketplace, Amazon can directly offer its
parcel delivery service to a significant amount of potential clients. The size of Amazon's mar-
ketplace in the e-commerce market puts Amazon in a position of advantage vis-G-vis other
parcel delivery operators;

¢ Information advantage: Amazon can make more convenient offers to online retailers in its
marketplace by leveraging its knowledge of transactions occurring through its marketplace.
For instance, it can formulate more convenient offers that are tailored to the retailer’s needs;

¢ Bargaining power vis-a-vis delivery operators: Amazon is a key client for many parcel deliv-
ery operators, representing a significant share of their revenues. Having the option to deliver
its own parcels puts Amazon in a position of strength in negotiations with delivery operators,
which would see a significant reduction in revenue in the event of losing Amazon as a client.

Source: Copenhagen Economics based on AGCom, Delibera n. 94/22/CONS.

Amazon’s provision of fulfilment services and resale of delivery services to merchants on its plat-
form has also been scrutinised by the Italian Competition Authority (AGCM). The AGCM found that
Amazon leveraged its dominant position in the Italian market for intermediation services on mar-
ketplaces to favour its own logistic services offered to third-party sellers on its platform.wc The
AGCM found that Amazon tied its logistic services to benefits linked to its marketplace, resulting in
harm to competing logistic service providers. By using Amazon’s own logistic services, third-party
sellers in Amazon’s marketplace could benefit from several advantages that allowed them to gain
visibility and boost their sales. For instance, they could benefit from the Prime label, participate in
Amazon’s special promotional events, and were not subject to performance monitoring. In addition,
the AGCM found that Amazon’s strategy contributed to strengthening Amazon’s dominant position
in the upstream market, harming competing marketplaces. This is because third-party sellers who
adopt Amazon’s own logistic services would be required to sustain additional costs for duplicating
warehouses to offer their products in competing marketplaces.

100 AGCM case A528 - FBA AMAZON, Decision dated 9 December 2021, available at https://www.agem.it/dotcmsdoc/allegati-
news/A528 chiusura%20istruttoria.pdf
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The AGCM imposed behavioural obligations on Amazon to restore competitive conditions. The
remedies aimed to ensure that third-party retailers that do not choose Amazon’s own logistic ser-
vices can benefit from the advantages granted to sellers using Amazon’s logistic services, provided
that they can fulfil the same standard of quality that Amazon intends to offer to its Prime custom-
ers.

The role of consolidators

Large online marketplaces offering to take care of delivery for merchants active on their platforms
may act as consolidators. Consolidation refers to the gathering together of items from different
sources and then dispatching the items all together for transport and delivery. Since the business of
letter and parcel delivery builds on economies of scale (i.e., the marginal cost of delivering an extra
item is low due to high fixed costs in delivery), senders often receive substantial volume discounts if
they inject large volumes into the delivery network. As there are many senders with small volumes
who are not able to individually generate substantial volume discounts, players have developed that
specialise in aggregating/consolidating volumes from several small senders to enable them to bene-
fit from larger volume discounts from established delivery operators. These players are often re-
ferred to as “consolidators” or “aggregators” and, while some of them are “pure consolidators” in
the sense that they only aggregate items from different senders and inject them into the delivery op-
erators’ networks, others also engage in value-adding activities, such as sorting. In the case of online
marketplaces, the value-adding activities go far beyond sorting and the “consolidation” of parcels is
not the main business. Hence, online marketplaces are not often considered “consolidators” and we
do not refer to them as consolidators here.

According to national regulatory authorities, consolidation activities are still more common for let-
ter delivery than for parcel delivery. NRAs in 18 countries have identified that letter consolidation is
taking place in their country, while only eight NRAs are aware of parcel consolidation taking place,
see Figure 54.

205



Main developments in the postal sector (2017-2021)

Figure 54
Consolidation activities for letter and parcel delivery
Share of countries

19%

15%

Letter consolidation Parcel consolidation

[ Yes Il No I Unknown

Nofte: The graph contains data from the following countries: AT, BE, BG, HR, CY, CZ, DK, EE, FR, DE, EL, HU, IE, IT,
LV, LT, LU, MT, NL, NO, PL, RO, SK, SI, ES, CH, and UK. Columns may not sum to exactly 100 due to rounding.
Source:  CE Survey of NRAs.

3.3.2 Development of new products and new technologies

Similar to the previous study on the main developments in the postal sector, we find that postal sec-
tor operators have embraced innovation to respond to the rapid evolution of consumer needs and to
remain competitive in a rapidly changing market. In particular, we find that both USPs and alterna-
tive delivery providers are actively pursuing innovative technologies to reduce costs and increase
operational efficiency. Moreover, we find that innovations are employed by both incumbent players
and new market entrants. For example, market entrants use such innovations as fully automated
parcel lockers (e.g. SwipBox, InPost) and algorithms for delivery optimisation (e.g. Wolt, Glovo).

We find that postal operators employ several technological solutions that allow automation of core
business processes, particularly sorting of mail. However, innovations in the last-mile delivery
phase (e.g., drones, automated vehicles) are still very scarce (deployed by four USPs), except for
parcel lockers (deployed by 19 and 15 USPs respectively), see Table 67.
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Table 67
Technologies in operations and service offerings

Country

BE
BG
HR
DK
EE
Fl
FR
DE
HU
IT

LI
LT
LU
MT
NO
PL
RO
SK
S|
ES
SE
CH

Total

Note:

Source:
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o
S 0
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+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
- +
+ +
+ +
+ +
+ +
+ +
21 22

RFID technology

+

-

19

Sensors and machine
vision

n/a

-

13

Label learning and fin-
gerprint

n/a

7

Optical character
recognition

-

18

Robotics

o

13

Digital assist. and route
optimisation

15

Avutomated vehicles

Drones

Parcel lockers

19

"+" means fechnology is used; “-" not used; “+/-" means other similar technologies are used; cells with

“n/a" correspond to "no answer", "unknown, no information”, or blank.

CE Survey of USPs.

Innovation and application of the technologies listed in the table above take place with products
and services, processes, and business models, and can generally be grouped into three categories:

First, some innovations are introduced to drive more efficient operations. This includes optimising

processes, refurbishing or opening new sorting facilities, installing automatic mail processing

equipment, and improving shipment and logistic processes. The main technologies employed by

postal operators to drive efficiency (used by more than 50 per cent of USPs) are:
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e Barcoding

e  Optical character recognition and video coding

e RFID

e  Robotics

e Personal digital assistants and route optimisation

The most commonly used technology, out of the ones identified in our survey, is barcoding technol-
ogy, which is present at virtually all (22) USPs who responded to this question, followed by auto-
matic sorting machines (present at 21 USPs), see Table 677. The application of these technologies is
an important measure to reduce costs in a traditionally labour-intensive industry and to increase
quality of service (reducing the scope for manual errors). Personal digital assistants and route opti-
misation is also applied broadly across postal operators to reduce fuel consumption and improve
delivery performance (reducing time spent in traffic and assisting the delivery person e.g., in the
collection of signatures from recipients upon delivery). Although many newer technologies are not
prevalent in USPs currently, many companies are testing the technology and therefore they could
become an important part of the business soon.

Second, innovations may extend the core postal offering. As demand for e-commerce and parcel de-
livery is growing, postal operators innovate to grow the parcel and package segments of their busi-
ness and respond to new demands from consumers and businesses in this area. For instance, we ob-
serve that more operators invest in the establishment of large networks of parcel lockers as an alter-
native to home delivery or the delivery of parcels to other postal service points. We also observe that
delivery operators invest in IT infrastructure (e.g., mobile apps and web applications) to make it
easier and more convenient for senders and recipients to track their deliveries and to increase the
convenience at collection. For example, PostNord in Sweden has introduced the opportunity for re-
cipients of parcels to identify themselves with their mobile ID in the PostNord app, thereby making
collections easier as the recipient does not have to show their ID at collection and can let a friend
collect the parcel without having to bring the physical ID of the recipient. These types of innova-
tions increase user satisfaction and thereby the competitiveness of the service offering.

To compete with the emergence of innovative and lower-cost business models, some national postal
operators have also extended their business through acquisitions. One such example is La Poste’s
acquisition of the instant delivery provider, Stuart, in 2017 (see Box 15). A more in-depth discussion
about labour conditions in the postal and delivery market is provided in Chapter 4.
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Box 15 La Poste’s acquisition of instant delivery provider, Stuart

In March 2017, La Poste's subsidiary GeoPost acquired the last-mile delivery company, Stuart,
after it had previously owned a 22 per cent share of Stuart. GeoPost's CEO commented that
"Stuart completes our delivery service at a local level and embodies the future of express ur-
ban delivery, a rapidly expanding strategic activity for us.”

With the acquisition, LaPoste hopes to benefit from the growth opportunities that Stuart and
the rapid delivery sector offer. Stuart facilitated thousands of deliveries per day for clients such
as Carrefour, Franprix, Burger King, The Kooples, Pizza Hut, and Cdiscount. Stuart's technology,
e. g. the algorithm and integrated API o schedule and execute deliveries, was considered
best-in-class.

In contrast to LaPoste, Stuart’s business model relies on independent contract workers to act as
couriers. Stuart connects its clients with independent couriers via its platform, without employ-
ing the couriers themselves. Stuart is an attractive partner for couriers as couriers can work
throughout the day delivering different types of goods, with particular peak times.

Source:  https://postandparcel.info/79198/news/e-commerce/geopost-now-owns-100-of-stuart/;

https://www.lsa-conso.fr/livraison-la-start-up-stuart-appartient-desormais-au-groupe-la-poste, 255693.

Third, innovations may create new products and services, e.g., combining physical delivery and
digital communication via social media platforms, email or text messages.

3.3.3 Competition and innovation in relation to cross-border parcel
delivery

Competition for cross-border parcel deliveries is a topic that has received significant attention dur-

ing the investigated period. Most notably, Regulation 2018/644 on cross-border parcel delivery was

introduced in 2018 to enhance competition in the cross-border space. The regulation aims to tackle

specific challenges in relation to cross-border parcel delivery by:

e Enhancing the regulatory oversight of parcel delivery services.z

¢ Increasing transparency of certain single-piece tariffs through publication on a website.

e Improving the quality of service standards and interoperability of cross-border parcel de-
livery services.

e  Assessing tariffs for certain cross-border parcel delivery services to establish a single Euro-
pean market.

Today, four years after the implementation of the cross-border parcel regulation, most NRAs assess
competition as intense throughout the value chain for international outbound parcel and express
delivery, see Figure 55.

101 The regulation covers parcels over 20 mm thick and up to 31,5 kilograms.
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Figure 55

Assessment of competition across the parcel and express (international outbound)
delivery value chain

Share of countries

Collection Transport Sorting Warehousing Fulfillment Delivery

I No competition Low Moderate Il substantial Il Intense

Note: The graph includes data from the following countries: AT, BE, BG, HR, CY, CZ, EE, HU, IT, LV, MT, NL, NO, PL,
RO, SK, SI, SE, and CH. Low competition takes place in 1-10 per cent of the market measured by volume
or value — the rest being dominated by one firm. Moderate competition takes place in 11-30 per cent of
the market measured by volume or value. Substantial competition takes place in 31-60 per cent of the
market measured by volume or value. Infense competition takes place in 61-100 per cent of the market
measured by volume or value. Columns may not sum to exactly 100 due to rounding.

Source:  CE Survey of NRAs.

The online EU cross-border e-commerce market growth is an important driver creating opportuni-
ties for market entry and expansion. Based on a recent study, cross-border e-commerce in Europe
was worth 171.2 billion euros in 2021. This is an increase of 17 per cent when compared to the year
before. B2C online turnover from goods grew by 11.5% over 2021 up to 639 billion euros. In 2021,
cross-border e-commerce revenues (excluding travel) reached 171 billion euros in Europe, an in-
crease of 17% compared to 2020.%>

Cross-border e-commerce growth is fuelled by both demand and supply-side developments:

From the demand side, according to the IPC’s consumer survey, two main reasons why people pur-
chased cross-border rather than domestically inter alia are (i) because of lower prices in a foreign
country (predominantly for East-West trade lanes) and (ii) because the product/brand was not
available domestically.ws In the future, changing demand characteristics are expected to shape the
cross-border parcel market into:

a) A more heterogenous market, with specialist segments (such as C2C) outperforming the
overall market in growth. One example of the C2C package delivery trend is the emer-
gence of platforms such as Vinted, an online marketplace (based in Lithuania) where users
can buy, sell, and exchange new or second-hand items.

102 Cross-border Commerce Europe (2022) TOP 500 Cross-Border Retail Europe. The study covers 15 countries within West-
ern Europe and Scandinavia, and the United Kingdom, available at: https://www.cbcommerce.eu/press-releases/4th-edi-
tion-of-the-top-500-cross-border-retail-europe-an-annual-ranking-of-the-top-500-european-cross-border-online-shops/

103 Survey results of the IPC study referenced by McKinsey, available at: https://www.mckinsey.com/industries/travel-logis-
tics-and-infrastructure/our-insights/signed-sealed-and-delivered-unpacking-the-cross-border-parcel-markets-promise

210



b)

A market with bigger prominence for slower, but cheaper delivery options. Based on our
interviews with operators, we notice an increasing trend of using slower, but more efficient
international transportation options (e.g. trucks instead of air cargo). This is also sup-
ported by McKinsey’s research, which indicates the growing prominence of parcel deliver-
ies of non-express commercial products, estimated to reach up to 80 per cent of all flows
by 2030, up from today’s share of around 30 per cent.

From the supply side, operators are continuously improving their business models through decen-
tralisation, direct injection, and innovation, providing faster and more reliable services:

a)

b)

c)

3.4

Decentralisation of supply chains is driven by economies of scale and recent shocks, e.g.,
the pandemic, Brexit, changes in the UPU tariff system, removal of the VAT de minimis,
and the Suez Canal blockage. In particular, when e-commerce parcel volumes achieve a
substantial scale, e-retailers increasingly decide to set up local fulfilment centres to im-
prove the quality and speed of service. For instance, Alibaba has ambitions to provide 72-
hour deliveries to any place in the world, including Europe. To make this happen, in the
summer of 2021, Alibaba established a central hub at Liége Airport, in Belgium, which
serves as a cargo terminal, fulfilment centre, and office for the company.

The growing popularity of the direct-injection model is another reason for the growth of
the cross-border parcel delivery market (which, however, may not be reflected in any offi-
cial cross-border postal statistics). In this model, the mail is transported as cargo from one
country to another country and then deposited locally as domestic mail for last-mail deliv-
eries. An example is Amazon’s use of warehouses in Poland and the Czech Republic to de-
liver orders in Germany. s

New and innovative business models, such as parcel forwarding services. One example of
new and innovative business models in cross-border delivery is provided by parcel for-
warding companies like Skypax and Global Parcel Forward, which provide their customers
outside of the UK with a UK street address to which they can get items shipped when or-
dering from the UK e-commerce sites. The parcel forwarding providers offer to consolidate
all parcels and ship them anywhere in the world, normally at a preferential rate. They also
produce all necessary customs documentation for international shipments, something that
can make the e-commerce experience more convenient for less experienced online shop-
pers. By using this type of service, consumers throughout the EU can shop from websites
in the UK that would not normally deliver to their home country, and for consumers who
purchase frequently from websites in the UK, this can also be a way to reduce delivery
costs.

AUTHORISATION, LICENSING, AND ACCESS

As demonstrated earlier in this chapter, the boom in e-commerce and the increasing attractiveness
of the parcel delivery market have made the traditional end-to-end parcel delivery value chain more
fragmented and the lines between traditional parcel delivery and other transport and logistics activ-
ities less clear.

104 McKinsey (2022) Signed, sealed, and delivered: Unpacking the cross-border parcel market’s promise. Available at:
https://www.mckinsey.com/industries/travel-logistics-and-infrastructure/our-insights/signed-sealed-and-delivered-un-
packing-the-cross-border-parcel-markets-promise

105 Copenhagen Economics (2019) Postal Services in the EU. A study for the European Parliament.
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In this new delivery landscape, fulfilment activities (which include at least two of the following ser-
vices: warehousing, packaging, addressing, and dispatching) are carried out by a range of different
players, including postal operators (as the first step in their integrated distribution value chain),
other delivery operators, independent fulfilment service providers, i.e. companies that only provide
fulfilment activities, and retailers themselves. s

Similarly, transport and sorting activities are performed by postal operators, other delivery opera-
tors, or by retailers themselves, including retailers selling through their website and providers of
marketplace services, which may procure and recombine transport services when they do not offer
them themselves.

Last-mile delivery is carried out by postal operators, by other delivery operators that are vertically
integrated to provide delivery to the final consumer, and by delivery service providers focusing on
the provision of last-mile delivery activities.»

The development of new business models, created to meet merchants’ and consumers’ increasing
demand for convenient delivery services, has made the boundaries between the postal, logistics, and
transport activities/sectors less clear, thereby making the job of regulators and policymakers within
these sectors more challenging. In this new reality, it becomes more difficult to maintain a clear def-
inition of postal services as compared to ten years ago.

In this section, we review how national regulatory authorities are handling authorisation and licens-
ing under these new conditions. We also assess how access to downstream delivery and infrastruc-
ture elements such as parcel lockers and parcel boxes at home have been applied legally and in
practice. We also analyse and provide examples of situations where operators cooperate in building
or sharing infrastructure networks.

3.4.1 Authorisation/licensing for services within and outside the
universal service area

The types of operations that are subject to authorisation or licensing differ across postal markets in
the EU (see Table 68).

As demonstrated in the table below, whereas the provision of letter mail delivery normally requires
a general authorisation or individual licence, operators who provide parcel or express delivery ser-
vices face different requirements across the EU Member States. This means that while some NRAs
have a good overview of the operators who provide parcel delivery services in the national market,
other NRAs do not have the same overview. Whether this is a problem or not depends on to what
extent the provision of parcel delivery services requires regulatory oversight. One way of addressing
the potential problem of different authorisation/licensing requirements would be to unify these re-
quirements across member states. This approach, however, comes with a risk of creating an in-
creased burden (on the NRA as well as on operators in the market) which might be disproportion-
ately high compared to the added value in some countries.

106 See Regulation (EU) 2019/1020, Article 1(11). Accessible at: https://eur-lex.europa.eu/legal-con-
tent/EN/TXT/PDF/?uri=CELEX:32019R1020&from=EN.

107 Delivery operators and other players in the value chain are investing heavily in R&D to develop autonomous delivery solu-
tions for the last mile, e.g. via drones. New business models and start-ups based on crowdsourcing networks of city couriers
such as DoorDash and Instacart are also emerging in urban areas.
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Concerning services within the USO, 43 per cent of NRAs reported that services are provided
through a direct designation of a universal service provider. Forty per cent of NRAs reported that
universal postal services are provided through individual licensing, and only 17 per cent reported
that universal services are provided based on a general authorisation, see Figure 56.

Figure 56
Authorisation procedure used for services within the USO
Share of countries (%)

BE. BG. AT, FI, FR,
CY,DK. A=
DE. EL. IT, JAARA

40% Ly, MT, NO, PL,
PT, ES. SE B3

sl UK

HR, CI,
EE, NL,
CH

17%

[ | Designation General authorisation Individual license

Note: The graph includes data from the following countries: AT, BE, BG, HR, CY, CZ, DK, EE, FI, FR, DE, EL, HU, IE, IT,
LV, LT, LU, MT, NL, NO, PL. PT, RO, SK, SI, ES, SE, CH, and UK. The German Postal Act provides for a licensing
requirement for the carriage of addressed letters up to 1000g. All other postal services must be reported to
the NRA. The definition of universal service differs from the licensing obligation. All licensed companies,
therefore, provide universal service. However, some of their services are not part of the universal service.
Therefore, a clear distinction between US and NON-US is not possible for Germany.

Source: CE Survey of NRAs.

Only three NRAs stated that there is an indication of unlicensed/unauthorised competition in areas

where licence/authorisation is required. All three NRAs noted that such activity was taking place in
the parcel delivery segment of the market.
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Table 68
What products or business models are subject to authorisation and licensing?

AT

BE

BG

HR

CcY

Cz

DK

EE

Fl

FR

DE

EL

LT

LU

MT

PT

RO

WITHIN USO

PROCE- PRODUCTS INCLUDED

DURE*

1 Letter mail items up to 50g

3 ltems of correspondence

3 Hybrid and direct mail, courier
services

2 Clearance, sorting, fransport,
and delivery of mail and par-
cels

8 All USO products and services

2 Postal services

8 All postal operators excl. cou-
riers and companies only de-
livering B2C and B2B on a
contractual basis

2 Delivery of direct mail, period-
icals, express mail

1 Correspondence services

1 Correspondence services

3 Universal services

8 Letters up to 2kg, parcels up
to 20kg. No weight limit in
courier services.

1 Postal services, postal items

1

8 All USO products and services

1 All USO products and services

3 Postal activities

8 All USO products and services

8 All USO products and services

OUTSIDE USO

GENERAL
AUTHORISATION

All postal services

None

Hybrid and direct mail, cou-
rier services

Other postal services

International and local cou-
rier services, mailbox services,
postal preparation services

Other postal services, e.g. ex-
press

None

Delivery of direct mail, peri-
odicals, express mail

Letter services

All other postal items

Courier services (envelopes
up to 2kg and parcels)

Courier, express, EMS, others
"Postal services”**

Postal items >2kg, parcels be-
tween 20 and 30kg, value-
added services, priority regis-
tered mail, hybrid mail, con-
solidation service

N/A

Services outside the USO, ex-
press services

All services outside the USO

All services outside the USO

INDIVIDUAL
LICENSING

Letter mail items up
to 50g

None

Postal money orders

Interchangeable ser-
vice

N/A

None

Delivery of standard
and bulk letters and
parcels

N/A

N/A

N/A

N/A

None
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SK 1 All USO products and services The collection and distribution
of postal items up to 50kg,
postal payment services, ad-
ditional services

N 1 Postal services Postal services Postal services
CH 2 All postal services outside the
uso
Note: * 1 - Designation, 2 - General authorisation, 3 - Individual license.; ** as defined in national legislation

Source:  CE Survey of NRAs.

3.4.2 Challenges due to new products and business models

As discussed in Section 3.3, the growth in e-commerce has resulted in the emergence of new busi-
ness models and operators engaging in fulfilment and delivery of items sold online. Often, these
new operators focus only on one or a few parts of the traditional end-to-end postal delivery value
chain (e.g. last-mile delivery, or fulfilment and last-mile delivery). Whether these new types of oper-
ators are considered postal operators or not (and thereby fall under the supervision of the national
postal sector regulatory authority) varies across countries.

In response to our questionnaire, NRAs in nine countries stated that new business models entering
the parcel delivery market fall under the current definition of postal services. Additionally, ten
NRAs stated that new business models have entered the market, which do not fall under the defini-
tion of postal services, but which nevertheless engage or compete with the traditional postal value
chain, see Figure 57.

Figure 57

Have new business models emerged that fall under the definition of postal services
or that engage/compete with the postal value chain?

Share of countries

33%

43%
67% 57%
New business models under the New business models that engage
current definition of postal services with or compete with postal services
M vYes No
Note: The graph includes data from the following countries: AT. BE, BG, HR, CY, CZ, DK, EE, FI, FR, DE, EL, HU, IT, LV,

LT, LU, MT, NO, PL, PT, RO, SK, SI, ES, SE, and CH.
Source:  CE Survey of NRAs

Examples of new business models that compete with traditional postal operations include compa-

nies providing parcel locker and PUDO services, companies providing flower and food delivery, and
online platforms engaging in fulfilment activities (see Table 69).
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Table 69
Examples of new business models competing with traditional postal operations

Companies providing parcel locker services for other operators

Companies providing PUDO services for other operators

Delivery of medicine

Flower delivery

Hybrid services

Online platforms (especially those engaging in fulfilment activities)

Postal article forwarding

Postal delivery through car-sharing platforms

Services to deliver articles (mainly packets and/or parcels) from foreign companies
Supermarket product and food delivery

Source:  CE Survey of NRAs.

Table 70 below provides an overview of how postal operations are defined by NRAs across the EU.

Table 70
How are postal operators defined in your country?

COUNTRY DEFINITION OF POSTAL OPERATORS

Undertakings that provide one or more postal services (services involving the clearance, sorting,

Austria " .
fransport, and delivery of postal items)

Belgium As defined in the Postal Services Directive

Bulgaria Postal operators shall be any persons who or which perform postal services and are registered un-

9 der the legislation
Croatia A postal service provider is a legal or natural person that provides postal services.
Cvorus Postal service provider means the person who provides postal services. Postal services means the
YP services consisting of the collection, sorting, tfransport, and distribution of postal items.

Czech Re- . - . - . .

Ukl A postal operatoris a person providing postal services or providing foreign postal services

Denmark Postal operators are those who need a postal licence, which are firms that supply postal services
on a commercial basis.

Estonia A postal service provider is an undertaking that provides one or several postal services; only the
transport of postal items does not mean the provision of postal services.

Finland A postal undertaking means an undertaking carrying out postal operations relating to items of cor-
respondence

Germnan A postal operatoris an operator fulfilling postal services according to the definitions of Section 4 of

Y the Postal Act

Postal service operators are defined as companies that operate commercial conveyance of let-

Greece .
ters and other addressed consignments

e A postal service provider is a natural person or an undertaking providing postal services, who is

registered by the National Media and Infocommunications Authority as a postal service provider.

“Postal service provider” means any person providing one or more than one postal service;
Ireland “postal services” means services involving the clearance, sorting, transport, and distribution of
postal packets
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Italy As defined in the Postal Services Directive

A postal operator is an operator that is registered for the provision of postal services in accord-

Keiiie ance with the procedures laid down in the law

A postal service provider shall mean a citizen of the Republic of Lithuania or another Member
Lithuania State, another natural person or a legal person, or any other organisation established in the Re-
public of Lithuania or in another Member State, also division thereof, providing the postal service.

Luxembourg An operator who provides postal services

A postal operator is defined as any person authorised to supply one or more postal services as de-
fined in the Postal Services Act, in Malta, and other countries, and includes any person who carries
on within or outside Malta any business or activity relating to postal services including any services
that are ancillary to postal services.

Malta

Any entity that provides postal services on a commercial basis. A postal service is defined as one
or more of the operations that are performed commercially to deliver postal items. The transport

Netherlands of separately registered express mail on which separate agreements have been concluded be-
tween the sender and the fransport company concerning the period or time of order, the delivery
security, and the liability is not a postal service.

Norway Any operator offering postal services

A postal operatoris an undertaking authorised to perform postal activities based on an entry in

Poland A
oan the register of postal operators

A postal operatoris a natural or legal person that provides postal services, which include neces-
Portugal sarily four operations, namely, clearance, sorting, transport, and distribution, as defined in Arficle 4
of the Postal Law

Any authorised natural person, individual enterprise, family association, or any legal person whose

Romania L . . . .
activity consists wholly or partly in the provision of one or several postal services.
Slovakia A postal company is an entrepreneur providing one or more postal services or the postal payment
service.
Slovenia A private or legal entity providing one or more postal services
Postal operation means regular clearance, sorting, fransport, and distribution of letters for a
Sweden charge; postal service means the above and transport and distribution of postal items for a

charge
Switzerland  Professional provision of postal services in its own name

A postal operator means "a person who provides: (a) the service of conveying postal packets
from one place to another by post, or (b) any of the incidental services of receiving, collecting,
sorting and delivering postal packets". A person is not to be regarded as a postal operator merely
as a result of receiving postal packets in the course of acting as an agent for, or otherwise on be-
half of, another.

United King-
dom

Source:  CE Survey of NRAs.

As demonstrated in the table above, most countries define a postal operator as a provider of postal
services. A few countries have clarified that these activities need to include clearance, sorting,
transport, and distribution and not, for example, transport alone. Two countries where the defini-
tion of postal services has been recently applied are Spain and Italy. In these countries, the online
retailer Amazon has been identified as a postal operator, on the basis of Amazon activities (which
include several contractors) being provided to third parties (i.e., e-sellers which use Amazon mar-
ketplace and buy Amazon’s FBA services); the status and implications of self-supplied delivery ser-
vices (e.g., those used for Amazon own-retailed products) remains unclear. Amazon thereby falls
under postal sector regulatory supervision and associated regulatory requirements in these coun-
tries, but not in other countries where Amazon is also active. Box 16 describes the reasoning behind
the decision to regulate Amazon as a postal operator in Spain and Italy.
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Box 16 AGCom and the CNMC found that Amazon’s parcel delivery activities
constitute postal operator duties

In 2018 and 2020 respectively, the Italian and Spanish postal regulators, AGCom and CNMC,
found that the companies of the Amazon Group offering delivery of parcels sold through Ama-
zon's marketplace in the two countries are postal operators and must therefore comply with
the postal regulation. In Spain, Amazon Spain Fulfiment and Amazon Road Transport Spain,
part of the Amazon group, perform last-mile delivery activities through their own network and
third-party contractors for packages of Amazon's inventory and third-party retailers (the latter,
through the Fulfilment Programme by Amazon (FBA)).

While Amazon argued that these activities are already authorised from a sectoral point of view
as both companies have the authorisation of a transport operator, the CNMC found that these
activities better fit the postal sectors than the transport or logistics sector. The fact that Ama-
zon's primary business activity is e-commerce and that its business model is primarily supported
by an electronic platform does not prevent it from performing functions of a postal operator. In
addition, the CNMC rejected Amazon’s argument that these activities should be exempt from
postal regulation as constituting self-provision, with the FBA only being a residual programme).
This is because Amazon's delivery services are also available to third-party retailers.

A key element of the discussion concerned the intensity of control and influence that Amazon
exercises on its parcel delivery service (including through third-party contractors). The CNMC
found that “The difference between the case of a platform such as Amazon and that of other
sellers or retailers (who can operate on and off-line) is the full control and management ca-
pacity that Amazon exercises over its parcel delivery service, the fact that this service covers
the various activities of the postal cycle, and that the Amazon Group network is used to pro-
vide services fo third parties. In short, the intensity of the control that Amazon has over its parcel
delivery services is not comparable to that which other retailers have over their own, insofar as
the latter outsource the delivery of their service to one or more parcel delivery service provid-

"

ETSs

In Italy, Amazon Italia Logistica and Amazon Italia Transport, part of the Amazon group, deliver
packages of Amazon's stock and offer delivery services of third-party retailers on its market-
place. In the latter case, Amazon distributes the parcels to its centres, and stores, packages,
labels, and delivers them to final customers. Delivery occurs through a network of third-party
contractors or Amazon's own network. Delivery is also possible at parcel lockers.

Similar to the CNMC's finding, AGCom concluded that Amazon's activities of delivery of par-
cels from online retailers to the end customers, through its own network or through contracted
local couriers, constitutes postal activities. It found that the activities performed by Amazon are
in all aspects comparable to those of postal operators and that Amazon has a decisive influ-
ence on the service provided by local third-party contractors, which ultimately constitute an
integral part of Amazon's organisation and services, not comparable to a normal contracting
relationship.

Source:  Copenhagen Economics, based on AGCom Delibera N. 400/18/CONS and CNMC Resolution of 24
September 2020.

A too-narrow definition of postal services (and thereby who should be considered a postal operator)
might create challenges for postal sector NRAs whose mission is to ensure a well-functioning postal
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market. For example, only defining a subset of operators who deliver letters and/or parcels as postal
operators means that the NRAs’ ability to monitor service performance, user satisfaction and other
parameters which inform the decision about the need for regulatory interventions will be reduced.
As a result, decisions about regulatory intervention might be taken based on an incomplete set of
information. Making some but not all delivery operators subject to regulatory supervision might
also influence the level playing field by adding regulatory burdens on some operators but not on
others. Before broadening the definition of postal services uniformly, however, one would have to
carefully weigh the potential benefits of a broader postal service definition against the potential
costs in terms of additional regulatory burden on a broader set of enterprises and increased moni-
toring costs for NRAs.

Noticing the difference in how postal services are defined across Europe, the group of European
postal sector regulators (ERGP) has called for a standardised (broad) definition of postal services
(see Box 17). In its evaluation report of the postal services directive, published in November 2021,
the European Commission stated that it did not see “any measurable problems [related to the cur-
rent definitions in the PSD] from the perspective of postal service providers. Moreover, stakehold-
ers have not been able to demonstrate an actual negative impact on postal providers and users.
Available evidence has not indicated that any lack of clarity has caused any relevant internal
market problems or barriers to entry for postal service providers. To the contrary, the situation
has sometimes provided Member States with much welcomed flexibility in determining the scope
of their own postal services regulation.”..s

However, the Commission recognised that “structural and technological changes in the postal sec-
tor may inevitably call into question their [i.e. current definitions] continued relevance and suita-
bility.”~ Still, the application of different definitions across countries may make it more difficult
(e.g. increase administrative burden) for international operators to comply with national regula-
tions as the regulatory scope and requirements may differ significantly from one country to another.

108 European Commission (2021), Report from the Commission to the European Parliament and Council on the application of
the Postal Services Directive (Directive 97/67/EC as amended by Directive 2002/39/EC and 2008/6/EC), p. 10.
109 Thid.
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Box 17 ERGP call for a broader definition of postal services

In a report on postal definitions from 2020, the group of European postal regulators (ERGP)
states that: “The postal and delivery chain, the transport alone, and the fulfilment activities
could be embedded within the logistics set of services. Due to that, enterprises that are devel-
oping activities in some phase of the logistics chain may try to expand their portfolio of ser-
vices, which will increase the blurriness/overlaps between sectors”.110 A similar statement was
made by the ltalian postal sector regulator AGCom concerning its study of the parcel market
in 2020: “Alongside traditional operators, we are witnessing the entry into the market of other
operators (such as, for example, vertically integrated online platforms) which make the bound-
aries between postal, logistics and transport activities less and less clear” .1

Since some of the traditional postal activities!'2 are now carried out or procured/recom-
bined/resold by different types of companies, postal sector regulators''3have identified a po-
tential gap in the EU postal regulatory framework since different EU countries have imple-
mented the current EU Postal Services Directive via different approaches to the required activi-
ties (steps in the value chain) to define what counts as a provider of postal services.!4This has
raised the question of whether the current postal regulatory framework should be expanded to
cover business models where fewer steps in the traditional postal value chain are included.

More specifically, the ERGP suggests in its report on postal definitions that the definitions should
include all market players who engage in at least one of the steps in the traditional postal ser-
vice value chain (collection, tfransport, sorting, delivery), unless the only step is transport. This
would, for instance, mean that in addition to operators providing home delivery, operators ac-
tive in last-mile delivery to parcel lockers, or e-commerce platforms engaging in transport, sort-
ing, and sometimes delivery of products sold on their platform, might become subject to regu-
latory oversight. In many countries, this would significantly increase the scope of which compa-
nies fall under the supervisory mandate of national regulatory authorities overseeing the postal
sector.s

In its evaluation report of the postal services directive, the European Commission states that
postal definitions come info question as a result of structural and technological changes in the
sector but concluded that there is no need to broaden or redefine postal definitions as “avail-
able evidence has not indicated that any lack of clarity has caused any relevant internal mar-
ket problems or barriers to entry for postal service providers”.u6

Source: See footnotes.

115

116

ERGP (20) 7 Report on postal definitions (public consultation version), p.20.

AGCom, Delibera n. 399/18/CONS.

The Postal Services Directive defines postal services as those “services involving the clearance, sorting, transport and dis-
tribution of postal items”, see PSD (2008/06/EC), Art. 1.

See e.g. ERGP (2020), Report on postal definitions.

According to ERGP (2020), Response to the Public Consultation on the PSD Evaluation, 5 November 2020: “The PSD defi-
nitions do not clearly indicate when a service is a postal service, which has implications on market definitions [...] the
definition of postal services is related to the cumulative requirement of the four operational stages (clearance, sorting,
transport and distribution) comprised in the definition of the PSD, as one third of the countries require the cumulative
provision of all four operations, while the others do not.”

ERGP (2020), Report on Postal Definitions ERGP PL II (20) 7.

European Commission (2021) Report from the commission to the European Parliament and the council on the application
of the Postal Services Directive (Directive 97/67/EC as amended by Directive 2002/39/EC and 2008/6/EC), page 10.
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In response to our questionnaire, eight NRAs characterised challenges in regulating last-mile deliv-
ery as moderate to intense, see Figure 58. Although some NRAs also identified substantial chal-
lenges in other parts of the value chain, these areas seem to be less problematic overall. That most
challenges are seen in relation to the last mile is not surprising as this is the part of the value chain
where most new business models have developed in recent years.

Figure 58
Assessment of challenges in the ability to monitor and regulate the postal sector

due to current authorisation and licensing regimes
Share of countries

38%
44% 29%,
50%
19%
19% Z
36% 19%
25%
19% 7% 13%
Fulfillment Transport Sorting Last-mile delivery
M None Low Moderate [l Substantial Il Intense
Note: The graph includes data from the following countries: AT, BG, HR, DK, EE, EL, IT, LV, LT, LU, MT, NL, SK, SI, SE,

and CH. Columns may not sum to exactly 100 due to rounding.
Source:  CE Survey of NRAs.

3.4.3 Regulation of access to postal infrastructure

One regulatory tool that has traditionally been used in the postal sector to ensure a level playing
field is access regulation. Article 11a of the Postal Services Directive requires the Member States to
give all postal operators access to ‘elements of postal infrastructure’ — facilities and information re-
sources used in providing postal services — Tw/Jhenever necessary to protect the interest of users
and/or to promote effective competition’.

We asked NRAs and USPs whether non-discriminatory access conditions are provided to different
elements of postal infrastructure, namely postcodes, address databases, public letter-post collection
boxes, post office boxes, parcel lockers, letter delivery boxes, and redirection and return services.
Based on the responses provided, we find that access to USPs’ post codes, address database, and
post office boxes is given to competitor operators in the majority of countries, see Figure 59.
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Figure 59
Elements to which the USP is required to provide third-party access (2022)
Share of countries (per cent)

Post codes Address database

24 countries 20 countries
80% of responses - — 67% of responses

T | o

1E

Public letter-post

collection boxes Post office boxes Parcel lockers Letter delivery boxes Return service
8 countries 21 countries 3 countries 12 countries 6 countries
29% of responses 70% of responses 12% of responses 44% of responses 33% of responses
Note: The graph includes data from the following countries: AT, BE, BG, HR, CY, CZ, DK, EE, Fl, FR, DE, EL, HU, IE, IT,

LV, LT, LU, MT, NL, NO, PL, PT, RO, SK, SI, ES, SE, CH, and UK. The total number of responses also includes the
option “Other"”.
Source:  CE Survey of NRAs.

Compared to 2018, we notice that in 2022 USPs are required to provide third-party access to more
‘elements of postal infrastructure’. Access to UPSs’ post codes, address database, and post office
boxes is given to competitors in more countries than in 2018. In fewer countries than before, access
to letter delivery boxes and return services is given; see Table 71 for the full comparison.

Table 71
Comparison of third-party access prevalence now and in the previous study

INFORMATION TO BE SHARED THIRD-PARTY ACCESS IN THIRD-PARTY ACCESS IN
2022 2018
Post codes 80% 69%
Address database 67% 56%
Public letter-post collection boxes 29% 13%
Post office boxes 70% 63%
Parcel lockers 12% 3%
Letter delivery boxes 44% 50%
Return services 33% 34%
Note: Note that in two cases in 2018, the USP disagreed with the answer provided by the NRA.

Source:  Information from 2018 is from Main Developments in the Postal Sector, 2013-2016, page 90. See e.g.
https://copenhageneconomics.com/wp-content/uploads/2021/12/main-developments-in-the-postal-
sector.pdf
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A detailed summary of country-specific requirements for third-party access, used in practice for up-
stream and downstream deliveries is provided in Table 72 below.
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Table 72

Requirements for third-party access, used in practice for upstream and downstream deliveries

COUN-
TRY

AT
BE
BG
HR

CcY

Cz

DK

EE

Fl

FR

DE

EL
HU

IE

Which elements is the USP required to provide third-

Post
codes

Yes
Yes
No

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Other

Address
database

No

Yes

No

Yes

party access to?

NRAs

Public let-
ter-post
collection
boxes

No
No
No

No

No

No

No

Yes

Post
office
boxes

No
No
No

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No

Yes

Letter
delivery
boxes

No
No
No

Yes

No
Yes

Yes

Yes

Yes

Yes

No

No

Yes

Parcel
lockers

No
No

No

Unknown,

no infor-
mation

No

No

No

Yes

Other conditions Is third-party access used in practice for up-
stream and/or downstream delivery of par-

cels/letters?

NRAs NRAS
Access to Access to AN- COMMENT
USP network ~ USP last- SWER
forreturn of  mile deliv-
parcels ery
No No No
No No Yes downstream
Yes Yes No
Yes Yes Yes Only downstream access for ordinary let-
ters (less than,5% of all mail traffic)
No No No
No answer Yes Yes
No No Yes Other postal operators use the USP for
downstream delivery in thinly populated
areas
Yes Yes Yes One postal operator hands over items
that are addressed to areas where it does
not have its own delivery network
Other Yes
Yes Third-party access for downstream letters
at postal centres.
Yes Yes No
No No No

Is third-party

AN-
SWER

n/a
Yes

Yes

Yes

to the postal net k
used in practice?

USPs
COMMENT

Ofther postal operators collect mail from
the customers and deliver it to our network
for sorting, transport, and delivery

Letter delivery boxes are also used by
other service providers (letters, direct mail)

Access to post codes available to the
public free of charge. Access to the ad-
dress database, post office boxes, and
data of mail box locations provided to
other postal operators.

Downstream access, post codes

The only type of access used by third-par-
ties in practice is access to post codes

There is no impediment fo such access
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Lv
LT
LU
MT

NL

NO

PL

PT

Other

No
Yes
Yes

Yes

Yes

Yes

Yes

Yes

Other

No
Yes
Yes

No

Yes

Yes

Yes

Yes

No
Yes
Yes

Yes

Yes

Yes

Yes

Yes

Other

No
Yes
Yes
No
Un-
known,

no infor-
mation

Other

Yes

Other

No

No

Yes

n/a
Yes

Yes

Yes

Yes Access is available for Poste Italiane "mod-
ular' boxes (communal mailbox) and
postal boxes (post office boxes). House-
hold letter boxes are accessible to every
operator.

Yes
Yes

Third-party access is used for the delivery Yes Access to parcel lockers. The postcode is
of postal items within the USO. free and available online.

Yes Access restricted wholesale: no access to
parcel lockers; balance network access
and sustainability

No regulated downsiream access, but Other
other providers may use Posten to deliver
letters in areas without their own cover-
age (non-discriminatory conditions for alll
senders). In addition, owners of P.O. boxes
must provide access to the distribution of
postal items and Posten must offer access
to information about changes in the ad-
dress database. All post codes are pub-
lished by Posten. Access to keys used for
distribution in apartment buildings if ap-
proved by the NRA.

The USP is obliged to conclude coopera- Other
fion agreements for the delivery of univer-

sal services, including mutual access to

the postal network, under transparent

and non-discriminatory conditions

The USP has a network access offer for Yes As a USP and to provide a standardised
postal operators. This comprises traditional and non-discriminatory service for opera-
letter mail and newspapers, periodicals, tors that wish to use the universal service
and books. There is no specific category network, as of February 2016, CTT provides
of "e-commerce packets" within national an access offer to postal operators with
regulation an individual licence for non-priority letter
mail with a maximum weight of 2kg. Later
in January 2019, the range of services pro-
vided was expanded to priority, editorial
and registered mail up to 2kg and new
points of access were added, e.g., the
destination sorting centres and destination
post offices (points that accept letter mail
destined to the area of influence of the lo-
cal distribution centre that picks up items
at the post office — not available for non-
priority mail up fo 50g). Regarding access
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RO
SK

N
ES

SE

CH

UK

Note:

Source:

Yes

Yes

Yes

Other

Yes

Yes

No

No

Yes

Other

No

Yes

Yes

No

Yes

No

Yes

No

Yes

Other

Yes

Yes

No

Yes

Other

No
Other

No

Yes

No

No

Yes

No

Other

Unknown, no
information

No

Yes*

Other

Other

Yes

No

Yes**

Yes

No

Yes

No

No

Yes

Not used in practice

The conditions are set but have not been
used by any operator

The access points are Correos' mass ad-
mission centres; therefore, outward mail
cenfres (upstream) and the shipments will
continue in the network until the final de-
livery (downstream).

Third-party access (upstream and down-
stream) is considered according to Article
45 of the Postal Act, whenever the ser-
vices are covered by USO. In practice,
upstream access is produced for letters,
as no operator practically performs parcel
services covered by USO.

No regulated access. Parties can agree
on access voluntarily.

No

No

Yes

Yes

Yes

n/a

to elements of the postal infrastructure by
other postal operators, the offer men-
tioned above was supplemented in
March 2016 with two services: access to
P.O. boxes through which operators can
directly drop off mail addressed o P.O.
boxes located in CTT post offices and
agencies and the returning of mail found
in the CTT network with postage from
other operators

Full access to the delivery network used by
many operators.

Article 45 of the Postal Law 43/21 estab-
lished that the USP must elaborate a
standard contract for access to the postal
network, which will be previously ap-
proved by the NRA (CNMC), who shalll
verify that the rates set in the standard
contract are aligned with the principles of
transparency, non-discrimination, and
coverage of the cost caused to the owner
of the network.

Yes, for postcodes and post office boxes.

Change of address data, delivery in post
office boxes

CH yes*) The postal codes have been defined by the USP. The postal codes are publicly available (published) in Switzerland; ** ) The USP, like any other postal service pro-
vider, must make the address data processed for forwarding, redirecting, and retaining mail available to other postal service providers for a fee. The details are regulated in

Art. 7 postal law and Art. 2227 postal ordinance.

CE Survey of NRAs and the last two columns on the right-hand side from the CE Survey of USPs.
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Access to parcel lockers

Parcel lockers have become an increasingly popular delivery point amongst both delivery providers
and recipients. There are several reasons for this, including the reduced cost of delivery, the conven-
ience of being able to pick up parcels at odd times, and (as accentuated during the Covid-19 pan-
demic) the opportunity to pick up parcels with less human interaction.

Parcel lockers (if sufficiently ubiquitous) have the potential to become an important infrastructure
that is relevant for the delivery of parcels, small packages, and eventually even high-value letter
items.

Currently, there is no uniform regulation applied to parcel lockers across Europe. According to the
information gathered, only three countries (Ireland, Romania, and Switzerland) require the USP to
provide access to its network of parcel lockers. We also observe different types of parcel locker in-
frastructures developing in parallel. Whereas there are several open (carrier agnostic) locker net-
works across Europe (e.g., Neerboks in Denmark and Parcel lock in Germany), there are also several
closed networks that only allow access for one specific parcel delivery provider or a small subset of
preferred logistics partners (e.g., Packstation in Germany and InPost, which are active in several
markets). There is also large heterogeneity concerning the players leading the development of par-
cel locker infrastructures, including national postal operators, alternative delivery providers, e-com-
merce platforms, government departments, and independent private locker operators.

Existing research on the topic of parcel lockers and the need for potential access regulation high-
lights several potential market failures and competition issues that may emerge concerning the de-
velopment and deployment of parcel locker infrastructures.=” These include:

e  Complete geographical absence (e.g., due to planning constraints)

e  Partial geographical absence (e.g., due to poor economic zones)

e Abusive pricing (e.g., the exertion of market power leading to predatory pricing/excessive
pricing; economies of scale leading to monopolisation)

e  Dominance from the adjacent sector (e.g. e-commerce platforms)

e  First-mover occupancy/land banking

e  Failure to reflect externalities (impact on public space, environment, congestion, road

safety).

Some national postal sector regulators have assessed the need to regulate access to parcel lockers.
One of these regulators is BNetzA in Germany, which concluded that there was no need to impose
access regulation to the closed parcel locker infrastructure managed by Deutsche Post due to the
high competitiveness of the parcel segment.''8 Two other Member States in which the need to regu-
late parcel lockers has been assessed are Italy and Slovenia. Similar to BNetzA, the assessments in

17 See Streule (2021), the relevance of parcel lockers in sector policies, ref MKT1217.
18 ERGP (2019), ‘On the development of postal networks and access practices regarding infrastructure related to the parcel
market’, ERGP PL I (19) 10, pp. 1—45.
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these countries concluded that parcel locker networks could not reasonably be considered an essen-
tial facility, primarily due to substitution between different delivery points. They also found that
mandatory access may hinder innovations and technological progress.:o

Operators cooperating in building and sharing delivery infrastructure
Despite the lack of formal access regulation, we observe several cases of voluntarily shared postal
infrastructures, particularly around parcels (see Table 773).

Table 73

Cases of shared postal infrastructure

COUNTRY

AT

BE

CcY

Cz

DE

LT

LU

S

SE

CH

EXAMPLES OF OPERATORS’ COOPERATION IN BUILDING OR SHARING NETWORKS

There is cooperation in the usage of parcel boxes between smaller operators.

alBOX - The project aims at the experimental development and piloting of parcel service pro-
vider-independent locker systems (receiving and shipping systems for e.g. parcels) in combina-
fion with customized service offers in the real experimental spaces in Kaumberg (Lower Austria)
and Margareten (Vienna).

Some operators like GLS also use the USP (bpost) parcel locker network; bpost gives access to its
network fo several mail or parcel operators: at the level of sorting centres, or distribution centres
(in the pilot - for parcels).

USP post offices are used for the collection of postal items to be delivered by the express opera-
for.

Sharing of parcel lockers

There are several cases of cooperation of operators like mail alliance or P2. Mail alliance is a co-
operation of regional postal service operators, which uses five hubs and covers the complete
state. P2 is a cooperation of 40 regional and national postal service operators, which uses three
hubs.

Inpost's parcel lockers network is shared with Poste Italiane and TNT.

Parcel lockers sharing; multiple cases of network sharing in financial services (also provided by
the USP): SSIF (SODRA) and municipalities - delivery and pay out of retirement pensions and so-
cial benefits; utility companies-acceptance of payments; financial service companies -sending
and receipt of money orders, infermediation of granting consumer credits, insurance (travel, car,
property, personal). Other services: publishers and press agencies - delivery and subscription of
periodicals, other companies - selling lottery tickets, city fransport tickets, cards.

Post office boxes, parcel lockers with an operational agreement

One of the main competitors in the parcel market has a contract to leave parcels at the local
post office after the first try of delivery; Parcel delivery box Direct4.me

Sharing of redirection data.

Swissconnect: Approximately 70 different courier companies from different regions work together
upstream (for the acceptance/collection of consignments) and downstream (for delivery).

Source:  CE Survey of USPs.

19 AGCom (2020), Documento per la consultazione pubblica sulle misure per incentivare 'utilizzo degli armadietti automatici
per la consegna e la raccolta dei pacchi, Allegato B alla delibera n. 629/20/CONS and Rozman (2020), (Un)Locking Parcel

Lockers, published in: Parcu, Pier Luigi; Brennan, Timothy J. Brennan, Victor Glass (eds.), The Changing Postal Environ-

ment, Springer, p. 281-292.
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3.4.4 Regulation of access to downstream delivery

Access to downstream services (hereafter in this section referred to simply as access) describes a
service whereby the incumbent postal operator gives access to other postal service providers and
postal users to its network at selected points of the postal supply chain and then delivers the access
mail fed into its network.

Downstream access to the postal network can have effects on network competition, the pricing of
the USP, and efficiency. These effects are discussed in detail in the previous study on Main Develop-
ments in the Postal Sector, 2013—2016, Section 2.3.2.

We notice that downstream access is imposed by law in ten out of 21 countries which responded to
this question, see Table 74. However, in one of these ten countries downstream access is not used in
practice (BG). Also, several incumbent operators offer downstream access without having a legal
obligation in the postal law (BE, DK, LV, LU). In total, we find that in 15 countries downstream ac-
cess was used in practice in 2022.

Table 74
Downstream access regulation and use in practice, 2022

PRODUCT SCOPE NUMBER COUNTRIES
Countries having obligatory access to USP last-mile 10 BG, HR, CZ, EE, EL, IT, MT, PL, ES, UK
delivery (downstream access)**
Countries not having obligatory access to the postal 11 AT, BE, CY, DK, HU, LV, LU, NL, SK, SE, CH
network
Countries where downstream access is used in prac- 15 BE, HR, CZ, DE, DK, EE, EL*, LT*, LV, LU, MT,
fice PT, RO, ES, UK

Note: * answer by the USP; ** note that 11 countries did not respond fo this part of the questionnaire: FI, FR, DE,

IS, IE, LI, LT, NO, PT, RO, SI.
Source:  CE Survey of NRAs and CE Survey of USPs.

We asked postal sector NRAs across the EU if third-party access is granted for the delivery of tradi-
tional letter mail, e-commerce packets, and parcels, respectively. Based on the responses to our
questionnaire, we find that third-party access is used most often in the case of traditional letter mail
delivery, where 18 countries responded that access to upstream and/or downstream delivery is used
in practice, see Figure 60.
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Figure 60
Is third-party access used in practice for upstream and/or downstream delivery?
Share of countries

69%
50%
18%
Traditional letter mail E-commerce packets Parcels
M ves No
Note: The graph includes data from the following countries: AT, BE, HR, CZ, DK, EE, FR, DE, IT, LV, LU, MT, NL, PL, PT,

RO, SK, SI, ES, SE, CH, and UK.
Source:  CE Survey of NRAs.

In addition, there are several new developments in terms of downstream access to the postal net-
work (and particularly access to downstream delivery of letter mail) worth noting:

e  SMP regulation of access to 24h bulk mail in the Netherlands
e Refusal to supply case in Portugal

In the Netherlands, SMP regulatory powers were introduced on 1 January 2014 along the lines of
the SMP regime for the electronic communications sector but without a harmonised EU Regulatory
Framework. On 27 July 2017 (after rounds of consultation) ACM issued a decision imposing access
regulation on PostNL — specifically for next-day mail services. Based on this SMP decision, the ac-
cess tariffs would be determined on a cost-plus basis. The ACM analysis and decision process took
over three years and four rounds of iterations.

However, the Trade and Industry Appeals Tribunal (College van Beroep voor het bedrijfsleven,
CBb) in The Hague annulled the ACM analysis decision on Significant Market Power on 3 Septem-
ber 2018 as the ACM had not shown that PostNL has Significant Market Power (SMP). On Decem-
ber 24, ACM published a new draft SMP decision. PostNL submitted its opinion on the draft on 14
February 2019.

Moreover, in the latest revision of the postal law, in 2019, the Dutch government has proposed to
replace network access regulation with a negotiation process between postal operators: “The pro-
posal is to replace the AMM [Network Access] regime with a negotiated access system. Negotiated
agreements can be helpful in the search for efficiency gains that access seekers, access providers,
and (business) buyers can jointly achieve. With this lighter form of regulation, market parties can
contribute their knowledge and needs, instead of the regulator. This system is aimed at better link-
ing supply and demand and facilitating a dialogue between the manager of the national network
and parties who want to make use of it. The way in which access to the national network is estab-
lished is left as much as possible to be negotiated between postal transport companies. At the same
time, negotiated access can lead to a certain uncertainty during the negotiation process.” (Section
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3.3.2, p.10) The lew is not yet finalised, but the proposal still marks the Dutch government’s turn to
market forces versus ex ante regulation.

One of the Dutch government’s motivations was to reduce the regulatory burden: “The replacement
of the current access regime of Article 13a-13g by another form of regulation, on the other hand,
will considerably reduce the current perceived regulatory burden. In net terms, this change pro-
posal therefore leads to a decrease in regulatory pressure.” (Dutch government, 9/4/2019). The
new Dutch postal law is still only a proposal. The law has not been passed yet.

In Portugal, the Portuguese Competition Authority (AdC) decided in 2016 to open a case against
the national postal operator (CTT) based on a complaint from a postal services market player. The
authority decided that CTT unlawfully refused to supply access to its postal network to the afore-
mentioned postal operator in the 2013—2015 period. The case concerns a specific postal service —
delivery of newspapers — and access to a specific part of the postal network — postal delivery offices.

Thanks to the increased focus on e-commerce and parcel delivery, more attention is paid today to
light-weight packets less than 2kg, which are sent via the letter mail network. In Germany, for ex-
ample, the independent expert committee Monopolkommission (which acts as an adviser to the
German government) recommended in late 2020 that the next postal law in Germany (which is still
under development) should extend the existing access obligation for letters up to 1kg to cover letter-
post items up to 2kg.

Access to the postal network has also been extensively discussed by the ERGP in various reports
during the reviewed period — primarily with the focus on extending the powers of national regula-
tors with ex ante tools allowing them to impose access conditions on operators who are considered
to hold significant market power in one or several relevant markets (see Box 18).

Given the increased focus on environmental sustainability in the postal sector (see Chapter 5), one
relevant question is whether access to downstream delivery or last-mile infrastructures, such as par-
cel lockers, could be beneficial from a sustainability point of view. The empirical evidence in this
area is still limited, but different objectives have been raised by postal sector stakeholders in recent
years. For example, concerning a proposal from 2020 by Deutsche Post to consolidate last-mile de-
livery in city areas, Deutsche Post argued that consolidated delivery would reduce the environmen-
tal footprint of delivery services and contribute to the goals of carbon emission reductions.=e This
view was criticised by alternative delivery operators in the market who claimed that the environ-
mental gains were not as large as anticipated by Deutsche Post. =

120 Die Zeit Online (2020): "Nur noch ein Paketzusteller pro StraBe?", available at https://www.zeit.de/news/2020-01/01/nur-
noch-ein-paketzusteller-pro-strasse-post-faende-das-gut?utm referrer=https%3A%2F%2Fwww.google.com%2F

121 BIEK, Bundesverband Paket und Express Logistik (2019): "Quantitative Untersuchung der Konsolidierten Zustellung auf
der letz-ten Meile", available at https://www.biek.de/download.html?getfile=2326
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Box 18 ERGP suggest increased powers to identify significant market power and
grant access to their network

In its report on postal definitions, published in 2020, the ERGP suggested that all national postal
sector regulatory authorities should receive increased powers to identify operators with Signifi-
cant Market Power (SMP) and impose detailed access conditions where relevant.:z2 Combined
with an extension of the definition of postal services, as also proposed in the same report, this
could mean that even providers who do not engage in all steps of the traditional postal value
chain could be regulated — and become subject to regulated access.

In some countries, such regulatory powers already exist; for example, in the Netherlands, where
the national postal sector regulator (and competition authority) ACM'’s intention to regulate
downstream access to 24h letter mail delivery a few years ago led to a longstanding regulo-
tory battle. The difficulty in defining appropriate access conditions in this case led to high finan-
cial costs for PostNL. In 2017, PostNL estimated the financial impact on its business of the access
conditions imposed by the national regulator o be somewhere between 30 and 50 million eu-
ros per year.

Another example of this development is the market investigation conducted by the Italian
postal sector regulator Agcom. In 2020, Agcom's Interim Report provisionally found that Ama-
zon holds significant market power in a market for deferred B2C parcel deliveries in Italy — a
finding reinstated in the Agcom December 2021 final decision (AGCM, 2021). As a result,
Agcom is infroducing several asymmetric regulatory obligations on Amazon, as well as a set of
symmetric information reporting obligations on all large delivery players.

Source:  Copenhagen Economics, based on ERGP (2020), Report on Postal Definitions ERGP PL Il (20) 7 and
AGCom, Delibera n. 94/22/CONS and AGCom Delibera n. 629/20/CONS.

3.5 IMPLICATIONS FOR THE ROLE OF EX ANTE
REGULATION IN THE POSTAL SECTOR

Postal sector regulators across Europe have the task to ensure the well-functioning provision of
postal services, especially services of general economic interest which would not be provided (or be
provided at a price or service level not matching the political expectations) in the absence of regula-
tion.

Changes in user needs and in the competitive landscape impact the market dynamics in the postal
sector. For example, increased digitalisation and reduced demand for letter mail communication
change the trade-offs between ensuring sufficiently high service levels and ensuring the financial
sustainability of letter mail delivery. Similarly, increased demand for parcel delivery and the entry
of new providers of parcel delivery services provoke important questions regarding the boundaries
of postal sector regulation and the role of regulation concerning parcel delivery.

In this section, we discuss the most important implications of the main trends observed in this and
earlier chapters for the role of ex ante regulation in letter and parcel delivery markets.

122 ERGP (2020), Report on Postal Definitions ERGP PL II (20) 7.
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3.5.1 Different competitive dynamics in letter and parcel delivery call
for different regulatory approaches
Most postal markets are characterised by two assumptions that have important implications for
how they are treated by regulators and other policymakers. First, there is often an assumption that
national postal operators have high market power. This is due to the history of national postal mo-
nopolies and strong economies of scale in mail delivery, leading to a natural advantage for incum-
bent operators with high market shares. Second, there is an assumption that postal services, or at
least some postal services, are of general economic interest. This has led to universal service obliga-
tions being a cornerstone in postal market regulation.

Based on these assumptions, in the absence of regulation, there could be a risk that essential postal
services would not be provided where the cost of provision is higher than the revenue obtained by
the postal operator (see Chapter 2). In addition, the risk of concentrated market power introduces a
concern about potential exploitation (high prices/low quality) by dominant postal operators and a
risk of anti-competitive foreclosure of efficient competitors/entrants.

To tackle these concerns, the EU postal services directives were put in place, focusing primarily on
ensuring a homogeneous and sufficiently high level of quality of service for postal services and at
the same time taking steps towards the full liberalisation of postal markets across Europe.

The postal services directives cover “postal items”=3, including both letters and parcels. However, in
contrast to letter mail services, parcel services were traditionally not subject to a reserved area.
This means that the provision of parcel delivery services has always been open to competition and
thereby subject to competitive pressure. This can also be seen when looking at the market share of
the national postal operator in letter and parcel delivery respectively.

As a consequence of this, domestic B2X parcel delivery services are not often part of the USO, as de-
cided by national legislation, whereas this is usually the case for domestic B2X and C2X letter deliv-
ery services and C2X parcel delivery services (see Chapter 2). In addition to different levels of com-
petitive pressure, letter and parcel delivery services are also subject to fundamentally different de-
mand and supply conditions (see Table 775). This further supports the different regulatory treatment
of the two categories of services and needs to be considered in relation to any future considerations
to change the current scope of regulation.

123 A postal item is defined as an “item addressed in the final form in which it is to be carried by the universal service pro-
vider. In addition to items of correspondence, such items also include, for instance, books, catalogues, newspapers, peri-
odicals and postal packages containing merchandise with or with-out commercial value”, see PSD, Art. 2, point 6.

124 EC (2016) Proposal regulation cross-border parcel delivery services, p. 3.
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Table 75

Demand and supply conditions for letter and parcel delivery services

CATEGORY

Demand level

Urgency (speed) of de-
livery

DENAND Accuracy of delivery

(delivery at a specified
time)

Senders’ willingness to
pay for delivery

Incentives for market
entry

SUPPLY Required investment

Supplier costs

Source:

LETTERS

Declining demand due to
the existence of digital alter-
natives

Declining demand for ur-
gent and frequent delivery
(due to digital alternatives)

Demand for fime-certain de-
livery is low

Willingness to pay is typically
low (digital alternatives, lim-
ited value-added services)

Small incentives to enter due
to declining demand; unless
high economies of scale

Low
(especially for B2X where
sorting is highly automated)

Delivery to the home + de-
creasing demand increases
delivery cost/item

PARCELS

Rising demand due to the rise in e-
commerce

Increasing demand for urgent and fre-
quent delivery (suppliers developing
new solutions, such as parcel boxes,

pick-up/drop-off points)

Increasing demand for time-certain
delivery, i.e., delivery at a specified
time during the day, e.g. 14.00-16.00

Willingness to pay for delivery depends
on the value of the goods shipped.
However, the consumer might not
know what they pay for e-commerce
delivery

High incentives to enter due to high
willingness to pay

High
(higher demand regarding vehicles
and facilities for sorting/storing parcels)

The willingness of users to accept deliv-
ery drop-off/pick-up points improves
economies of scale and decreases

delivery cost/item

Copenhagen Economics (2018), Main Development in the Postal Sector (2013-2016).

3.5.2 Parcel delivery: Additional ex ante regulation should rely on the
existence of demonstrated market failures=s
Acknowledging the specificities of parcel delivery, new regulation at the EU level was adopted in

2018 -as a complement to the existing Postal Services Directive. Regulation 2018/644 on cross-bor-
der parcel delivery services (often referred to as the cross-border parcel regulation) aims to tackle
specific challenges concerning cross-border parcel delivery, by:

e Enhancing the regulatory oversight of parcel delivery services!26.

e Increasing transparency of certain single-piece tariffs through publication on a website.

¢ Improving the quality of service standards and interoperability of cross-border parcel de-
livery services.

e  Assessing tariffs for certain cross-border parcel delivery services to establish a single Euro-
pean market.

125 This section is based on Copenhagen Economics (2020), Principles of postal regulation and implications for the future.
126 The regulation covers parcels over 20 mm thick and up to 31,5 kilograms
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These objectives — as mentioned in Article 1 of the regulation itself — complement the Postal Ser-
vices Directive as both regulations have similar objectives regarding the building of the single Euro-
pean market as well as a similar role in promoting social and territorial cohesion. However, since
the delivery of letter mail and parcels in many aspects are very different, the tools to achieve these
objectives are considerably different. Whereas the Postal Services Directive focuses on liberating the
market and ensuring financial incentives for providing otherwise commercially unattractive ser-
vices, the cross-border parcel regulation focuses on transparent tariffs and the promotion of in-
creased competition in cross-border delivery.

The proliferation of businesses across the value chain in terms of both the number and specialisa-
tion of new market entrants and business models (specifically concerning parcel delivery) means
that any assessment of competition concerns in the parcel delivery market requires a case-by-case
assessment. For the same reason it is very difficult to regulate ex-ante a highly dynamic and grow-
ing market as the parcel delivery market in the same way as the letter mail delivery market has been
regulated. For this reason, any introduction of new ex-ante regulatory requirements on top of the
existing postal sector regulatory framework should be motivated by the existence of demonstrated
market failures.

Potential market failures in the postal market

According to the First Fundamental Theorem of Welfare Economics, in the absence of so-called
market failures, competitive markets (may that be for delivery of letters/parcels or the provision of
other products and services) provide the efficient amount of goods and services, i.e., the amount
which best meets consumers’ needs and preferences, given scarce resources. Thus, in the case of no
market failures, markets are not prevented from functioning efficiently and no regulatory
intervention is warranted.

2

Market failure - a situation producing economically inef-
ficient outcomes in which, under some conditions, public
intervention may be indicated to improve social welfare.

However, with respect to postal markets specifically, there are several market failures that may
emerge, and which may warrant regulatory intervention. These are:

e Concentrated market power/lack of competition;
e  Public goods;

e  Externalities, and

e Asymmetric information.

A description of the market failures and examples of how they might emerge in postal and delivery
markets are provided in Table 76 below.
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Table 76
Market failures and examples from the postal context

MARKET DESCRIPTION
FAILURE

Lack of competition may lead to
Concentrated higher prices, lower quality, or lower

market power

Public goods

Externalities

Asymmetric in-

efficiency than what would be the
case in a competitive market.

Goods or services that the consumer
does not have to pay for to use and
that can be consumed without re-
ducing their availability to others.

A cost or benefit that impacts a third
party although the third party did not
participate in the tfransaction creat-
ing the cost/benefit and has no con-
trol over the amount of cost or bene-
fit created.

Inefficient outcomes may arise be-
cause one of the two parties in a

formation fransaction (the buyer/user or the
seller) has more information.
Source:  Copenhagen Economics

EXAMPLES IN THE POSTAL SERVICES
CONTEXT

Postal operators with significant market power (or
even a regulated monopoly) in parts of the mar-
ket may exploit consumers by increasing prices
for essential services if users do not have access
fo alternatives.

Universal coverage of postal services. The re-
quirement to supply services to all households, in-
cluding those households that are commercially
unattractive to deliver to, such as those in
sparsely populated areas.

Negative externality: Environmental impact
caused by the delivery of letters and parcels.
Positive externality: Higher volumes of letters and
parcels delivered to rural areas reducing the cost
per item of serving rural recipients.

Lack of trust in delivery services (leading to lower
consumption of the services in question) created
by the fact that senders and recipients do not
know whether a letter/parcel will be delivered on
fime or not.

Concerning concentrated market power or lack of competition, different markets exhibit dif-
ferent levels of competition. At the two extremes there exist monopoly markets and perfectly com-
petitive markets, see Figure 61.

Figure 61
From monopoly to perfect competition

o Characteristics of monopoly markets o Sﬁt;crxligiterlsﬂcs of perfectly competitive

28

I3.

One firm selling a unique good or service (lack of
substitutes)

The monopoly firm can influence the price and
charge higher prices than it would haveina
market with many competitive firms.

Difficulty entering the market due to the
monopolist's market power.

. The firm earns high profits due to its ability to set

prices above the competitive level.

Large number of firms selling homogenous

large number of buyers/users.

and cannot influence the price.

3. Free entry and exit in the market, the costs of
from entering or exiting

4. Firms earn no economic profit (i.e. not returnin
excess of normal return on capital)

IQ.

goods/services (no product differentiation) to a

Firms are price takers - there is a uniform price in
the market. Firms do not have any market power

entering and exiting a market do not restrict firms

Source:

Copenhagen Economics.
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As a result of the characteristics described in Figure 1, markets with no or very low levels of compe-
tition (compared with more competitive ones) typically tend to present consumers with:

e  Higher prices/lower quality;
e  Less product choice/less innovation, and
e Lower volumes, leading to unmet buyer needs.

Thus, if postal operators enjoy significant market power, resulting from the lack of relevant product
alternatives and limited competitive pressure, they run the risk of pricing above the efficient

market price. By the same token, postal operators with significant market power do not need to
maintain a high level of quality or differentiate their products and services from competitors to keep
their customers. Further, operators with significant market power do not need to innovate to stay
competitive. This could limit the service offerings for users of postal and delivery services and there-
fore consumer choice. Last, but not least, postal operators with significant market power may price
some potential users out of the market by increasing prices above their willingness to pay. Since
these users do not purchase the service due to the high price, there is an inefficient allocation of re-
sources and a loss of consumer surplus.

The competitive situation (and thereby the existence of concentrated market power) in the postal
sector typically varies across market segments. Whereas the B2X parcel delivery segment tradition-
ally has been subject to fierce competition (a trend intensifying with the growth of e-commerce),
market power typically tends to be more concentrated for the delivery of C2X parcels. A similar pat-
tern is visible with respect to the delivery of letter mail, where entry of new operators competing
with universal service providers typically has happened in the B2X segment of the market. How-
ever, with letter mail losing in importance as a means of communication, we will likely observe
more instances of concentrated market power in the B2X letter mail segment in coming years. The
existence of concentrated market power can also differ geographically, and we typically observe
higher degrees of competitive pressure in urban or semi-urban areas where delivery costs are lower
compared to more rural or remote areas.

Lack of competition in a market can depend on different factors, such as high entry barriers, legal
Monopolies (still in place in countries such as Switzerland), economies of scale and scope, and
abuse of dominance. Thus, when considering how to tackle this market failure, one also needs to
understand its underlying cause.

Concerning public goods, these can generally be defined by two characteristics: (i) being non-
rivalrous (the consumption of the good by one person does not limit its availability for others) and
(ii) being non-excludable (it is not possible to limit consumption of the good for those who have not
paid for it). The existence of a postal network covering all addresses in each EU Member State
which is interconnected with other national postal networks can be considered a public good. The
mere existence of these national networks has value to all EU citizens, whether they use them or
not.

First, one person using the postal service (e.g., sending or receiving a letter) does not prevent
other people from doing so (=non-rivalrous). From the postal operator’s perspective, the cost of
operating the entire network is substantial in comparison to the marginal cost of delivering a
single letter. Thus, the more letters and parcels in the network, the better.
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Moreover, the benefit of knowing that every citizen can get letters and parcels delivered to them
through the network at no cost to the recipient is something that no one can be excluded from
(=non-excludable). Thus, everybody caring for an inclusive society will benefit from the mere
existence of the postal network.

As a result of the public good characteristics, there is a risk that the benefit of having universal ac-
cess to postal services is larger than the willingness to pay for these services. As a result, there might
be a need to regulate the provision of services through a universal service obligation for areas or ser-
vices that are not served by market players on commercial terms, for instance by ensuring that let-
ters and parcels can be delivered also to the most remote (or high cost-to-serve) areas in a country
or by ensuring that consumers always have access to an affordable alternative for sending letter
mail.

Provision of postal services may also create positive and negative externalities. An ex-
ample of a negative externality in the context of postal services is the environmental impact caused
by the delivery of letters and parcels (often not considered by the buyers of these services — and not
reflected in the price). One way of tackling this could be to make the environmental footprint of de-
livery services more visible to the buyers of delivery services, for example by means of mandatory
reporting or by an explicit surcharge/tax. The environmental impacts of postal services is further
discussed in Chapter 5.

An example of a positive postal service externality is the fact that higher volumes of letters and par-
cels delivered to rural areas reduce the cost per item of serving rural recipients.

Last, but not least, inefficient postal market outcomes may arise because one of the two parties in a
transaction (the buyer/user or the seller) has more information — often referred to as asymmetric
information. For example, if senders and recipients do not know whether a letter/parcel will be
delivered on time or not, this may lead to a lack of trust in delivery services and lower consumption
of the services in question than what would be economically efficient. One way of tackling this prob-
lem is by making monitoring and reporting on service performance and quality of service manda-
tory for all operators active in the market.

As discussed above, all types of market failures may warrant regulatory intervention in the postal
sector. Whereas some general conclusions can be drawn (e.g., a higher likelihood of concentrated
market power being a problem in relation to C2X rather than B2X delivery and more likely in rural
than in urban areas), the analysis of market failures and the need for regulatory intervention must
be conducted on a case-by-case basis, based on empirical evidence. It is also important to remember
that there are different ways to tackle market failures and the most appropriate solution is the one
that considers the specifics of the market in question.

Principles to regulate dynamic postal and delivery markets

When regulatory intervention is warranted, postal policymakers have access to four groups of reme-
dies to tackle problems emerging from market failures: command-and-control policies, market-
based policies, co-regulation, and industrial policies (see Box 19).
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The type of remedy most suitable to deal with an undesirable market outcome depends on the spe-
cific situation and the underlying problem. In this context, three considerations are relevant to
acknowledge.

First, policy intervention may have adverse effects on policy objectives.” Regulatory failures may
occur when regulators try to protect consumers — but in doing so, they adversely create entry barri-
ers and reduced competition without obtaining any quality improvement. This risk of regulatory
failure is large if policymakers fail to consider marketplace realities such as innovations, technical
progress, development of substitute services, and changes in consumers’ needs and preferences. In
these situations, policymakers often do not have a "formula" to apply in developing policy. For ex-
ample, consumers’ preferences may go well beyond simply the price of a delivery service, and may
also include its attributes, performance, qualities, etc. If the goal of public policy is broader than
simply lower (short-term) prices, policymakers must, to a larger extent, consider dynamic factors,
such as innovation, economic growth, and the magnitude and quality of the investment over the
long run.

The importance of adequate consideration of how a policy intervention may impact innovation can-
not be overemphasised. Innovation often happens when entrepreneurs see a business opportunity
(potential profit) in innovatively solving a problem, e.g. consider recent market entries in the parcel
locker segment in the EU. If regulation removes the profit opportunity or forces prices down, there
will be less incentive to innovate. Hence, in some situations, a strict price regulation (e.g. requiring
individual prices to be cost-oriented) will hinder the innovation that could solve the problem.

127 OECD (2000) Reducing the risk of policy failure. Available at: https://www.oecd.org/gov/regulatory-policy/1910833.pdf
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Box 19 Remedies to tackle postal sector market failures

Command-and-control policies (ex ante or ex post regulation, e.g. competition law or a uni-
versal service obligation) are traditional remedies imposed in the case of market failures. These
policies work to directly influence the supply side of the market. It is important to consider that
a challenge concerning government intervention is ensuring that public objectives are
reached effectively and efficiently. According to the OECD (2009), alternatives to traditional
regulation should therefore be considered when the case for regulation is less clear cut

than strictly a market failure.

Market-based policies (c.g. taxes or state aid) seek to influence the supply side of the mar-
ket by changing the relative costs or providing certain services and/or providing incentives for
the market players to behave in a more desirable way. For example, subsidies in the form of
lawful state aid can make it more attractive for suppliers to provide certain services above oth-
ers.

Co-regulation is used by policymakers to support initiatives that have already been taken by
the market, e.g., by providing legislative backing. Co-regulation is thus somewhere in between
command-and-control policies and market-based policies. A pre-requisite for co-regulation is
that the market has by itself initiated a form of regulation, e.g. industry rules, guidelines, or
codes of good conduct, to influence industry behaviour. An example is the sharing of infor-
mation about the change of addresses between the national postal operator and other oper-
ators in the market.

Policymakers also have access to industrial policies, e.g., facilitation of education, basic
R&D, technology spill-overs, or knowledge sharing. These policies can be implemented to stim-
ulate faster market development and increase growth and productivity. Industrial policies can
be targeted towards the supply and/or the demand side of the market.

Source: OECD (2009), Alternatives to traditional regulation.

Second, the market for the provision of delivery services is highly dynamic, namely, we see develop-
ment of new business models, new types of horizontal and vertical collaborations, investments and
innovations in environmentally sustainable deliveries, etc. This development is a result of several
factors, such as the increased attractiveness of the delivery market for investors, access to financing
for new and innovative business models and an unserved need amongst users (consumers as well as
businesses). Delivery markets have developed into what is today considered mature in terms of e-
commerce levels and shipment volumes without policy intervention to force this development.
Thus, remedies that may be appropriate and proportionate today may not be appropriate in a few
years. Similarly, remedies that may not be necessary today may become relevant in the future. This
could for instance be the case if a financial downturn would reduce the access to financing and if
many of the market players which have entered the delivery sector in recent years, as a consequence
of this, would disappear from the market, thereby making the market more concentrated. Again,
this calls for a more dynamic assessment of the undesirable outcomes observed in the market and
the potential remedies.

Third, although there is a longstanding tradition of sector-specific regulation in the postal sector,
especially with regard to letter mail, the dynamics of the sector warrant the consideration of
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whether it is still necessary to apply sector-specific regulation on top of general competition law (in
the whole or parts of the market).

A key principle of competition law is that there is a boundary for what a firm with a dominant mar-
ket position can do. Therefore, a key question relates to determining if a firm has a dominant mar-
ket position or not. Answering this question relies on the specific market conditions, which change
over time as technology and consumer preferences evolve. In this way, the boundaries of competi-
tion law are dynamic to allow for adaptation to market developments. Competition agencies also
have a track record of conducting empirical work, applying the competition economics toolbox, to
ensure that any future analyses reflect the evolution of business and market conditions. In contrast,
a static approach where sectoral laws define the scope and subject of the regulation (ex ante regula-
tion), would fail to hit a fast-moving target if demand and technologies evolve.

In certain instances, however, ex post competition law is considered too slow to tackle market fail-
ures relating to strong market power. This can be the case in markets with no effective competition
and high barriers to entry. The Commission has identified several specific markets susceptible to ex
ante regulation. In these instances, however, one needs to demonstrate that there is a robust justifi-
cation for introducing sector-specific regulation as an additional layer of protection on top of the
existing competition law framework. The criteria that are normally applied as part of this exercise
are the following :

e The presence of high and non-transitory barriers to entry;

e A market structure that does not tend towards effective competition within the relevant
time horizon;

e The insufficiency of competition law alone to adequately address the market failure(s) con-
cerned.

To introduce ex ante regulation, the three criteria listed above must be cumulatively met.

3.5.3 Letter mail delivery: A trade-off between promoting competition
and ensuring the efficient and financially sustainable provision of
universal postal services

Digitalisation and evolution of e-substitutes for letter post have resulted in declining letter post vol-

umes. As demonstrated earlier in this report, the increasing pressure on postal and delivery opera-

tors stemming from declining letter post volumes and increasing unit costs of delivery makes it dif-
ficult to sustain a profitable delivery business. Moreover, entrants’ strategies to focus their activities
on the most profitable letter post segments and geographical areas put additional pressure on the

USPs’ financial sustainability. Ultimately, the question becomes whether the remaining letter post

volume in the market is sufficient to sustain more than one delivery network.

This discussion has recently been at the centre of political discussions in the Netherlands, where

PostNL 2019 acquired its main competitor in the letter post delivery segment — reducing competi-
tion in that part of the market (see Box 20).
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Box 20 Consolidation of the letter mail market - the Dutch case

February 2019: PostNL announces a plan to acquire its main competitor, Sandd

In the Netherlands, the incumbent postal operator PostNL has faced end-to-end competition
for the delivery of addressed letter mail since the early 2000s. In the last ten years, however, the
number of postal items sent in the Netherlands has halved, making it difficult to keep the provi-
sion of postal services profitable going forward.

As a response to this, PostNL announced in early 2019 its plans to acquire Sandd, its main com-
petitor, with a volume market share of about 30 per cent in the letter mail delivery segment.
PostNL argued that, with the economies of scale that arise from the merger, the negative im-
pact of rapidly declining letter post volumes could be absorbed.

September 2019: Merger blocked by the ACM due to competition concerns

The Dutch Authority for Consumers and Markets (ACM) blocked the planned merger since, in
practice, it would create a monopoly. Without Sandd’s competitive pressure, the ACM esti-
mated price increases of 30 to 40 per cent for the business post. Prices for individual consumers
were also expected to increase. While acknowledging that the acquisition would generate
efficiencies by creating a more cost-efficient, single delivery network, the ACM did not con-
sider these efficiencies sufficient to offset the likely impact on letter post tariffs.

September 2019: ACM’s decision overruled to secure the universal service obliga-
tion

In the case of a blocked merger, the Dutch legal framework provides the possibility to apply
for approval of the merger to the State Secretary of Economic Affairs and Climate Policy, who
can grant approval based on significant public interest. Following such a request, the merger
between the two postal networks was approved in late September 2019 — thereby annulling
the decision of the ACM. According to the deputy minister who approved the merger, the
combination of the two postal networks was considered necessary to ensure the continuity of
postal services in the Netherlands, taking info account that the Dufch postal market is shrinking
by about 10 per cent per year.

In 2018, the deputy minister initiated a “postal dialogue” in which she invited stakeholders to
share their long-term views on the development of the Dutch postal market. Based on that, the
deputy minister is envisaging a fransition over the coming years from an independent letter de-
livery market to a wider delivery market where digital alternatives, email, social media apps,
and other logistics solutions provide a new way of safeguarding the public interests that the
postal service currently fulfils. This vision also influenced the decision to approve the merger.

Relevant to this contfext is that since the end of 2017, Dutch law requires all postal firms, includ-
ing new enfrants, fo hire atf least 80 per cent of delivery workers on permanent labour con-
fracts. This requirement made it difficult for Sandd, whose business model was based on free-
lance workers, to survive. As part of the acquisition, PostNL has committed to offer all Sandd
workers new positions with PostNL.
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June 2020: the Rotterdam District Court annulled a decision from the Dutch Deputy
Minister of Economic Affairs allowing the acquisition of Sandd by PostNL

In its judgment, the court found that the consultation period of four days that was given to third
parties to present their views on the obligations to provide network access was too short. Fur-
thermore, the court found that the Deputy Minister insufficiently demonstrated that allowing
the concentration would indeed be in the public interest.

June 2022: The Dutch Trade and Industry Appeals Tribunal ruled that the Minister
for Economic Affairs and Climate Policy had been wrong to approve the consolida-
tion.

According to the Trade and Industry Appeals Tribunal (CBb), the Minister cannot substitute the
ACM'’s assessment for its own when considering public interest reasons. Since the Minister did
do so in this particular case, the CBb annulled the Minister's merger clearance. In practice, the
ruling has no consequences for the two postal networks as their integration is irreversible. More
specifically, Sandd’s network, buildings and other assets have been dismantled. Moreover,
Sandd employees are now employed by PostNL or have found jobs elsewhere.

In terms of the merger's impact on competition and consumer welfare, we not that the prices
charged by PostNL for single piece letters (fastest delivery category) have increased by be-
tween 4.8% and 5.5% per year since 2019. This can be compared with price increases of 6.4%
to 6.9% in the years preceding the infegration of the two networks. We also observe that the
prices for domestic bulk mail have developed in a similar fashion. For example, list prices for
bulk mail 0-20 g in the categories Mixed mail and Small mail and 0-50g in the category Large
mail have as a maximum increased by 8-9% per year between 2019 and 2022. In fact, in some
years, prices for these mail categories even declined. The predicted price increases of 30-40%
do therefore not seem to have been realised so far.

Sources: See footnote28

Another country where the postal USP recently (in 2021) acquired its main competitor in the letter
mail segment is Italy. As described in Section 3.1.2, this transaction was notified to the Italian Com-
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Ministry of Economic Affairs and Climate (2018), Letter to Parliament: An affordable postal letter in a digital society.
Available online at: https://www.postnl.nl/en/Images/unofficial-translation-fmal-dialogue_ tcmg-
123684.pdf?v=89827854d74e0doobg42f76ab8660db2; PostNL (2019), Annual Report 2018; PostNL (2019), press release
(5 September 2019), PostNL and Sandd to ask Ministry of Economic Affairs and Climate Policy to approve merger of postal
networks. https://www.postnl.nl/en/about-postnl/press-news/press-releases/2019/postnl-and-sandd-to-ask-ministry-of-
economic-affairs-and-climate-policy-to-approve-merger-of-postal-networks.html; PostNL (2019), Analyst presentation:
One strong nationwide postal network for the Netherlands. https://www.postnl.nl/Images/191001-analyst-presenta-
tion_tcm10-156994.pdf?pst=sp-pnl-pos-enabout-postnlinvestorspostnl-sandd-footerbannerNaN-timeline; ACM (2019),
Summary of the PostNL-Sandd decision; PostNL (2019), press release (27 September 2019), Economic Affairs Deputy Min-
ister approves combination of PostNL and Sandd postal networks. https://www.postnl.nl/en/about-postnl/press-
news/press-releases/2019/economic-affairs-deputy-minister-approves-combination-of-postnl-and-sandd-postal-net-
works.html; Ministerie van Economische Zaken en Klimaat (2019), Artikel 47-besluit inzake de concentratie van PostNL en
Sand. Available online at: https://www.rijksoverheid.nl/binaries/rijksoverheid/documenten/kamerstuk-
ken/2019/09/27/artikel-47-besluit-inzake-de-concentratie-van-postnl-en-sandd/Kamerbrief over artikel 47-besluit in-
zak de concentratie van PostNL en Sandd.pdf, PostNL (2019), Postage rates January 2019. Available online at:
https://vipergear.eu/wp-content/uploads/2019/03/Postage-Rates-Jan-2019.pdf ; PostNL (2020), Postage rates as of Janu-
ary 2020. Available online at: https://henk.fox3000.com/PostrateApril2020.pdf ; PostNL (2021), rates for mail and parcels
as of November 15 2021. Available online at: https://www.postnl.nl/Images/tarievenfolder-en-15 tecm10-214766.pdf?ver-
sion=1 ; PostNL (2022), rates for mail and parcels as of January 2022. Available online at: https://www.postnl.nl/Im-
ages/aanpassing-tarievenfolder-eng-08-2022 tcm10-215912.pdf?version=

243


https://www.rijksoverheid.nl/binaries/rijksoverheid/documenten/kamerstukken/2019/09/27/artikel-47-besluit-inzake-de-concentratie-van-postnl-en-sandd/Kamerbrief_over_artikel_47-besluit_inzak_de_concentratie_van_PostNL_en_Sandd.pdf
https://www.rijksoverheid.nl/binaries/rijksoverheid/documenten/kamerstukken/2019/09/27/artikel-47-besluit-inzake-de-concentratie-van-postnl-en-sandd/Kamerbrief_over_artikel_47-besluit_inzak_de_concentratie_van_PostNL_en_Sandd.pdf
https://www.rijksoverheid.nl/binaries/rijksoverheid/documenten/kamerstukken/2019/09/27/artikel-47-besluit-inzake-de-concentratie-van-postnl-en-sandd/Kamerbrief_over_artikel_47-besluit_inzak_de_concentratie_van_PostNL_en_Sandd.pdf
https://henk.fox3000.com/PostrateApril2020.pdf
https://www.postnl.nl/Images/tarievenfolder-en-15_tcm10-214766.pdf?version=1
https://www.postnl.nl/Images/tarievenfolder-en-15_tcm10-214766.pdf?version=1
https://www.postnl.nl/Images/aanpassing-tarievenfolder-eng-08-2022_tcm10-215912.pdf?version=9
https://www.postnl.nl/Images/aanpassing-tarievenfolder-eng-08-2022_tcm10-215912.pdf?version=9

petition Authority, the AGCM, under ex article 75, comma 2, d.1. 104/2020, which authorises acqui-
sitions of companies operating in a labour-intensive industry or of general economic interest that
registered losses in the previous three years and are at risk of ceasing activity. Hence, the motiva-
tion for allowing the acquisition (with remedies) was similar to the motivation in the Dutch case de-
scribed above.
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CHAPTER 4
EMPLOYMENT IN THE POSTAL SECTOR

This chapter presents the main developments in postal and courier sector employment levels
and employment conditions in light of the growth in e-commerce and the adoption of new tech-
nologies and business models in the 2017-2021 period.

Specifically, this chapter describes:
e developments in postal sector employment, including employment related to the USO
¢ employment models and conditions used by operators in the postal sector
e the changing requirements for postal employees and the role of social partners, given
the transformation of the postal sector

Apart from the above-mentioned developments, the pandemic also had a considerable effect on
postal employment during the period under consideration. We discuss the impact of the pan-
demic on employment in the postal sector more extensively in Chapter 6.

4.1 DEVELOPMENTS IN POSTAL SECTOR EMPLOYMENT

The postal and courier sector is very labour-intensive. Traditionally, national postal operators
have been extensive domestic employers. In this first section, we look at the contribution of the
postal sector to total employment in the countries included in our analysis. We look at both the
overall postal and courier sector, which includes companies providing postal and/or courier ac-
tivities, and the universal service providers in isolation.

4.1.1 Evolution of postal and courier sector employment

While the postal and courier sector was characterised by declining employment levels for many
years, the growth in e-commerce has turned this trajectory around. Total employment in the
postal and courier sector, i.e. at USP and non-USP operators, increased by 77 per cent between
2014 and 2021 and by 1,5 per cent between 2017 and 2021, as seen in Figure 62. However, em-
ployment growth has slowed down compared to the previously investigated period from 2013 to
2016, when postal and courier employment increased by 4 per cent.=

129 Copenhagen Economics (2018), study on the main developments in the postal sector (2013-2016), report for the European

Commission, Figure 52.
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Figure 62

Evolution of postal and courier sector employment, 2014 vs. 2017 vs. 2021
Headcount, thousands
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Note: Postal sector employment includes all postal and courier activities for individuals aged 15

—64 years under NACE code H53. This includes postal activities under the universal service and all

other postal and courier activities. The figure includes data from the following 29 countries: AT, BE, BG,

HR, CY, CZ, DK, EE, FI, FR, DE, EL, HU, IS, IE, IT, LV, LT, MT, NL, NO, PL, PT, RO, SK, SI, ES, SE, and CH.
Source:  Eurostat, indicator Ifsa_egan22d (accessed, 10 May 2022).

Behind this overall growth lie strong differences between the different regions. The largest in-
creases in employment occurred in Eastern and Southern Europe, where employment increased
by 16 per cent and 13 per cent respectively between 2014 and 2021. In contrast, Northern Eu-
rope experienced an 8 per cent decline during this period.

We find strong heterogeneity in postal and courier employment growth across individual coun-
tries=o for the 2017—2021 period, as seen in Figure 63. While employment remained fairly stable
in countries such as the Czech Republic, Slovakia, Lithuania, Croatia, and Switzerland, several
other countries experienced sharp declines in sector employment. In particular, Latvia, Sweden,
and Iceland experienced declines greater than 20 per cent, driving the drop in postal and courier
employment in Northern Europe observed in Figure 62. These changes are due to a strong de-
crease in USP employment in all three countries.

In contrast, strong growth in the postal and courier workforce can be observed in several coun-
tries, most notably Romania, Malta, and Cyprus. The rapid expansion of e-commerce and the
associated alternative postal providers are likely to drive these developments. We discuss the
underlying, very distinct developments in employment at USPs and non-USPs in detail in Sec-
tion 4.1.2.

130 Note that varying definitions of the postal and courier sector among NRAs might explain part of the variation. NRAs might
take a broad look at the courier sector and include, e.g., all companies active in logistics without this being their primary
business.
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Figure 63
Overall percentage change of the postal and courier sector’s total employment,
2017-2021
Percentage change 2017-2021
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Note: Postal sector employment includes all postal and courier activities for individuals aged 15-64 years under
NACE code H53. This includes postal activities under the universal service and all other postal and courier
activities. The figure includes data from the following 29 countries: AT, BE, BG, HR, CY, CZ, DK, EE, FI, FR, DE,
EL, HU, IS, IE, IT, LV, LT, MT, NL, NO, PL, PT, RO, SK, SI, ES, SE, and CH.

Source:  Eurostat, indicator Ifsa_egan22d (accessed, 10 May 2022).

Postal and courier sector’s share of total employment

Although employment in the postal and courier sector increased between 2017 and 2021 on av-
erage, its importance for overall employment in Europe decreased. Total employment across all
sectors at a European level increased on average by around 1,7 per cent, while postal and courier
employment increased at a slower rate of 1,5 per cent in the 2017—2021 period.

On average, the postal and courier sector contributed to around 0,8 per cent of Europe’s overall
employment in 2021, as seen in Figure 64. Its share of total employment was lowest in Greece,
at 0,3 per cent of total employment in 2021, and highest in Slovakia and Croatia, at 1 per cent of
total domestic employment. Five countries alone, namely France, Germany, Italy, Poland, and
Spain, make up around two-thirds (64 per cent) of all postal and courier employees in Europe.
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Figure 64
Postal and courier sector’s share of total employment, 2021
Share of total employment
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64 years under NACE code H53. This includes postal activities under the universal service and all
other postal and courier activities. * Weighted average of country-level values. Figure includes the
following 29 countries: AT, BE, BG, HR, CY, CZ, DK, EE, FI, FR, DE, EL, HU, IS, IE, IT, LV, LT, MT, NL, NO, PL, PT,
RO, SK, SI, ES, SE, and CH.

Source:  Eurostat, indicators Ifsa_egan22d and Ifsi_emp_A (accessed, 10 May 2022).

4.1.2 Evolution of employment at USPs and other postal operators
In this section, we first contrast the employment developments at universal service providers
and alternative operators and then take a closer look at the evolution of employment at each of
these employers in isolation.

Employment developments at USPs vs. non-USPs

When comparing employment at USPs with non-USP employment, we find that the overall in-
crease in employment in the postal and courier sector (see e.g. Figure 62) disguises two im-
portant underlying trends.

On the one hand, employment at USPs has continued to decline. According to a study conducted
by the ERGP=, the number of people employed at USPs decreased by 7 per cent from 2016 to
2020, which amounts to an annual 2 per cent decline, as seen in Figure 65. This continued de-
cline in USP employment can be seen as a consequence of the increasing pressure that digitali-
sation is exerting on USPs’ traditional letter business and thus on USP employment.

On the other hand, employment at non-USP postal and courier operators has grown drastically,
with an increase of 50 per cent in the 2016—2020 period, amounting to an average annual
growth of 11 per cent across the 19 countries for which the ERGP provides data. The underlying
source for this employment growth is the continuous rise in demand for parcels, driven by e-
commerce and serviced by these alternative non-USP operators.

131 ERGP (2021) 25, Report on core indicators for monitoring the European postal market. Data is available for 19 countries.
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Figure 65
Total employment by USP and other postal service providers, 2016-2020
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Source:  ERGP (2021) 25, Report on core indicators for monitoring the European postal market, Figure 70.

Despite these opposing trends, in 2020, more than twice as many postal workers were employed
by USPs rather than alternative operators. However, the gap is closing steadily, highlighting the
steady increase in the relative importance of non-USP employment.

The sharp increase in non-USP employment outweighs the decline in USP employment and has
thus been the driver of the overall increase in the postal and courier sector’s employment in Eu-
rope described in Section 4.1.1. This is confirmed on a country-by-country basis through ERGP
data.== For 12 out of 15 investigated countries, we observe growth in non-USP employment, and,
for the majority of them, we also find a decline in USP employment, as seen in Figure 66.

The trends of employment growth and decline among USPs and non-USPs vary between the dif-
ferent European countries in the 2016—2020 period. At the extremes, we find two different
types of developments.

Firstly, in countries such as Hungary and Lithuania, strong non-USP employment growth coin-
cides with a significant decrease in USP employment, indicating that non-USPs are slowly eating
away at the market share of USPs. This is particularly the case in countries where non-USPs did
not typically have a large workforce and presence compared to USPs and are now “catching
up”.=3 We find that these countries are also affected by a marked decline in letter mail, affecting
the USPs negatively, and an increase in parcel volume, encouraging growth at non-USPs (see
Section 1.1.1 and 1.2.1 of this study).

132 ERGP (2021) 25, Report on core indicators for monitoring the European postal market, Figure 75.
133 See Figure 79, which shows the number of people employed by other postal providers as a proportion of total employment
(%) for 2016—2020 in ERGP (2021) 25, Report on core indicators for monitoring the European postal market.
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Figure 66
Employment variation at USPs and non-USPs, 2016-2020
Total percentage change, 2016-2020
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SK.
Source:  ERGP (2021) 25, Report on core indicators for monitoring the European postal market, Figure 75.

Secondly, in countries like Bulgaria, the Czech Republic, and Latvia, both USPs and non-USPs
experienced a decline in employment in the 2016—2020 period.

Employment at USPs is generally declining

Taking a closer look at USP employment, our more extensive data set of 28 countries confirms
the ERGP’s observed decline in USP employment. In the 2017-2021 period, total USP employ-
ment in Europe declined by 1,3 per cent annually on average, as seen in Figure 67. Most regions
saw a decline in employment, most notably in Northern Europe, where USP employment de-
clined by 3,5 per cent annually. Note that the decline in USP employment in Eastern and South-
ern Europe was more than offset by growth in non-USPs, explaining the overall rise in postal
and courier employment observed in Figure 62.

In contrast, USP employment increased by 1 per cent annually in Western Europe. The rise in

employment in Western Europe was largely driven by the increase in employment in Germany
and the Netherlands, as is evident in Figure 67.
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Main developments in the postal sector (2017-2021)

Figure 67

Evolution of USP employment, 2017-2021

Staff employed in the home country, headcount, thousands; change is reported as com-
pound annual growth rate (CAGR).
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Note: Employment at USPs corresponds to the persons employed by the USPs to provide postal ser-
vices within the economic territory of the country of reference. It excludes staff working exclusively in
other activities (e.g. financial services). It includes persons absent for a definite period (e.g.
maternity leave). The figure includes data from the following 28 countries: AT, BE, BG, HR, CY, CZ, DK,
EE, FI, DE, EL, HU, IS, IT, LI, LV, LT, LU, NL, NO, PL, PT, RO, SK, SI, ES, SE, and CH.

Source:  EC Growth postal database, online data code: POST_CUBE1_X$POST_EMP_1 (accessed, 6 May 2022);
CE Survey of USPs.

On a country level, Bulgarian Post and Iceland Post recorded the steepest decline in USP em-
ployment, with an average annual decline of 13 per cent and 12 per cent respectively in the
2017-2020 period, as seen in Figure 68.

USPs in eight countries saw an increase in their workforce over this period. Most notable is the
marked average annual USP workforce increase for Germany (7,5 per cent) and the Netherlands
(4,8 per cent). The underlying drivers of the growth of German and Dutch USP workforces seem
to be, in large part, organisational changes. In Germany, the regional DHL delivery companies
merged with Deutsche Post AG, which absorbed their employees in 2019.14 Subsequent in-
creases in employment levels are explained by increased parcel volumes. s At PostNL, the mer-
ger with Sandd resulted in the addition of a large number of employees to PostNL’s books in
2020.16

134 Deutsche Post (2020), Annual Report 2019, p.53.
135 Deutsche Post (2021), Annual Report 2020, p. 54.
136 PostNL (2021), Annual Report 2020, p.56.
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Figure 68
Evolution of employment at USPs, annual change, 2017-2020
Annual percentage change in total USP employment
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Note: Employment at USPs corresponds to the persons employed by the USPs to provide postal ser
vices within the economic territory of the country of reference. It excludes staff working exclusively in
other activities (e.g. financial services). It includes persons absent for a definite period (e.g.
maternity leave). The figure includes data from the following 30 countries: AT, BE, BG, HR, CY, CZ, DK,
EE, FI, FR, DE, EL, HU, IS, IE, IT, LV, LI, LT, LU, NL, NO, PL, PT, RO, SK, SI, ES, SE, and CH.

Source:  EC Growth postal database, online data code: POST_CUBE1_X$POST_EMP_1 (accessed, 6 May 2022);
CE Survey of USPs.

USPs’ share of total employment is changing at varying rates

In most regions, the decline in the number of USP employees providing postal services has
translated into a decline in USPs’ employment contribution to total domestic employment in the
2017—2020 period. Northern and Eastern European countries have shown the highest rate of
decline (-6,9 per cent and -2,9 per cent respectively), as seen in Figure 69. In Western Europe,
however, the relevance of USP employment for total domestic employment has increased at a
rate of 5,2 per cent annually.
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Main developments in the postal sector (2017-2021)

Figure 69

Contribution of USP employment to the overall employment at EU-level, 2017-

2020

Share of total employment, per cent; change is reported as compound annual growth rate

(CAGR).
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Note:

Employment at USPs corresponds to the persons employed by the USPs to provide postal ser

vices within the economic territory of the country of reference. It excludes staff working exclusively in
other activities (e.g. financial services). It includes persons absent for a definite period (e.g.
maternity leave). The figure includes data from the following 27 countries: BE, BG, HR, CY, CZ, DK, EE,
Fl, DE, EL, HU, IS, IT, LV, LI, LT, LU, NL, NO, PL, PT, RO, SK, SI, ES, SE, and CH.

Source:

EC Growth postal database, online data code: POST_CUBE1_X$POST_EMP_1 (accessed, 6 May 2022);

Eurostat, indicator Ifsi_emp_A (accessed, 10 May 2022); CE Survey of USPs.

At a country level, Bulgaria (33 per cent) and Iceland (32 per cent) saw the steepest decline in
USP employment’s contribution to overall employment, as seen in Figure 70. This is primarily
driven by a large decline in the total headcount at the USPs in both countries. USP employment
as a share of total employment increased in six countries (Germany, the Netherlands, Slovenia,

Italy, Poland, Romania, and Belgium).
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Figure 70
Overall percentage change of the USPs’ share of total employment, 2017-2020
Percentage change
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Note: Postal sector employment includes all postal and courier activities for individuals aged 15 -
64 years. The figure includes data from the following 27 countries: BE, BG, HR, CY, CZ, DK, EE, FI,
DE, EL, HU, IS, IT, LV, LI, LT, LU, NL, NO, PL, PT, RO, SK, SI, ES, SE, and CH.

Source:  EC Growth postal database, online data code: POST_CUBE1_X$POST_EMP_1 (accessed, 6 May 2022);
Eurostat, indicator Ifsi_emp_A (accessed, 10 May 2022); CE Survey of USPs.

Employment levels at the USPs per 10,000 inhabitants varied substantially in 2020, reflecting
varying market circumstances (e.g. population density) as well as variations in the degree of
mechanisation in the processing of letters and parcels. Whereas Liechtenstein and the Czech Re-
public stand out as the countries with the most USP employees per 10,000 inhabitants com-
pared to the other European countries, Greece and Cyprus are on the lower end, as seen in Fig-
ure 771. Compared to 2016, the average number of USP employees per 10,000 inhabitants has
dropped from 22,2 to 17,6.1%

137 Copenhagen Economics (2018), Main Developments in the Postal Sector (2013-2016), report for the European Commis-
sion, Figure 60. Note that the 2016 figure included five additional countries. Note that the data reported for Switzerland for

2020 differs from 2016 due to a break in the data series in the European Commission postal database.
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Figure 71
Total employment at USPs per 10,000 inhabitants, 2020
USP headcount per 10,000 inhabitants
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Note: Employment at USPs corresponds to the persons employed by the USPs to provide postal ser

vices within the economic territory of the country of reference. It excludes staff working exclusively in
other activities (e.g. financial services). It includes persons absent for a definite period (e.g.
maternity leave). * Unweighted average of country-level values. The figure includes data from the

following 27 countries: BE, BG, HR, CY, CZ, DK, EE, FI, DE, EL, HU, IS, IT, LV, LI, LT, LU, NL, NO, PL, PT, RO, SK,

SI, ES, SE, and CH.
Source:  EC Growth postal database, online data code: POST_CUBE1_X$POST_EMP_1 (accessed, 6 May 2022);
Eurostat, indicator demo_pjan (accessed, 6 April 2022); CE Survey of USPs.

Employment structures at USPs vary widely throughout Europe

USPs have widely different profiles in terms of their employment structure. According to UPU
information, the delivery function makes up between 21 per cent (Bulgaria) and 89 per cent
(Sweden) of the total USP labour force, as seen in Figure 72. The average across the investigated
countries is 45 per cent.

The share of USP staff focusing on delivery differs largely between the countries due to, inter
alia, the level of USP diversification into other non-postal businesses, as also touched upon in
Chapter 1. For instance, at Italy’s Poste Italiane, where a wide range of banking services are also
provided by the USP, the share of delivery staff is low. In contrast, USPs that focus primarily on
postal services have a large share of their staff focused on delivery, e.g. PostNord in Sweden.
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Figure 72

Share of delivery staff in the USPs’ total employment, 2020
Share of delivery staff in fotal employment
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UPU postal statistics database, indicator 3.6 (accessed, 9 May 2022).

Source:

Considering the development of the importance of delivery staff in USPs’ workforce, we find

that, on average, the share of employees working in the delivery function grew by 3 per cent be-
tween 2017 and 2020, as seen in Figure 73. Particularly at the Greek and Danish USPs, the
share of delivery staff increased significantly, by 16 per cent and 15 per cent respectively. The
rapid growth of e-commerce in recent years has required USPs to adapt and has raised the im-
portance of delivery staff in nine of the 22 countries for which this data is available at the UPU.

However, in various countries the share of delivery staff decreased in the 2017—-2020 period,
most notably Portugal and Liechtenstein. At CTT in Portugal, the fast expansion of the USP’s
Banco CTT and thus its diversification is decreasing the relative importance of delivery staff, alt-

hough the absolute number of employees working in express and parcels is increasing.=s In

Liechtenstein, overall USP employment has been declining consistently, while more employees

have been hired in internal functions such as marketing, distribution, finances, and leadership,

again weakening the relative importance of employees being active in delivery.w

138

139

CTT, Annual Reports from 2018, 2019, and 2020.
Liechtensteinische Post AG, Annual Reports from 2018, 2019, and 2020.
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Figure 73
Share of delivery staff in the USPs’ total employment, 2017 vs. 2020
Percentage change, 2017 vs. 2020
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PL, PT, RO, SK, SI, SE, CH, and UK. LT was excluded due to a break in the data series in 2017. * Unweighted
average of these 22 countries’ percentage changes.

Source:  UPU postal statistics database, indicator 3.5 (accessed, 9 May 2022).

Demographic trends and gender aspects in the USPs’ labour force

USPs in many countries have historically had a predominantly male workforce, as stated by the
IPCu. However, in 2020, gender employment was more balanced across Europe, with the aver-
age share of women employed at USPs being 47 per cent, as seen in Figure 74. This is slightly
below the 49 per cent found for 2016.14+ We observe a great variance between countries in the
share of women being employed by USPs, ranging from 19 per cent female employees at Royal
Mail in the UK to 82 per cent at Slovenska Posta.

140 International Post Cooperation (2021), Global Postal Industry Report 2021, November 2021, International Postal Coopera-
tion, Brussels, Belgium, p.93.

141 Copenhagen Economics (2018), Main Developments in the Postal Sector (2013—2016), report for the European Commis-
sion, Figure 62.
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Figure 74
Share of women in USPs’ total employment, 2020
Share of female employees in total employment
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Source:  UPU postal statistics database, indicator 3.5 (accessed, 9 May 2022).

Slovakia, Lithuania, and Latvia stand out particularly, with women making up over three-quar-
ters of their workforce. This can be a regional characteristic, as the countries with the highest
share of females are all Eastern European and the Lithuanian USP states that in Lithuania it is
traditionally women who deliver mail. Lietuvos Pastas is hoping that increasing parcel vol-
umes and the resulting changing job characteristics will attract a larger share of men to their
workforce.

At the lower end, for instance, at Royal Mail, initiatives in favour of gender balance have already
started to pay off. Compared to 2016, the share of women in the workforce has increased by
three percentage points. Moreover, national averages do not tell the whole story, as 32 per cent
of Royal Mail’s senior managers and 50 per cent of the board are female.us

Also at the Irish USP, An Post, measures have been taken to promote female employment and
achieve the goal of gender balance across all management grades by 2030.144 A key part of this
plan is equal pay: as the first major company in Ireland, An Post has eliminated the gender pay
gap, with women earning marginally more than men in 2021 on average (0,16 per cent).s Equal
and fair pay, non-gender-biased role profiles, and development programmes for women will
support the goal of attracting an increasing amount of female talent into the postal sector.

142 Ljetuvos Pastas (2022), Annual Report 2021, p.97.

143 Royal Mail (2020), Corporate Responsibility Report 2019-20, p. 27.
144 An Post (2022), Sustainability Report 2021, p.15.

145 An Post (2022), Gender Pay Gap Report 2021, p.1.
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Not only national postal operators but also the postal community as a whole, via the Universal
Postal Union and the European trade union federation UNI Europa, have committed to promot-
ing gender equality in the postal sector. The specific targets of their collaboration are elaborated
in Box 21.

Box 21 UPU and UNI Europa collaborate to promote gender equality

Since the 27th Universal Postal Congress in Abidjan in 2021 approved a resolution on gender
equality and the empowerment of women, the UPU has a mandate to work towards the UN's
sustainable development goal (SDG) 5 on gender equality over the next years. On éth July
2022, the Universal Postal Union UPU and UNI Europa joined forces and committed to closer col-
laboration on the topic of gender equality along with the topics of diversification of postal ser-
vices and climate change.

The UPU plans to adopt “an agency-specific policy on gender equality and the empowerment
of women”, which will be informed by the insights of UNI Europa. This includes the review of pol-
icy elements related to postal employees of UPU member states. Further, UPU and UNI Europa
will collaborate on “guidelines for developing gender policies for the postal sector”, which will
also address topics of harassment and violence, informed by the work of the International La-
bour Organisation ILO. Opportunities for integrating these guidelines into the fraining of both
UPU and UNI Europa will also be discussed and promote gender equality in the postal sector in
a sustainable way.

Source: UPU (2022), UPU puts a spotlight on gender equality. upu.int/en/Newsletter/UPU-puts-a-spotlight-on-
gender-equality (accessed, 27 July 2022); UNI Europa (2022), UNI signs an agreement with UPU to increase
cooperation on diversification, climate change, and gender equality. https://www.uni-europa.org/news/uni-
signs-agreement-universal-postal-union-to-increase-cooperation-on-diversification-climate-change-and-
gender-equality ); UNI Europa (2022). Annex 1 to the Cooperation Agreement between the Universal Postal
Union and UNI Global Union. Activities and areas of collaboration between the UPU and UNI Global Union.
https://www.uni-europa.org/wp-content/uploads/sites/3/2022/07 /Cooperation-Agreement-UNI-Global-Un-
ion-Annex-1-06.07.2022.pdf

Concerning age diversity, the vast majority of the workforce at USPs is above 30 years old, as
seen in Figure 775.4s Employees above the age of 50 comprise over 30 per cent of the workforce
at most USPs. Bpost stands out by having the largest share of employees below 30 (21,9 per
cent) but notes that young people typically change jobs relatively quickly, making it difficult to
retain the skills required, given the new technologies in the postal sector. Still, bpost has man-
aged to retain and attract young people as the group of employees below 30 years of age in Bel-
gium grew the fastest in the 2017—2020 period.=s

In contrast, Greece reports the largest share of employees above 50 years old (65,3 per cent).
The IPC points out that an older workforce poses various operational challenges for postal oper-
ators, as the physical work can pose an increased health and injury risk for ageing workforces«.

146 According to data from the IPC Global Postal Industry Report 2021, from 20 USPs.
147 bpost (2021), Annual Report 2020, p.8.
148 bpost (2021), Annual Report 2020, p.47.

149 International Post Cooperation (2021), Global Postal Industry Report 2021, November 2021, International Postal Coopera-

tion, Brussels, Belgium, p.g1.
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Figure 75
Share of employees by age in USPs’ total employment, 2020
Share of total employees

100%
%%% 28%
80% 38%] 38%
N 234 1A A
60%
Il Over 50
68% 40, 30-50 years
59% 55% 47% 47% 43% Under 30 years
40% 42% 42%
55%
68% S9% 4% ey N1%
45% 45% 2%
° 38% 29%
20% 33%
22% 20% 22% 20% 20%
% 17 17% o o 20%
T 10% 8% 12% 87 5% 82 7 7% 122 oo
0% 1%
K T 2 2 5 5 < ¥ 2 5 35 8 F o Q = %5 = 8 @
Note: The graph contains data from the following 20 countries: AT, BE, HR, CY, DK, Fl, FR, DE, EL, HU, IE, IT, LT,

LU, NO, PT, ES, SE, CH, and UK. DK and SE both refer to PostNord Group.
Source: International Post Cooperation (2021), Global Postal Industry Report 2021, November 2021, Interna
tional Postal Cooperation, Brussels, Belgium, p.91, figure 1.23.

4.1.3 Impact of changes in the USO scope on employment

Given the ongoing changes in the postal sector, such as the continuous decline of letter mail vol-
umes, changes and reductions in the USO minimum requirements have been applied in various
European countries in the 2017—-2021 period.

Such reductions in the minimum requirements of the USO (e.g., a reduction in delivery frequency)
are often made with the ambition to lower the cost of delivery to maintain a financially sustainable
provision of universal postal services. However, as a large share of postal operators’ cost base is still
made up of labour, changes in the USO might have a direct impact on postal sector employment lev-

els.

We cover the specific changes to the USO in Chapter 2 of this study, while this section takes a closer
look at the impact such changes to the scope of the USO had on postal employment levels and con-
ditions and how they were handled by and with social partners. In particular, we focus on the USO
changes in Norway and Belgium in the 2017—-2021 period.

Impact of USO changes on employment in Norway

In Norway, a reduction in the mail delivery frequency requirement was implemented by Posten
Norge (Posten) in July 2020 by switching from five-day delivery to delivery every other week-
day. For details, please see Box 2.
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The introduction of these changes has involved a long and collaborative process between Posten
and the unions.=° The collaboration is facilitated by a system at the Norwegian USP where vari-
ous union representatives are part of the board of directors of Posten, in particular the main
postal union, the Norsk Post- og kommunikasjonsforbund (Postkom), which is part of Fagfor-
bundet Post og Finans. This enables employee representatives to be aware early on of the

needs and plans for the transformation of the company. Understanding why a reduction in the

delivery frequency was necessary has helped Posten and Postkom to work together construc-
tively to find the best solution for the company and individual employees.

When the change in USO requirements in Norway was proposed by the Norwegian Ministry in
2018, Postkom published a consultation response, showing that the union was involved in the

entire process.s* Postkom emphasised that declining letter volumes justified the transition to

alternate-day letter mail delivery and thus supported a change in the delivery frequency, well

aware that this would lead to a reduction in the number of employees. Given the need for

change, Postkom focused on how to optimally design the transformation process and suggested
various measures. Firstly, sufficient time should be available (18 months) to implement the
transition properly. Secondly, Postkom argued that Posten’s profits should be used to provide

fair compensatory measures for the affected employees.

Ultimately, the switch to alternate-day mail delivery affected around 1,000 out of 4,000 Posten
postmen:ss, whom entered into voluntary agreements. More business in the parcel segment, as

well as vacant positions within the group, allowed around 35 per cent of the affected employees

to continue working in other parts of Posten. A significant share of the remaining 65 per cent of

workers was close to retirement and accepted gift pensions. According to Posten, having suffi-

cient time for the process enabled the smooth transition and allowed the group to work out

agreements with employees. Still, during the transition period, many of the affected employees

experienced an increased workload due to their transfer to other parts of Posten, and the group

experienced considerable e-commerce and parcel delivery growth. s+

A core element of the transition from everyday to every-other-weekday delivery was the reten-

tion of full-time positions. High-quality jobs in the form of full-time positions are not only

highly valued by Posten’s customers but are also a policy at Posten. Working conditions were
thus not negatively affected by the reduction in delivery frequency.

Further amendments in place of delivery for mail services have been decided by Posten’s board

and thus also by union representatives in the 2022 USO counterfactual scenario. How such

changes will affect employment is difficult to predict as various additional services will be

launched on a commercial basis and the government might introduce compensating measures

as well. However, given the cooperative track record of handling various transitions and work-

force reductions of around 20,000 employees over the past 20 years, Posten and Postkom will
work together closely to find effective solutions for the USP and its employees.

150

151

152

153

154

According to interviews with Posten Norge and the trade union Fagforbundet.

Posten Norge (2022), board of directors. https://www.postennorge.no/en/about-us/management-and-leadership/the-
board

Postkom (2018), Heringssvar - Kravet til leveringspliktige posttjenester i fremtiden. https://www.regjeringen.no/no/doku-
menter/horing---kravet-til-leveringspliktige-posttjenester-i-fremtiden--forslag-til-endring-av-postlo-
ven/id2583687/?uid=7bbde69c-b2ab-42b8-bdoa-2bece3gab8de

Based on interviews with trade union Fagforbundet.

Based on interviews with trade union Fagforbundet.
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The case of Norway highlights the importance of the union’s understanding of the underlying driv-
ers of a transformation in working together towards a joint goal: a sustainable postal service with
high-quality employment. Further, sufficient time must be allocated to the change process to allow
for fair treatment of all affected employees. The trade union Fagforbundet confirms that early col-
laboration and sufficient time between decision and implementation are essential for finding (vol-
untary) solutions for as many affected employees as possible. Equally important is the daily dia-
logue and cooperation between the union and all levels of the organisation, as well as the support
measures provided by Posten to affected employeess, and the Norwegian state’s social and eco-
nomic safety net for the unemployed.

Further, Fagforbundet emphasises that political decisions and regulations are key to how changes in
the postal sector, including USO scope changes, affect employment. Firstly, the requirement for
Posten Norge to be self-financed and achieve a return on capital implies that Posten must respond
to decreasing volumes and revenues in the letter segment by reducing (labour) costs. Secondly, the
prohibition of cross-subsidisation between products and services forces Posten to respond to the
aforementioned lower revenues in the letter segment by reducing (labour) costs, specifically in the
letter segment, while e-commerce and parcel revenues are increasing sharply and could support
those (labour) costs.

Impact of USO changes on employment in Belgium

In Belgium, the regulator noticed that letter mail senders demanded fewer priority letter deliveries,
while non-priority deliveries were generally accepted as sufficient by many, as long as a priority let-
ter product was still available.ss As a result, following a new USO management contract in Belgium
in 2019, bpost introduced D+3 as the standard letter delivery speed for single-piece and bulk mail
letter post, as seen in Box 3. This allowed bpost to implement the so-called Alternating Distribution
Model for non-priority letter items. Other products — namely, priority mail, registered mail, parcels,
newspapers, and weekly periodicals — are still delivered each day on every street or postal round.

This implies that bpost maintained a fixed daily delivery round per postman. The novelty is that
since 2019, the postman delivers priority products on every route (daily), while non-priority prod-
ucts are only delivered on every second route.s”

Consequently, the change in delivery speed of non-priority letter products and the introduction of
alternate-day delivery did not have an impact on the level of employment for postmen at bpost.ss
This is so because most of the postmen continued delivering (as previously) a mix of letters and par-
cels, priority and non-priority items. The change has affected their working conditions, however, as
their load has now become heavier due to a higher density of distribution.

155 Such as financial support for education or the opportunity to test new jobs. Based on an interview with trade union Fagfor-
bundet.

156 BIPT (2017), Communication of 13 February 2017 on an overall analysis of the postal needs in Belgium.
https://www.bipt.be/operators/publication/communication-of-13-february-2017-on-an-overall-analysis-of-the-postal-
needs-in-belgium

157 bpost (2021), Activity Report 2020, pp.24. https://bpostgroup.com/sites/default/files/2021-07/bpost_compile-en-3_o.pdf

158 According to interviews with bpost and the trade union VSOA-POST. According to bpost, changes in the level of employ-
ment are rather related to volume decreases and productivity improvements than to changes in the operating model. See,
e.g., bpost (2022), Transcript of Analyst Call for Q2/2022 results, p.12. https://bpostgroup.com/sites/default/files/2022-
08/bpost%202Q22%20Transcript.pdf
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This example illustrates how operators can utilise the changing user needs to lower the burden of
the USO while maintaining steady employment levels. Adjusting the delivery model to match the
decreasing demand for priority items and the general acceptance of non-priority USO letter prod-
ucts proved successful for bpost and allowed all of its employees to be part of the transformation. s

Changes in USO requirements and social partners

Although the changes in USO requirements were handled in cooperation, and in the case of Nor-
way, in agreement with the social partner, we do not observe a general broad agreement in favour of
changing the USO scope. In its response to the consultation on the postal services directive, UNI
Europa positions itself in favour of upholding minimum USO requirements and stopping further
deregulation of postal services in the EU.»° The trade union federation also emphasises that market
liberalisation must be accompanied by social cohesion measures that guarantee decent wages and
working conditions for all market players involved in the postal supply chain. They claim that the
existing service must be defended and maintained to enable a high-quality universal service while
providing fair working conditions for its employees.

USO changes before the 2017-2021 period and their effects

Alonger time frame allows us to assess the long-term effects of earlier changes in the USO scope
on employment levels. In the previous study on the main developments in the 2013—2016 pe-
riod, various USO changes were discussed. This section will shortly look at the long-term USP
employment-level development in some of these countries to investigate the impact of USO
changes on employment.

Changes in the USO requirements in the Netherlands, Sweden, and Finland during 2014, 2017,
and 2018 regarded reductions in delivery frequency and the speed of the fastest letter product,
see Figure 76. Looking at total USP employment over time, we do not observe stark drops in
employment following the reductions in USO requirements, but rather find that the USO change
occurs as part of an already existing downward trend. Postal operators try to respond to the
changing market conditions by adjusting their workforce already before the changes in the USO
are realised. Note that the figure captures total USP employment and thus might conceal a de-
cline in USO mail employment, which was compensated by an increase in parcel employees at
the USP.

159 BIPT (2021), Communication of 23 February 2021 regarding the Belgian postal end-user. https://www.bipt.be/opera-
tors/publication/communication-of-23-february-2021-regarding-the-belgian-postal-end-user

160 UNI Europa (2020), Postal trade unions respond to the consultation on the Postal Services Directive. https://www.uni-
europa.org/news/postal-trade-unions-respond-to-the-consultation-on-the-postal-services-directive/; UNI Europa Post &
Logistics (2020), The revision of the Postal Services Directive. https://www.uni-europa.org/old-up-
loads/2020/11/USO_UNIPriorities_Technical _EN.pdf
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Figure 76

USO employment development following USO changes, 2013-2020
Total headcount, USP employees
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Source:  EC Growth postal database, online data code: POST_CUBE1_X$POST_EMP_1 (accessed, 6 May 2022). Co-
penhagen Economics (2018), Main Developments in the Postal Sector (2013-2016), report for the Euro-
pean Commission, Annex 1.

4.2 EMPLOYMENT MODELS AND CONDITIONS

The structure of employment in the postal sector is heavily influenced by the market develop-
ments discussed in previous chapters. In particular, it is impacted by

e  Competition and development of new business models

e  Technological changes

e  E-commerce

e  E-substitution and changes in the USO

e  The Covid-19 pandemic

In this section, we provide an overview of the development of the employment of civil servants
at USPs. Further, we will report USPs’ use of different employment models, including part-time
work, performance-related pay contracts, flexible employment, self-employment, temporary
employment, and subcontracting. This section will also address employment conditions, pri-
marily wages, and the role of social partners in a changing postal sector.

4.2.1 Evolution of civil servants’ employment at USPs

Civil servants have traditionally been a typical form of employment at USPs. However, over the last
few decades, postal market liberalisation and commercial pressures have led to a drastic decline in
the employment of civil servants. This trend continued in the 2017-2021 period.

We observe a decline in the number of countries stating that they employ civil servants. While in
the 2013—-2016 period, 12 USPs stated that they employ civil servants, only eight confirmed this
for the 2017—2021 period, see Figure 77. This corresponds to 25 per cent of the 32 investigated
countries. Note, this decline could be driven by the absence of responses from Cyprus and
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Greece, which reported employing civil servants in the 2013—2016 period. Overall, civil servants
remain most common in Western European countries.

Figure 77

Number of USPs that employ civil servants vs. USPs that do not employ them
Number of USPs

AT, BE, DK, FR,
DE, IE, LU, ES.

Do employ [l Do not employ Bl No answer

Nofte: The figure includes information on the following countries: countries that employ civil servants: AT, BE, DK,
FR, DE, IE, LU, and ES; countries that do not employ civil servants: BG, EE, FI, HU, IT, LT, MT, NO, RO, SK, and
SE; countries which did not respond to this question: HR, CY, CZ, EL, IS, LV, LI, NL, PL, PT, SI, CH, and UK.
Source:  CE Survey of USPs.

Across those countries in which USPs employ civil servants, we observe great variation in the share
of the USP workforce made up of civil servants in 2021. The Luxembourgish USP stands out with
the highest share of civil servants in total USP employment (40 per cent), while An Post in Ireland
has the lowest share (6 per cent), see Figure 78. The average share of civil servants across these
countries is 21 per cent, which lies significantly below the average of 30 per cent in 2017.

A common trend can be observed in the development of the share of civil servants at USPs over
time. All countries experienced a marked decrease in the importance of civil servants in their
workforce in the 2017—2021 period. The most striking decline of 56 per cent in the share of civil
servants occurred in Denmark.
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Figure 78
Share of civil servants employed at USPs, 2021
Civil servants, percentage; change is reported as the percentage change from 2017 to 2021.
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Nofte: The figure includes data for the following eight countries: AT, BE, DK, FR, DE, IE, LU, and ES. Data displayed
for Germany is for the year 2020.
Source:  CE Survey of USPs.

Focusing on absolute levels, we have seen a steady decline in the number of postal civil servants
in those countries where civil servants form part of the USPs’ workforce. While total employ-
ment at those eight USPs decreased by 1,2 per cent annually for the 2017—2021 period, we ob-
serve a much faster decline of 9,9 per cent annually in the number of civil servants over the
same period, see Figure 79. The overproportioned decline in civil servants indicates that this
more costly form of employment will disappear faster. Reducing the high cost and administra-
tive work attached to the civil servant employment model allows USPs to compete with new cou-
rier and e-commerce players on a level playing field in terms of employment costs.

Figure 79

Change in the number of civil servants at USPs that employ civil servants
Annual percentage change, 2017-2021

Total employment Civil servants

Note: The figure includes data from the following eight countries: AT, BE, DK, FR, DE, IE, LU, and ES. Data for Ger-
many is for the year 2020.
Source:  CE Survey of USPs.
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4.2.2 Employment models and conditions in the postal sector

Besides full-time contracts, part-time contracts, fixed-term contracts, performance-related con-
tracts, flexible employment, self-employment contracts, and subcontractors are used in the
postal sector. The definitions of these models are presented in Box 22.

Box 22 Definitions of types of employment

Part-time employment - refers to an employee whose normal hours of work, calculated
every week or on average for employment of up to one year, are less than the normal hours
of work of a comparable full-time worker.

Temporary employment (Fixed-term) —an employment contract or relationship entered
into directly between an employer and a worker where the end of the employment contract
or relationship is determined by objective conditions such as reaching a specific date, com-
pleting a specific task, or the occurrence of a specific event.

Performance-related pay contracts — confracts with a payment scheme based on items
delivered. Such contracts may also include a fixed guaranteed payment, irespective of the
number of items delivered, but at least 50 per cent of the salary should be performance re-
lated.

Flexible employment (Casual work) — a type of work where the employment is not stable
and continuous, and the employer is not obliged to regularly provide the worker with work,
but has the flexibility of calling them in on demand, e.g. on-call work (= workers with no guar-
anteed working hours that can be called in on the same or next day, if needed); mini con-
tracts (contracts with no guaranteed working hours that can be called in on an ad hoc basis
for a limited period, e.g., during a peak season).

Self-employment contracts — any person on the labour market who cannot be consid-
ered as an employee/worker, e.g., confracts with private persons who are registered as free-
lance workers.

Subcontracted workers (Temporary agency work) — a form of work where the worker has
a contract of employment or an employment relationship with a temporary-work agency
with a view to being assigned to a user undertaking to work femporarily under its supervision
and direction. Note the difference between subcontracted or outsourced work (commonly
referred to as a “subcontractor”), which relates to contracts with legal persons for the provi-
sion of services, e.g. the clearance, sorting, transport, or distribution of parcels for the parcel
delivery service.

Source: Directive 97/81/EC, Annex clause 3; Directive 1999/70/EC, Annex clause 3; Directive 2008/104/EC,
Article 3 (1) (c).

Part-time employment is commonly used in the postal sector across Europe
Part-time employment is a very common employment form, with 29 USPs using part-time con-
tracts; see Figure 80. This flexible type of employment is popular among USPs as it fits well
with the fluctuating nature of the postal business, which is characterised by peak times during
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the day, e.g., in parcel and mail sorting.:s* Moreover, letter volume decline and increased usage
of parcel lockers reduce the need for long post office opening hours, allowing for part-time work.

In the most extreme case, part-time contracts constitute up to 85 per cent of total contracts at
USPs. However, the variance in the use of part-time contracts is very high across countries, with
the minimum share of part-time employees being around only 1 per cent at other USPs. Overall,
we find that the share of part-time contracts at USPs declined by around 1 per cent in the 2017-
2021 period amongst the USPs using such types of employment contracts. For the 2013—2016
period a 4 per cent decrease was recorded.:

Figure 80
Information about part-time employment at USPs

Number of USPs using part-time employment Share in total employment, min and max, 2021
Share of contracts in total contracts

3
0] 1% 85%
Minimum Maximum
Average total change 2017-2021: -3,4%
29
Yes [l No n/a
Note: All figures contain data from questionnaire responses from the following 22 countries: AT, BE, BG, HR, CZ,

DK, EE, FI, FR, HU, IE, IT, LU, MT, NL, NO, RO, SK, SI, ES, SE, and CH. The pie chart was supplemented with
data from the UPU database for the following seven countries: EL, LV, LI, LT, PL, PT, and UK.
Source:  CE Survey of USPs; UPU database indicator 3.3.

Taking a closer look at part-time work in the four European regions for the 2017—2021 period,
we make two key observations: firstly, we find that part-time employees make up the smallest
share of total USP employees in Southern Europe (around 6 per cent) and are most relevant in
Western European countries (between 35 and 37 per cent), see Figure 81. Secondly, we observe
that the overall decrease in the share of part-time contracts of total USP labour contracts across
Europe (3,4 per cent) in the 2017—2021 period masks different trends in the individual regions.
While part-time employment decreased in relevance at USPs in Eastern and Western Europe,
the regions using most part-time contracts, it became more important for USPs in Northern and
Southern Europe, where part-time employees so far constitute a smaller share of the USP work-
force.

161 Based on interviews with postal trade union representatives.
162 Copenhagen Economics (2018), Main Developments in the Postal Sector (2013—2016), report for the European Commis-
sion, Figure 68.
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Figure 81

Development of part-time employment at USPs

Percentage, average* share of part-time employees of total employment at USPs; percentage
change.

© 2

=L Y 3 35 35

30
18,8%
20 2 2
. 20 19 0 20 20 20 1o

Southern Europe Northern Europe Eastern Europe Western Europe Total EU, EEA & CH

M 2017 2018 2019 [l 2020 [ 2021

Note: Figure 78 considers USPs that reported using part-time employment contracts. * Unweighted average. The
figure includes data from the following 22 countries: AT, BE, BG, HR, CZ, DK, EE, Fl, FR, HU, IE, IT, LU, MT, NL,
NO, RO, SK, SI, ES, SE, and CH.

Source:  CE Survey of USPs.

Use of non-standard employment models

The market opening and increased competition have forced national postal operators to reconsider
their wage structure and contract types. Between 2017 and 2021, pressure from various directions
affected USPs’ wage considerations. On the one hand, competitors’ non-standard employment mod-
els, along with changes in technology and user needs, have pushed USPs to offer more flexible la-
bour contracts. On the other hand, social partners, governments, and employees emphasise the im-
portance of a sustainable, fair workplace. Good employment conditions are also a key determinant
of an overall high, competitive service quality. Therefore, USPs must strike a balance between main-
taining fair working conditions and high-quality employment, providing valuable services and being
flexible enough to respond to changing customer requirements, and providing a sustainable univer-
sal service. s

A large number of USPs use different types of non-standard employment models. The most
commonly used non-standard employment models in 2021 are temporary employment (19
USPs) and subcontracted workers (17 USPs), see Figure 82. Self-employment contracts are used
least frequently (three USPs). A direct comparison over time, i.e., to the answers given during
the previous Main Developments study on the 2013—2016 period, is not possible due to a lower
number of yes/no responses to our questionnaire. However, we observe that the relative popu-
larity of the different employment models at USPs has remained the same over time. Further,
we find that out of the USPs that did give a definitive answer, fewer reported that they did not
use temporary employment, subcontracted workers, flexible employment, and performance-re-
lated pay contracts.

163 Based on interviews with PostEurop members.
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Main developments in the postal sector (2017-2021)

UNI Europa states that the postal industry experienced an increase in atypical and partly pre-
carious forms of employment both at USPs and non-USPs. 64

Figure 82
Use of non-standard employment models by USPs
Number of USPs

Number of countries el . Number of countries
2016 2021 ployment mode 2016 2021

Performance-related
Temporory employmenf [Py confracts O O
Subcontracted workers SEliFSmEIS e

contracts

Flexible employment

Employment model

[ Yes Il No I No answer

Nofte: The figure includes data from all 32 USPs that were contacted.
Source:  CE Survey of USPs; Copenhagen Economics (2018), Main Developments in the Postal Sector (2013-2016),
report for the European Commission, Table 22.

Around three-quarters (17) of the responding 22 USPs used at least one type of outsourced
work, i.e., self-employed or subcontracted workers who are not considered employees of the
USP. Three USPs use both, see Figure 83. Compared to the 2013—2016 period, when ten USPs
claimed not to be using either of these contract types, we again find that for the 2017—2021 pe-
riod fewer UPSs did not use these non-standard employment contracts.s

164 Based on an interview with a UNI Europa representative.
165 Copenhagen Economics (2018), Main Developments in the Postal Sector (2013—2016), report for the European Commis-
sion, Figure 70.
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Figure 83
The extent of outsourcing and subcontracted employment at USPs
Number of USPs

Use both self-employment and subcontracted workers
0 W Use only subcontracted workers

Use only self-employment

Use none of those employment types

Note: The figure includes data from the following 26 countries: AT, BE, BG, HR, CZ, DK, EE, FI, FR, DE, HU, IE, IT, LI, LT,
LU, MT, NL, NO, PL, RO, SK, SI, ES, SE, and CH.
Source:  CE Survey of USPs.

As mentioned above, different forces impact USPs’ choice of contract types, with am-
biguous consequences for postal employment conditions.

Firstly, USPs feel pressure from alternative operators’ low-cost labour models com-
peting with traditional USP models. How USPs respond to this pressure varies significantly be-
tween operators. Some USPs respond by diversifying their own business to compete with up-
coming new business models. They do so by engaging subcontracts, as shown above, or acquir-
ing companies relying on alternative labour models and wage structures. One example of this is
the acquisition of the bicycle courier start-up Stuart by French La Poste in 2017. Stuart applies
a mixed employment model with long-term contracts, subcontractors, and freelancers, depend-
ing on the nature of the delivery. According to La Poste, it offers its platform couriers a socially
responsible model while keeping the agility needed to stay competitive.

Another example is CTT’s venture into food delivery via a collaboration with Zomato, an online
restaurant service. While Zomato uses its expertise in restaurant partnerships, online orders,
and payment, CTT has taken charge of meal delivery from restaurants to people’s doorsteps by
establishing a courier network.»s Employment contracts and working conditions for the CTT-
Zomato couriers will differ significantly from those of the standard postman regarding, e.g.,
working hours and flexibility.

166 BFM Business (2017), La Poste rachéte Stuart, la start-up Parisienne de coursiers a vélo. https://www.bfmtv.com/econo-
mie/consommation/la-poste-rachete-stuart-la-start-up-parisienne-de-coursiers-a-velo_AN-201703080131.html

167 Meidinger (2020), How can CSR be a competitive advantage for postal operators? Presentation at the 28t Conference on
Postal and Delivery Economics, 2 December 2020.

168 CTT (2022), CTT partners with Zomato offering a new home meal delivery service. https://www.ctt.pt/grupo-ctt/a-em-
presa/inovacao-e-startups/1520-startup-program/noticias/ ctt-partners-with-zomato-offering-a-new-home-meal-delivery-
service?language_id=1; Grande Consumo (2021), CTT lanca servigo de entrega de refei¢coes em parceria com a Zomato.
https://grandeconsumo.com/ctt-lanca-servico-de-entrega-de-refeicoes-em-parceria-com-a-zomato/
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https://www.ctt.pt/grupo-ctt/a-empresa/inovacao-e-startups/1520-startup-program/noticias/ctt-partners-with-zomato-offering-a-new-home-meal-delivery-service?language_id=1
https://www.ctt.pt/grupo-ctt/a-empresa/inovacao-e-startups/1520-startup-program/noticias/ctt-partners-with-zomato-offering-a-new-home-meal-delivery-service?language_id=1
https://www.ctt.pt/grupo-ctt/a-empresa/inovacao-e-startups/1520-startup-program/noticias/ctt-partners-with-zomato-offering-a-new-home-meal-delivery-service?language_id=1

Conversely, acquisitions and collaborations may also lead to an improvement in labour condi-

tions in the target company when the USP tries to raise the bar for social conditions in the sector
to the USP level.

Secondly, increased demand for delivery workers places increased pressure on labour
conditions at USPs, as non-standard labour contracts like subcontracting freelance delivery per-
sonnel do not provide workers with the same level of social security as a traditional full-time po-
sition. This is driven not only by competition for workers but also by USPs’ need to maintain
brand value as a socially responsible employer, as in the case of Posten Norge primarily retain-
ing full-time positions during its transitions; see Section 4.1.3. Also, Deutsche Post has reduced
the number of temporary contracts and the time before offering temporary employees a perma-

nent contract to counteract the lack of delivery personnel.

Following workers’ and social partners’ demand for fairer, more stable, and reliable conditions

for their workforce, USPs have been reconsidering the sustainability and fairness of non-stand-
ard, flexible employment contracts over the past few years. One such example is the Dutch USP
PostNL. Between 2015 and 2016, PostNL introduced a “sustainable delivery model” for parcels,
which entailed offering all independent parcel deliverers the opportunity to become full PostNL
employees or to remain independent at higher wage rates.7 In 2022, PostNL also decided to of-
fer all current and future mail deliverers permanent contracts rather than temporary ones and

decided to recruit parcel deliverers to become PostNL’s employees. The long-term goal is for at
least 50 per cent of all parcels to be delivered by PostNL employees. This is a sign of trust and
appreciation and aims to offer more security and stability to postal employees. Although poten-
tially more expensive to the employer, employee security and high-quality working conditions
are valued by customers and are considered as part of their sending/delivery choice.

In the competition for skilled postal workers and the quest to provide fair labour conditions,

some non-USPs are also offering additional employment benefits. For example, Hermes UK re-
branded as Evri in 2022, which entailed enrolling around 85 per cent of its couriers into a pen-
sion scheme.s The UK’s biggest dedicated parcel delivery company aims to combine the flexibil-
ity of non-standard employment models with attractive working conditions such as holiday pay,
parental leave, and pension schemes.

The desirability of non-standard courier employment models, particularly those applied in the
food delivery industry, is highly controversial and frequently discussed in the media. New em-
ployment models offer a great degree of flexibility to both employees and employers. We high-
light the importance and value of flexibility, especially for workers, in Box 23.

Overall, the employment model landscape and developments in the 2017—2021 period are rela-
tively mixed. We cannot conclude that the popularity of the new, non-standard employment

169
170

171

172

173

Based on an interview with a representative from German postal trade union DPVKOM.

PostNL (2017), Annual Report 2016, p.44.

PostNL (2022), Permanent contracts for all of PostNL’s mail deliverers. https://www.postnl.nl/en/about-postnl/press-
news/press-releases/2022/permanent-contracts-for-all-of-postnls-mail-deliverers.html; PostNL (2022), Thousands of
extra parcel deliverers to join PostNL’s own payroll. https://www.postnl.nl/en/about-postnl/press-news/press-re-
leases/2022/thousands-of-extra-parcel-deliverers-to-join-postnls-own-payroll.html

Based on interviews with Posten Norge.

Evri (2022), Hermes UK announces pension deal for couriers as it rebrands to become ‘Evri’.
https://www.evri.com/press/hermes-uk-announces-pension-deal-for-couriers-as-it-rebrands-to-become-evri
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models is declining but we do see cases where operators are moving towards a more socially sus-
tainable model of employment. Further, the increased scrutiny by social partners and authori-
ties and important reputational concerns that media coverage around irregular and bad working
conditions at individual postal operators could create are likely to positively influence working
conditions in the sector.

Box 23 The value of flexible work for local delivery couriers

Some policymakers and unions have challenged the "gig economy” model of engaging inde-
pendent workers and call for a reclassification of independent platform workers as employees.
This policy shift would imply a move from a flexible work model (where couriers decide when
and where to work) towards an inflexible work model (where the platforms or other employers
of delivery staff predetermine hours).

Based on a novel pan-European survey of more than 16,000 couriers, the latest public infor-
mation, and new data sought from food delivery platforms, a study published in 2021 posed
the following questions:
e Why do people choose to work under an independent work model as a courier and
what are their preferences regarding flexibility2
e  What are the main characteristics of the delivery platforms’ business models, and what
role does the flexible supply of couriers play in serving demand?
e  What economic value is at risk if the flexible work model had to be abandoned?

The key findings were:

Delivery work is a complementary activity for 72 per cent of couriers and makes up over half of
couriers’ total income.

Couriers value and actively seek flexible work. Flexibility is the main reason for working as a
courier for two-thirds of respondents. Over half would seek flexible work elsewhere or start a
business if delivery work was not a possibility.

Most couriers prefer a flexible work model over fixed employment. Aimost 70 per cent of sur-
veyed couriers would not give up flexibility for fixed schedules even if this hypothetically meant
15 per cent more income. Flexibility drives the entire ecosystem and benefits consumers. Due
to flexibility, couriers can choose their preferred working fimes and adapt their working hours
freely. Due to flexibility in the supply of couriers, platforms can obtain delivery capacity that ad-
justs rapidly to fluctuations in demand and thus serves a high share of demand efficiently. Food
delivery platforms create value for consumers by offering a large choice, convenience and
low search costs and create value for the rest of the economy by providing work opportunities
and increasing restaurants’ profits and productivity. Food delivery platforms in Europe part-
nered per week with over 375,000 couriers, carrying out over 19 million deliveries. It is estimated
that the food delivery ecosystem in Europe generated around EUR 20bn. in revenues in 2020.

The surveyed couriers estimate that their earnings would decrease by around 20 per cent on
average if they could not work as couriers (but seek other types of work or do nothing else in-
stead). If forced to work at hours pre-determined by the employer (e.g. platform) instead of
flexible hours, up to 250,000 of the current couriers would lose the opportunity fo work in food
delivery. Under those circumstances, only some, but not all, of these workers would seek work
elsewhere.

Based on survey evidence, it is estimated that up to 75,000 couriers in Europe could be entirely
discouraged from the workforce if policy initiatives were to curtail flexible work both in the de-
livery sector and elsewhere. In short, for many of these couriers more fraditional (inflexible) part-
or full-time work is not an option.

Source: Copenhagen Economics (2021), The value of flexible work for local delivery couriers.
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Wage developments in the postal sector

The average wage for a USP employee in Europe was around 15 euros per hour in 2021 and in-
creased by 3 per pent annually over the 2017—2021 period, see Figure 84.7+ However, this in-
crease must be considered with caution, firstly, because of the small sample of responses re-
ceived from USPs. Secondly, USPs are partly reducing real wages via the expanded usage or in-
troduction of new job categories, s as discussed previously.

Comparing the wages for employees responsible for letter handling with those working primar-
ily with parcels, we find that parcel employees earn slightly more on average. A reason for the
difference in wages can be the additional per-package piece rate that some USPs pay to parcel
deliverers, e.g., in Austria, which is not paid for letters.vs

Wages to parcel and letter employees increased by around 2 per cent annually over the investi-
gated period. We can expect assimilation of wages for employees working mostly with letters
versus parcels over time, as an increasing number of operators combine the delivery of both
products.”

Figure 84
Average wage development at USPs for various functions, 2017-2021
EUR/h
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Average wage for an employee with delivery of letters as their main responsibility
Average wage for an employee with delivery of parcels as their main responsibility

Note: The figure includes data from the following ten countries: AT, BG, HR, DK, EE, HU, MT, NO, SK, and SE. We
include only ten countries to ensure the same countries are included in all three categories.
Source:  CE Survey of USPs.

74 Note that there was a low number of responses and the responses were received from both typical high-wage and low-wage
countries such that this average is difficult to interpret.

175 Based on an interview with a UNI Europa representative.

76 Based on an interview with a representative from Austrian postal trade union Gewerkschaft der Post- und Fernmeldebe-
diensteten (GPF).

177 Based on interviews with postal trade union representatives.
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Using the responses received from non-USPs on wages, we can compare wage levels and devel-
opments at USPs and non-USPs. Note that insights on wages at non-USPs are based on a small
sample of answers primarily from Eastern and Southern Europe.

Comparing wage levels, we find that across all three categories displayed in Figure 84, non-USP
employees earn less than USP employees. Interviews with UNI Europa and Western European
postal trade union representatives confirm the impression that non-USP wages typically lie be-
low USP (entry-level) wages. While USP employees are typically covered by a collective bargain-
ing agreement, non-USP employees (especially atypical forms of employment at non-USPs) are
not, giving rise to a two-tier labour market.¢ Internally, non-USPs appear not to differentiate
wages at all between employees working with letters and parcels, partly because letter delivery is
typically done by the USP.»

Over the 20172021 period, average per-hour wages for employees working with letters or par-

cels at non-USPs experienced a slight increase, similar to wages at USPs. This indicates that

across the whole delivery sector, not just at USPs, the pressure to find personnel and provide

better working conditions is slowly driving up wages.

The average hourly wages at USPs are consistently below the average wages at the national
levelso (see Figure 85). Across all regions, wages in the transportation and storage sector as a

whole (which includes postal and courier activities) are also below average wages at the national

level. Of course, national minimum wages are an important driver for wages at USPs, as well as
for the broader transportation and storage sector. For a more detailed analysis of minimum
wage regimes, please see the previous study on the main developments in the postal sector.s:

178
179

180

Based on an interview with a UNI Europa representative.

Based on an interview with a UNI Europa representative.

Wages at the national level correspond to average hourly wages and salaries for “Industry, construction and services (except
public administration, defence, compulsory social security)”, which include transportation and storage.

Copenhagen Economics (2018), Main Developments in the Postal Sector (2013-2016), report for the European Commission,

Pp-155.
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Main developments in the postal sector (2017-2021)

Figure 85
Comparison of average hourly wages at USPs, in the transportation and storage sec-
tor, and at the national level, 2021

EUR/h
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Note: Only countries with data available for all three indicators were included. Hence, the figure includes data
for the following 16 countries: AT, BG, HR, CZ, DK, EE, FR, HU, IT, LT, MT, NO, PT, SK, SI, and SE. The wage at
USP is an average gross wage based on the CE Survey of USPs. Wages in the transportation and storage
sector correspond to average hourly wages and salaries for “transportation and storage™ activities. Trans-
portation and storage activities include postal and courier activities. Wages at the national level corre-
spond to average hourly wages and salaries for “Industry, construction, and services (except public ad-
ministration, defence, compulsory social security)”, which include fransportation and storage. The last two
indicators come from Eurostat indicator Ic_Ici_lev.
Source:  CE Survey of USPs; Eurostat [Ic_Ici_lev] Transportation and storage (accessed, 10 August 2022) and Indus-

try, construction, and services (except public administration, defence, compulsory social security) (ac-
cessed, 10 August 2022).

Overall, the share of employment costs of the total cost declined for USPs in Southern and West-
ern Europe, with the strongest decline of 18 per cent in Western Europe, between 2013 and
2021, see Figure 86. We observe a slight increase in the share of employment costs in Eastern
Europe, while the share stagnates in Northern Europe.
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Main developments in the postal sector (2017-2021)

Figure 86
Employment costs as a proportion of the total cost at USPs, 2013-2021
Percentage; change is reported as the percentage change from 2013-2021.
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Nofte: The figure includes data from the following 18 countries: BE, BG, HR, CZ, EE, FR, HU, IT, LT, MT, NL, NO, PT, SK,
SI, ES, SE, and CH.
Source:  CE Survey of USPs.

Given the changing nature of the postal sector and increasing competition from new entrants,
the trade union confederation UNI Europa demands that NRAs are obligated to collect social
figures, including wage differentials, to uphold social standards and prevent social dumping.::
Further, UNI Europa suggests that any market player involved in the USO must only be allowed
to operate if they provide fair working conditions and wages and must not be authorised if they
practice social dumping. The European Confederation of Independent Trade Unions (CESI) de-
mands that national NRAs are enabled to transparently monitor the payment of minimum
wages and compliance with driving times and rest periods.s

Flexible working hours at USPs are typically only available to administrative staff, particu-
larly during the Covid-19 pandemic. Following the easing of restrictions, the flexibility of work-
ing hours for administrative employees differs across operators but might become more relevant
in the future, given the increasing demand for a better work-life balance. For full-time postal de-
livery staff, there are very limited options for flexible working hours, unless alternative non-
standard employment contracts, such as part-time work or self-employment contracts, are con-
sidered. s

Working conditions and skill requirements in a changing postal sector
Working conditions for postal employees have been affected by the substantial changes that the
postal and courier sector is undergoing.

182 UNI Europa Post & Logistics (2020), The revision of the Postal Services Directive. https://www.uni-europa.org/old-up-
loads/2020/11/USO_UNTIPriorities_Technical EN.pdf

183 CESI (2020), New position on the EU postal services directive, https://www.cesi.org/posts/new-postion-on-the-eu-postal-
services-directive/

184 Based on interviews with postal trade union representatives and a representative from UNI Europa.
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The ambivalent impact of new postal competitors and novel business and employment
models on working conditions at USPs has already been discussed in the section on non-standard
employment models above. Given the rise and popularity of non-standard employment models, we
also observe that national regulatory authorities are becoming more concerned about
labour conditions in the postal sector.

For example, in July 2021, following a market investigation of the parcel delivery market in Italy,
the Italian NRA AGCom proposed to impose new requirements related to labour conditions on all
parcel delivery operators with an annual turnover of more than 50 million euros.:$s More specifi-
cally, the regulator has proposed to oblige these operators to:

e Send a declaration of compliance with working conditions for all people involved in supplying
parcel delivery services (i.e. including subcontractors) to the NRA every six months.

e  Submit all standard contract forms used for personnel (including subcontractors) to the NRA
and provide any updates every six months.

These requirements specifically target operators with alternative business models, such as Amazon,
which, in Italy, is classified as a delivery operator although it outsources all its last-mile deliveries to
independent subcontractors.

The increasingly blurred lines between traditional postal services and other delivery
activities are impacting working conditions severely, as different regulations and minimum stand-
ards apply to the different market segments and parts of the value chain.:ss Particularly for parcel
delivery, trade unions demand equal minimum standards for all market players to have a level play-
ing field in terms of regulation.:s”

For example, the Belgian postal trade unions emphasise how unclear sector boundaries and regula-
tory fragmentation across the postal, logistics, and e-commerce sectors allow alternative operators
and e-commerce firms to circumvent collective labour agreements via subcontracting and outsourc-
ing. This allows them to save on labour expenses, exerting downwards cost pressure on the USP,
which in turn attempts to save costs to remain competitive. Such a spiral does not only have nega-
tive effects on working conditions at all operators but can also jeopardise the important role of
postal operators in promoting social and territorial cohesion. Consequently, trade unions suggest an
overarching collective labour agreement to ensure a regulatory level playing field that complies with
social, labour, and environmental standards. A harmonised regulatory approach would require ini-
tiative on a European level, as especially the e-commerce sector crosses national borders.ss

We describe the case of Germany to show how social conditions can be maintained across sectors
and operators. Here, state intervention regarding postal working conditions in 2019 supported the
demand to ensure coherence and consistent social security for the delivery part of the postal value
chain (see Box 24).

185 Autorita per le Garanzie nelle Comunicazioni (2021), Delibera n. 255/21/CONS, Consultazione pubblica sugli obblighi
regolamentari nel mercato dei servizi di consegna dei pacchi.

186 Based on an interview with a UNI Europa representative.

187 Based on an interview with a UNI Europa representative.

188 Based on interviews with Belgian postal trade union representatives from VSOA and acod.
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Box 24 Parcel Carrier Protection Act (Paketboten-Schutz-Gesetz) in Germany

In 2019 the government recognized that recent e-commerce growth and the resulting in-
crease in subcontracting in the delivery sector in parts created precarious working conditions.
Consequently, the Parcel Carrier Protection Act (Paketboten-Schutz-Gesetz) became effective
in November 2019 to ensure the correct payment of social security contributions for all delivery
workers involved. The law specifies that anyone who accepts an order and subcontracts it to a
subcontractor is liable for the social security contributions that must be paid to employees, if
not done so by the subcontractor. The law ensures a responsible choice of subcontractors by
postal operators and creates a level playing field for competitors without driving down social
conditions.

When setting up the Parcel Carrier Protection Act, the German government built on its experi-
ence from other sectors such as the meat and construction industry, where similar legal re-
quirements have been in place for years.

Source:  Federal Ministry of Labour and Social Affairs (2022), Paketboten-Schutz-Gesetz.
https://www.bmas.de/DE/Service/Gesetze-und-Gesetzesvorhaben/paketboten-schutz-gesetz.html

Moreover, another notable example of changes to employment conditions in the postal sector is the
Belgian federal government’s agreement, reached in September 2022, to introduce a legislation re-
quiring minimum working conditions for parcel delivery employees. According to the Minister of
Telecommunications, Petra De Sutter: “It will be about minimum hourly pay, clear rest times and
training programs. The parcel industry will become transparent and safe and will no longer be a
place for exploitation. The well-being of our couriers from parcels must be protected” (transla-
tion).»s The agreement also aims to improve working conditions for subcontracted workers as they
will be subject to minimum hourly wage requirement too. The agreement was reached shortly after
several alleged abuses (violations of social legislation, unworthy remuneration, deplorable working
conditions, etc.) has marked the Belgian news, particularly at PostNL Belgium, where two managers
were imprisoned in March 2022.10

Apart from the intensifying competition, particularly in the parcel sector, changing user needs*:,
digitalisation, and diversification of postal operators have changed the profile of a
“postal worker” and the required skills. New demands on the skills of postal workers include,
for example:

e having a driver’s licence (also for heavier vehicles) due to the increased usage of motorised

delivery,
e knowledge of communication technologies for peer-to-peer services, and
e  Dbasic sales-related skills for postal retail.

Further, the transport of heavy parcels compared to letters places increasing physical demands on
the labour force.

189 https://www.lavenir.net/actu/belgique/2022/09/22/accord-au-gouvernement-sur-un-meilleur-statut-des-livreurs-de-
colis-YH5ZADW75ZH3XNA4HKTKLWJI4Y

190 https://www.lavenir.net/actu/belgique/2022/03/29/le-ceo-de-postnl-belgique-en-prison-
SG7HFI2EJRBLTFX5UELZQWVRXM/

191 European Commission, Directorate-General for Internal Market, Industry, Entrepreneurship and SMEs, Dieke, A., Hille-
brand, A., Thiele, S., et al. (2021). User needs in the postal sector and evaluation of the regulatory framework.

279



Although the use of technology simplifies the day-to-day work of postal employees, e.g., in post of-
fices, the addition of new digital services to USPs’ product portfolios implies that postal workers
also need to continue developing their digital skills to keep up with the changing service offeringw=.
Such novel digital services include, e.g., hybrid mail offerings, mobile phone apps for tracking let-
ters and parcels2ws, or digital signature and document management services. s+

In 2020 and 2021 European social partners worked together on an EU co-funded project called
“Postal Skills and Work Environment in the Digital Era”, implemented by the European Social Dia-
logue Committee. The project revealed how digitalisation impacts the demand for new skills in vari-
ous postal functions:

e  For back-office functions with increasing customer interaction (e.g. regarding parcel track-
ing), new skills entail soft skills (critical thinking, active listening) and basic ICT skills.

e For employees focusing primarily on delivery, where the move is expected to be towards
proximity services (delivery robots to handle traditional delivery), social skills and
knowledge of new services and products will be of increased importance, along with the
capacity to use digital devices.

e In post offices, where digitisation is increasingly taking over administrative tasks, postal
worker profiles will focus on the social tasks involved in the development of new services
(financial, insurance, telecom, etc.) and will have to develop service-related soft skills such
as social perceptiveness, service orientation, and sales skills.»s

Fortunately, is not up to the employees alone to keep up with the continuously changing and ex-
panding skill requirements for postal workers. Many universal service providers acknowledge the
need to invest in their employees to successfully adjust to the changes in the postal sector. Conse-
quently, USPs offered a wide array of training and career development coaching in the 2017—2021
period. We mention a small selection in Box 25. UNI Europa notes that USPs invest more in train-
ing their employees than non-USPs.s

PostEurop highlights that “training, retraining and upskilling in a life-long learning (LLL) perspec-
tive are necessary for all employees, in particular senior ones, so that they can maintain and acquire
required skills, develop new competencies and offer new services, especially in an increasingly digi-
tal society. LLL is also an essential tool to ensure a better match between jobs’ and skills’ needs in
evolving labour markets”.1o7

192 Based on interviews with postal trade union representatives.

193 E.g. Royal Mail (2019), Annual Report and Financial Statements 2018-2021, p.26.
194 E.g. Swiss Post (2021), Annual Report 2020, pp. 44-.

195 PostEurop statement to Copenhagen Economics, 29 July 2022.

196 Interview with a UNI Europa representative.

197 PostEurop statement to Copenhagen Economics, 29 July 2022.

280



Box 25 Training programmes at various USPs

To prepare their workforce for the changing requirements of their work in times of digitalisation
and diversification, USPs invest heavily in training programmes for their employees. The goal is
to retain and attract talented postal workers and ensure they are equipped for their continu-
ously changing role in the postal network.

In Finland, Posti acknowledges that digitalisation has affected its entire operation: the products
offered, consumer behaviour, and work processes involving various mobile apps. Therefore,
employees’ digital and technology skills are a key development area at Posti. To promote digi-
tal and customer service skills, Posti facilitated the PUD (Pick Up and Delivery mobile device)
and Customer Service Passport training for 550 Posti drivers and drive arrangers in 2020 and ex-
panded the training to more than 1,000 Posti and partner drivers and arrangers in 2021. Moreo-
ver, in 2021, Big Data and Essentials of Data and Analytics online courses were organised for
hundreds of employees.

In 2020 alone, Correos enabled 1,6 million training hours for 316,583 participants. Online (Cor-
reos virtual campus) and on-site training included courses on Correos' products, sales, and
management, such as:
e The "Product School”, an online course on Correos’ commercial offers, the post of-
fices’ main products, and sales techniques.
e The “Sales School” to train sales managers, particularly the commercial customer ser-
vice team.
Moreover, the subsidiary Correos Express developed training addressing the new digital age of
postal services with cybersecurity courses, Big Data, and dynamic delivery management.

The French USP La Poste has set high goals for its internal digital tfransition and education. La
Poste designed a training programme to frain its employees in digital skills and data usage.
Twenty-five thousand employees were trained in 2021 and La Poste's goal is that 100 per cent
of its postal workers will have completed the digital fraining by 2025. Forty thousand managers
and sales staff will be trained in the use of artificial intelligence for their professional tasks and
5,000 employees will frain o become data experts.

Source: Correos (2021), Annual Report 2020, pp.58; Posti (2021), Annual Report 2020, p. 34; Posti
(2022), Annual Report 2021, pp. 21; La Poste Groupe (2022), La Poste Groupe FY 2021 Results,
p.11; La Poste (2021), Strategic priority 3: Stepping up the digital tfransformation
https://www.lapostegroupe.com/en/stepping-up-the-digital-transformation

Digitalisation not only affects the skills required of postal workers but also their daily working
conditions. A study based on answers from 29 postal union representatives around the world,
out of which 13 are Europeans, reveals that unions consider digital technologies to facilitate
postal workers’ daily tasks and increase transparency in the workplace. More controversially,
digitalisation in postal employment is also connected to increased workplace surveillance and
work intensification, leading to an ambiguous assessment of the impact of technology on postal
working conditions. Trade unions highlight that increased control and surveillance of postal

198 Uni Global Union and Kalbermatter, J.,Schaupp, S., Hartleitner, V & Nachtwey, O. (2021), Unions in the postal services of

the future. The European countries included are AT, BE (3), BG (2), CZ, FR, DE, IE, BL, CH, and UK.
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workers on the job can result in higher stress levels, an increased psychological burden, and thus
higher sickness absence, which should be considered by operators.»

4.2.3 The role of social partners

The strong presence of social partners and their constant involvement in sector changes have influ-
enced the development of employment conditions in the postal markets. Social dialogue in the
postal sector has played an important role in handling the impact of declining letter volumes and
organisational changes, such as diversification and digitalisation, on employment levels and condi-
tions. Still, the role of social partners is evolving along with the market conditions, and the tasks for
postal trade unions in the future are manifold.z

Negotiations, disputes, and collaborations between postal operators and trade unions
On a European level, the European Social Dialogue Committee (SDC) for the Postal Sector is an ex-
ample of continued successful cooperation between trade unions and universal service operators.
The SDC was created in 1999 and helped create strong cooperation between the two representative
social partner organisations: PostEurop for the postal operators and UNI Europa Post & Logistics
for the trade unions.z

Despite close collaboration of operators and employee representatives, intense negotiations oc-
curred on the topics of wages, working hours, and employment contract types in the 2017-2021 pe-
riod.

We observed one such dispute in 2019 in Finland, where the postal sector experienced a highly pub-
lic conflict between social partners and the USP Posti (see Box 26). This case shows how the transi-
tion towards new labour conditions must be handled with great care and in cooperation with the
social partners. As the case of the USO change in Norway showed, early conversations and under-
standing of the underlying need for change are the foundation of a collaborative change process; see
Section 4.1.3. Further, worker solidarity across industries is strong and can provide an additional
lever in negotiations that must be considered carefully.

199 Based on interviews with postal trade union representatives.

200 Tt is worth noting that in a broader context, Eurofound has reported on collective labour disputes and emerging practices in
collective bargaining in the EU, available online at: https://www.eurofound.europa.eu/sites/default/files/ef_publica-
tion/field_ef document/ef21026en.pdf

201 European Commission (2022), Sectoral social dialogue — Postal services. https://ec.europa.eu/social/main.jsp?ca-
tId=480&langld=en&intPageld=1846
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Box 26 Wage negotiations and strikes in Finland, 2019

In response to changing market conditions, particularly increased competition from alternative
operators with non-standard employment models and changing consumer needs, Posti
planned to pursue more flexible terms of employment in 2019. As part of this new strategy,
around 700 sorting employees were meant to be fransferred to a new collective agreement
with lower labour costs at Posti's subsidiary, Posti Palvelut, to prompt bonuses for productivity,
quality of work, and customer satisfaction. Finnish Post and Logistics Union (PAU) refused to ac-
cept this decision, claiming that the change to a new collective agreement would entail pay
cuts of 30 to 50 per cent for the workers. Following a strike in September, the Minister of Local
Government and Ownership Steering put Posti's plans on hold such that negotiations between
service sector employers, Palta and PAU, could begin. Following several weeks of little progress
in the negotiations, PAU called for another strike and was supported by various other unions,
primarily in the transportation sector, such as the Finnish Aviation Union, the Transport Workers
Union, the Railway Union, etc. The sympathy strikes and solidarity from workers across various
industries resulted in Palta and PAU accepting the settlement proposed by the National Concil-
iator on a new collective agreement for the postal sector on 27 November 2019. The parties
came to an agreement covering employment conditions for around 10,000 workers and de-
cided to return the 700 parcel sorting workers to their previous collective agreement, as negoti-
ated by PAU and Palta.

Source:  Posti (2019), Posti is rearranging its operations in parcel sorting — the changes will respond to chang-
ing customer needs. https://www.posti.com/en/media/media-news/2019/posti-is-rearranging-its-
operations-in-parcel-sorting/; YLE (2019), Minister backtracks over Posti outsourcing, setfs up a work-
ing group. https://yle.fi/a/3-11079825; Eurofund (2019), Finland: Latest developments in working life
Q3 2019. https://www.eurofound.europa.eu/publications/article/2019/finland-latest-developments-
in-working-life-q3-2019; Posti (2020), Posti Group Q4/2019: Strike had a significant negative impact on
Q4/2019 and full-year results. https://www.posti.com/en/media/media-news/2020/posti-group-
q42019/; YLE (2019), Strikes end as postal workers reach deal with Posti. https://yle.fi/a/3-11088538

Due to a lack of responses from trade unions, we cannot provide an extensive list of topics subject to
negotiation, dispute, or collaboration between European USPs and trade unions. Still, interviews
with trade union representatives confirmed that wages (collective labour agreements; see e.g. Box
26), further subcontracting or outsourcing, safety and health protection measures, pensions, and
training were topics commonly debated in the 2017—2021 period. A large number of disputes were
also taken to court, particularly termination actions, recourse cases, transfers, and warnings.z>o

Restructuring in the postal sector and the role of social partners for the future

The ongoing restructuring in the postal sector driven by, inter alia, changes in the product mix and
fierce competition for parcel deliveries from companies based on low-cost labour models will con-
tinue to have important implications for postal sector employment conditions. Social partners play
a particularly important role in managing this transition and preparing employees for the
future.

As part of this task, social partners work together to anticipate the development of the postal sector
through forward-looking projects. One such project was the EU co-funded collaboration of the So-
cial Dialogue Committee, UNI Europa, and PostEurop “Trend research for the postal sector in

202 Based on interviews with postal trade union representatives and UNI Europa.
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2030” conducted in 2018—2019.20s The objective of the project was the elaboration of five possible
scenarios for the postal sector in 2030 (see Box 27). This allows social partners and operators to un-
derstand and anticipate trends and their potential impacts on employment conditions, and to find
methods to prepare.

Given the successful collaboration between the various stakeholders, a follow-up project called “The
world of work in the postal sector in 2030” has been launched and conducted over the 2021—2022
period.z4 The project aims to make the five previously developed scenarios more operational by in-
cluding representatives from the 27 EU member states as well as CESI in the process.zes Through its
continuous work and coordinating function, the Social Dialogue Committee for the Postal Sector
enables the social partners to prepare collaboratively for the future of the postal sector and develop
response strategies.

Box 27 Five scenarios of the postal sector in 2030

The project “Trend research for the postal sector in 2030" was an innovative exercise for the so-
cial partners of the Social Dialogue Committee. In collaboration, PostEurop and UNI Europa
developed five forward-looking scenarios for the postal sector by 2030, encouraging postal
stakeholders to assess the likelihood of the different scenarios and prepare for the future. The
goal is to shape a dynamic and successful future for the postal sector, which employs millions
of employees at the service of citizens and consumers.

¢ Grey scenario: Standardised society: Renewal of social dialogue with new forms of la-
bour organisation and bargaining in a society that is transforming rapidly by leveraging digi-
tal technologies to manage disruptive technological and ecological change. Employment
in the postal sector is characterised by part-time being the new normal, with fewer precari-
ous confract situations, many complex jobs with higher compensation, continuing task auto-
mation, additional training due to public financial support, and less process flexibility due to
a more complex fechnical environment. Social dialogue has played a key role in negotiat-
ing new standards adequate for the radically changing world of work.

+ Pink scenario: Echo chamber society: The end of the traditional social dialogue be-
fween unions and employers in the postal sector in a highly digitalised and individualised
niche society and economy, in which new players in the postal sector set the tone. Employ-
ment in the postal sector is characterised by ongoing automation, agile working methods,
more complex and increasingly demanding jobs, the rise of low-threshold and cost-effective
digital micro-learning opportunities, life-long employability as a new paradigm, and massive
gaps among workforces with weak representation of interests of low-skilled employees. So-
cial dialogue is no longer about real dialogue and debate, but only about emotions and
one's own point of view, without responding to arguments of the other side.

+ Blue scenario: Adaptable society: Attfempt to perpetuate existing social dialogue for-
mats through incremental adjustments in a slowly reacting society and economy, in which
new redlities are gradually integrated. Employment in the postal sector is characterised by

203

204

205

UNI Europa (2019), What will the postal sector look like in 2030? European postal social partners prospect future trends in
the sector.

The European Social Dialogue Committee for the Postal Sector (2022). http://www.postsocialdialog.eu/

PostEurop (2022). Call for tender — SDC EU-funded project “The world of work in the postal sector in 2030”.
https://www.posteurop.org/showEvents?selectedEventld=39692
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large differences in the workforce with regard to payment, integration of new technologies
intfo work, job profiles, and work organisation. Primarily better-qualified employees can
choose work locations, and, as life-long employability becomes more important, postal com-
panies are setting up their own further training academies. Social dialogue is characterised
by the overall attempt to successively integrate new market players into the already existing
formats of social dialogue to maintain “business as usual”, which, however, results in change
for all.

o Purple scenario: Vicious cycle society: Slow deterioration of social dialogue in a society
marked by tension and a decline of solidarity amidst economically hard times. Employment
in the postal sector is characterised by the fear of job loss and temporary job guarantees be-
ing linked to hard conditions such as lower starting salaries. The proportion of employees
working in the low-wage sector has risen massively and the lack of investment in new auto-
mation technology means that manual, repetitive tasks regain importance.

¢ Orange scenario: Innovative society: Reinvigorated social dialogue using new ap-
proaches as a key driver for managing difficult societal and economical transitions in an in-
novative and socially conducive way. Employment in the postal sector is characterised by
diversified employment forms with comparable access to social security and a focus on col-
laborative technology that does not displace employees. Competence requirements are
continuously changing and governments and firms invest significantly in fraining. Driven by
wider societal discourse about the distribution of robust economic growth and the effects of
new forms of employment, social dialogue has seen both an expansion and a renewal.

Source:  European Social Dialogue Committee for the Postal Sector (2019), Final Report and Scenario Over-
view. The box contains direct quotes.

The previously discussed three key changes in the postal industry will continue to pose chal-
lenges for the social dialogue in the future and must be handled with great care.

Firstly, on the topic of digitalisation, unions have named various strategies to counteract job
losses of, e.g., older postal workers, such as voluntary early retirement, compensation payment, in-
ternal job transitions, and upskilling or re-skilling programmes.zc¢ Ensuring the application of such
strategies as postal operators change will be a core task of social partners in the future. Further,
CESI proposes framework conditions in national legislation that grant employees the right to fur-
ther training if their employment is threatened by digitalisation.z» CESI also suggests early involve-
ment of social partners in organisational restructuring due to digitalisation to facilitate appropriate
(re-)training of employees and smooth the transition.

Second, on the related note of postal operators’ diversification, UNI Europa and the Universal
Postal Union (UPU) emphasise that social dialogue is essential to handle service diversification. The
two organisations will work together closely on adjusting the UPU Guide to Postal Social Services to
elaborate on employment and workers’ conditions and the role of training, facilitating future social

206 Uni Global Union, Kalbermatter, J., Schaupp, S., Hartleitner, V & Nachtwey, O. (2021), Unions in the postal services of the
future.

207 CESI (2020), New position on the EU postal services directive, https://www.cesi.org/posts/new-postion-on-the-eu-postal-
services-directive/
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dialogue between operators and social partners.zcs Future shifts towards more diversified activities
will trigger more complex social changes, which need to be handled collaboratively.zeo

Third, social partners will face various challenges regarding USP’s low-cost labour model com-
petitors. Firstly, social partners will play a key role in USPs’ decision on how to handle the compe-
tition: by matching the competitors’ employment conditions or by providing attractive, high-quality
employment. Secondly, a significant challenge for social partners will be the organisation of em-
ployees outside of the core workforce, particularly, e.g., gig workers at the logistics and courier op-
erators.z

Given these challenges, the role of social partners in the changing postal sector in the future will re-
main one of anticipation, preparation, and collaboration to ensure good employment conditions for
postal workers in a transforming industry.

To fulfil this role, social partners will have to work hard not only to be heard by operators but also to
recruit sufficient members. Although we received only a few answers from USPs regarding the share
of employees belonging to unions, a clear decline in union participation is visible across the major-
ity of respondents. Trade union representatives confirmed this impression and mentioned that par-
ticularly small unions are getting into financial trouble. Postal employees’ willingness to engage in
union activities is declining, as they see their employment at USPs more as a temporary position.z«
This trend puts social dialogue at risk but might be mitigated by USPs’ recent efforts to increase the
amount of full-time, high-quality employment in various countries mentioned above.

208 NI Europa (2022), Annex 1 to the Cooperation Agreement between the Universal Postal Union and UNI Global Union,
Activities and areas of collaboration between the UPU and UNI Global Union, https://www.uni-europa.org/wp-content/up-
loads/sites/3/2022/07/Cooperation-Agreement-UNI-Global-Union-Annex-1-06.07.2022.pdf

209 Bailly, D., Meidinger, M. (2017), Should the Postal Sector Change Its Social Model to Succeed in its Transformation? In:
Crew, M., Parcu, P., Brennan, T. (eds) The Changing Postal and Delivery Sector. Topics in Regulatory Economics and Pol-
icy. Springer.

210 Uni Global Union, Kalbermatter, J., Schaupp, S., Hartleitner, V & Nachtwey, O. (2021), Unions in the postal services of the

future; Tassinari, A., Maccarrone, V. (2019), Riders on the Storm: Workplace Solidarity among Gig Economy Couriers in

Ttaly and the UK. Work, Employment and Society.

Based on interviews with postal trade union representatives.
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CHAPTER 5
ENVIRONMENTAL IMPACTS OF THE POSTAL

SERVICES LOGISTICS VALUE CHAIN

In this chapter, we look at the environmental impacts of postal services in the logistics value chain
for both parcels and letters. First, we provide a simple overview of the development of the environ-
mental footprint of parcel and letter delivery in the EU. Second, we review key measures taken by
postal and delivery operators to mitigate the negative impact on the environment. Third, we discuss
some of the key challenges to achieving carbon neutrality in the postal services logistics value chain.

5.1 ENVIRONMENTAL IMPACTS OF LETTER AND PARCEL
DELIVERY IN THE LOGISTICS VALUE CHAIN

Changes in the product mix (from letters to parcels) create challenges for postal operators to reduce
their environmental footprint. As described in Chapter 1, postal operators’ product mix is changing
— the relative importance of parcel delivery is increasing. This has important implications for postal
operators’ environmental footprint because parcel delivery requires significantly more logistical and
transportation capacity than letters. As a result, the carbon emissions per parcel are greater than
the carbon emissions per letter, see Figure 87. We also note an increase in the amount of CO. emis-
sions per parcel since 2017. One explanatory factor for this increase is likely the development in the
parcel mix, with a larger share of large and heavy parcels compared to previous years (explained by
the fact that consumers now purchase a greater variety of products online).

Figure 87
CO2 emissions from parcel and letter delivery 2013-2020
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Note: Includes Scope 1, 2 and 3 emissions.22
Source:  Postal Sector Sustainability Results 2021, available at: https://www.ipc.be/-/media/documents/public/sus-
tainability/reports/2021sustainabilityresultscompilationfullannexes.pdf.

212 Scope 1 emissions are direct greenhouse (GHG) emissions that occur from sources that are controlled or owned by an or-
ganization (e.g., emissions associated with fuel combustion in boilers, furnaces, vehicles). Scope 2 emissions are indirect
GHG emissions associated with the purchase of electricity, steam, heat, or cooling. Scope 3 emissions are the result of activ-
ities from assets not owned or controlled by the reporting organization, but that the organization indirectly impacts in its
value chain. Based on the United States Environmental Protection Agency, available at: https://www.epa.gov/.
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We estimate that the total CO- emissions from domestic letter and parcel delivery in the EU
amounted to 5,5 million tonnes in 2020 and grew by an average 12 per cent annually between 2017-
2020, see Figure 88. In 2020, the bulk (771 per cent) of CO- emissions resulted from deliveries of
parcels; up from 56 per cent in 2017. This coincides with the general trend in the transportation sec-
tor, which according to the World Economic Forum, is the only sector in Europe where greenhouse
gases were not falling between 1990 and 2020.2s

Figure 88
CO2 emissions from domestic letter and parcel delivery in EU27
Million tonnes CO2, change is reported as compound annual growth rate (CAGR).
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Source:  Copenhagen Economics estimation based national market volume data and emission estimates from IPC.

We also find that for the majority of USPs that report their Scope 1, 2, and 3 emissions, Scope 3
emissions from outsourced activities (transport, outlets, etc.) contributed most of the total carbon
emissions (on average 61 per cent of Scope 1, 2, and 3), see Figure 89.

213 https://www.weforum.org/agenda/2022/09/eu-greenhouse-gas-emissions-transport/
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Figure 89
Scope 1-3 emissions, USPs, 2021
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Source:  Copenhagen Economics based on company annual sustainability reports.

Based on our survey of delivery operators (USP and non-USP), transportation activities (long-haul,
short-haul, and last-mile) have the largest effect on carbon emissions; see Figure 90. This is true for
both parcels and letters.

Figure 90
Ranking of parcel delivery value chain steps based on environmental impact
Stated the importance of each step on a scale from 1 (low) to 10 (high)

Road transport, primarily Shipping (long Air transport (long Retailers, warehouses, Postal operator's service
last mile delivery and short haul) and short haul) and sorting centers points; post offices etfc.
Note: Respondents were asked to indicate a score from 0 to 10 (where 0 is no impact and 10 is very high im-

pact). The figure includes data from the following 23 countries: AT, BE, HR, CZ, DK, EE, FI, FR, DE, HU, IE, IT, LI,
LT, MT, NL, NO, PL, SK, SI, ES, SE, and CH.
Source:  CE Survey of USPs.
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5.1.1 The environmental impact of letter/parcel delivery across the
postal value chain

In this section, we dig deeper into the environmental impacts of letter and parcel delivery across the
individual activities of the postal value chain. The typical postal value chain comprises collection,
transport, sorting, and delivery activities, see Figure 91. To get a holistic view, we further extend the
value chain upstream onto activities related to the production of envelopes and packets.24

Figure 91
Extended postal value chain
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Source:  Copenhagen Economics

The environmental impacts of letter and parcel delivery can thus be assessed per individual step in
the extended postal value chain:

1. Production of envelopes and packaging is part of the extended postal value chain. Envelopes
and packaging are usually made from wood products and produced in an energy-intensive pro-
cess. We note that in this part of the value chain, the environmental impact is influenced by reg-
ulations in the paper and packaging industry, i.e., outside the postal regulation remit. However,
postal regulation may still indirectly affect the environmental footprint in this step of the value
chain through its influence on the overall demand for envelopes and packaging. For example, if
the tariff regulation within the USO leads to prices set below the market optimal level (based on
customers’ price sensitivities), then it may cause overconsumption of envelopes and packaging.
This, in turn, would have a negative impact on the environment (see Section 5.3.2).

2. Collection or drop-off of mail. A postal operator may collect mail items in their own post offices
or franchised postal points, from mailboxes and parcel lockers, or pick them up at the premises
of large senders. Some large senders prefer to drop off their items at a post office or a central
sorting centre/collection point. This means that the environmental impacts in this step of the
value chain primarily stem from the transportation activities and buildings which need to be
heated or cooled.

214 This section builds on the framework presented in the Section 3.5.1 of Copenhagen Economics (2018), Main developments
in the Postal Sector 2013—2016.
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In terms of collection transportation activities, the environmental impact per item is usually low
compared to transportation activities in relation to e.g., last mile delivery. This is because the
transportation distances driven to collect mail items generally are short=s and the number of
items collected per stop is large (resulting in low emission per collected item). The environmen-
tal impact of collection for a postal operator is relatively proportional to the transportation dis-
tance and the frequency of collection. In many countries, the USP is required to collect mail
every weekday. The impact per item is thus likely to increase with falling mail volumes, as long
as the USO requirement is kept constant. If the USO would allow for less frequent collection, the
impact may be reduced, but only if USPs reduced their collection frequency.

In terms of buildings, the environmental impact is likely to be greater in cases when operators
maintain a dense network of their own post offices. In some cases, the USPs are required to
maintain a network of fixed access points across the country, which may limit their ability to re-
duce their environmental footprint. However, it is worth noting that many operators invest in
green energy production, e.g., using solar panels to power heating/cooling devices in post of-
fices, which helps mitigate the negative impact of buildings. However, we note that in cases
when operators maintain a dense network of post offices, the environmental impact of buildings
is still considerably smaller compared to transport activities. For instance, La Poste operates a
relatively dense network of post offices compared to other countries of similar size (see Table 30
in Chapter 2). However, according to La Poste, buildings represent around 15% of the energy
consumption of La Poste activities.

Sorting is done in several steps, often twice or three times throughout the value chain, e.g., out-
bound, inbound and pre-delivery sorting. In the outbound sorting, collected mail is prepared for
further transportation cross-border or domestically, to the next sorting round, where mail is
sorted at a more granular level. In the inbound sorting, all domestic and cross-border mail that
is supposed to be delivered domestically is sorted to destination areas (postal codes). Lastly, the
pre-delivery sorting is traditionally done in the local delivery office but can also be done in an
automated process at a central sorting centre. This ensures that the mail items are placed in de-
livery order. The environmental impacts in this step of the value chain primarily stem from the
buildings which need to be heated or cooled and the electricity used by sorting machinery.

In terms of buildings, sorting activities require facilities that must be heated and/or cooled. The
number of such facilities depends on various factors, but it is typically constrained by the vol-
umes of mail items and speed requirements for deliveries. It must be noted that the centralisa-
tion and reduction of sorting facilities do not necessarily benefit the environment because this
process may involve longer transportation distances. Moreover, growing parcel volumes drive
the need for more sorting facilities.

In terms of sorting machinery, the environmental impact is relatively proportional to the num-
ber of items and sorting rounds, as more items and rounds increase the need for machines and
electricity consumption. This means that the environmental impact per letter or parcel from
sorting is likely to stay relatively constant when volumes change. Moreover, growing parcel vol-
umes may allow for investments in more efficient machines.

For example, postal operators may collect letters from public mailboxes in relation to delivery. If so, the extra distance
driven to make the collection is normally small compared to e.g., the distance driven to deliver letters to some remotely lo-
cated households.

201



The sorting process is usually not regulated in the USO, but certain requirements may affect the
way the USP organises its operations. For example, since 2018, the Norwegian USP, Posten, has
no longer been required to offer overnight letter mail services. This enables Posten to geograph-
ically centralise its sorting process. This is likely to have reduced the environmental impact of
sorting because Posten needs fewer sorting centres and has started using more efficient sorting
machines. The higher environmental footprint linked to longer transport distances with fewer
sorting centres is outweighed by the reduction of transport linked to delivery when mail no
longer must be delivered over night.

. Transportation of mail to/between/from sorting centres (so-called “linehaul transportation”)

cannot be electrified and generally involves transportation based on fuels with a significant envi-
ronmental impact, such as diesel. In addition to the type of fuel used, one main driver of the im-
pact of transportation is distance. For this reason, postal operators in small countries with many
densely populated regions have relatively low environmental impact per item compared with
postal operators in large countries with several sparsely populated areas. Another important fac-
tor is the number of items transported at the same time, which is inversely related to the size of
the items. This is one of the reasons why parcels have a much larger impact than letter mail.
This also means that declining mail volumes are likely to increase the impact per mail item. An-
other important factor is the type of vehicle and fuel used for transportation.

Most of the postal items in this step of the value chain are transported via roads. Road linehaul
transportation has one of the largest environmental impacts in the postal value chain in terms of
GHG, see Figure 92. For instance, La Poste reported that the highest impact on the environment
comes from road linehaul transport. In 2018-2020, La Poste’s CO2e emissions from road line-
haul transport increased from 675 to 912 thousand tons and comprised 48 per cent of total
transport emissions in 2020 (compared to 36 per cent for last-mile delivery/ collection and 15
per cent for air cargo).=s

In geographically large countries, where air-based transportation is used to transport mail items
quickly, strict USO requirements on delivery speed may cause a significant environmental im-
pact. For example, this was the case in Norway before the reduced requirement on overnight de-
livery, which enabled Posten to cancel almost all of its air-based transportation and shift to
land-based transportation. This has significantly reduced both transportation costs and the en-
vironmental impact.

Last-mile delivery is an activity with potentially significant environmental impacts. This is also
why many postal operators have invested heavily in finding alternative means of transport and
electrifying their last-mile delivery fleets. Among the main drivers of the environmental impact
of last-mile delivery are the distance and frequency of delivery. The more frequent the deliveries,
the larger the total travel distance linked to last-mile delivery. Several factors affect the magni-
tude of the environmental impact caused by last-mile deliveries. First, the travel distance is nat-
urally smaller in densely populated regions than in sparsely populated regions. Secondly, the
environmental impact of delivery depends largely on the type of vehicle and fuel used. For in-
stance, delivery using electric vehicles, bicycles, or walking significantly reduces the impact.
However, in most countries, fossil-fuelled vehicles are still used for a substantial share of the
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travel distance. In addition, the impact per mail item increases with declining letter mail vol-
umes, as fewer letters are delivered over the same travel distance. The reason is that a mail car-
rier needs to pass households that do not receive mail on a particular delivery day to reach the
households, for which there is mail, further along the route.

In some cases, the USO requirement to deliver mail items to each household and business every
weekday, as is the case in most European countries, may result in having more deliveries than
what the USP would choose to do if not for the directive of the USO. Hence, the USO may have a
significant environmental impact resulting from last-mile deliveries.

To sum up, most emissions in the postal value chain stem from transport and energy use in build-
ings. For example, based on our estimation of the distribution of the carbon emissions of leading
Nordic postal operators, we found that 85 per cent of CO- emissions are related to transport and
buildings, see Figure 92.

Figure 92
Distribution of carbon emissions for leading Nordic postal operators
Tonnes per mEUR (Abs., % of total)

33%
138
45
2 [ ]
Shipping (long Arr fransport (long Road fransport Retailers, warehouses, Postal operator's Total
and short haul) and short haul) (primary last and sorting centres offices,
mile delivery) post offices, etc.
Note: Presented at the Copenhagen Economics’ annual Postal and Delivery conference, 11 May 2021. Emis-

sions from postal operator’s offices (e.g., headquarters) and post offices (accounting for 33% of total emis-
sions in the figure) are stemming purely from heating buildings. Emissions from warehouses and sorting cen-
fres stem from e.g., using electricity for machinery, in addition to heating.

Source:  Copenhagen Economics EEIO-model based on Danish Statistical Office Input- / Output-data data and
CO2-multiplicators

5.2 MEASURES TAKEN BY POSTAL AND DELIVERY
OPERATORS TO MITIGATE THE NEGATIVE IMPACT ON
THE ENVIRONMENT

Climate change is one of the biggest challenges of our time. In recent years, citizens and govern-
ments have become increasingly focused on the topic and are requesting sustainable solutions in
our everyday lives. Consequently, different goals have been designed at international and national
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levels to reduce our impact on the environment. For the same reason, companies are pushed to op-
erate more sustainably across sectors and sustainability has made it to the top of the agenda for
many CEOs globally.

Postal operators and alternative delivery providers, who have held a key position throughout the
Covid-19 pandemic, play an important role in reducing carbon emissions, particularly in a world of
growing e-commerce where transport of the goods bought online to the final consumer is an essen-
tial element. This is also apparent from the study the European Commission has commissioned on
the environmental impact of the e-commerce delivery chain. According to a recent study commis-
sioned by Amazon, e-commerce has more of an opportunity to reduce emissions than physical retail
as offline retail causes 1,5 to 2,9 times more CO- emissions than online retail. Still, it is important to
understand how postal and delivery operators contribute to global carbon emissions — and what
different stakeholders can do to contribute to the green transformation of the postal sector.
According to the Postal Sector Sustainability Report for 2019 prepared by the IPC, postal operators
as part of the Environmental Measurement and Monitoring System (EMMS) have, since 2008,
saved 17.1 million tonnes of carbon emissions (see Figure 93). Operators have invested in several
different initiatives for decreasing carbon emissions, from greening their fleet to developing com-
mercial agreements.

Figure 93

Scope 1 and 2 carbon emissions reported and accumulated savings compared with
the baseline

Carbon emissions, million tfonnes

1716 17 21 23 L5 23 17.1M

TONNES SAVED

N W R v N 0 N0

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Il Carbon emissions reported [fonnes)
Carbon emissions saved from baseline (tfonnes)

Source: IPC Postal Sector Sustainability Report, 2019.

Operators are working to integrate new environmentally friendly reforms into their value chains to
encourage decarbonisation in their delivery. These reforms typically focus on (i) setting emission
targets for their own (Scope 1 and 2) and subcontracted (Scope 3) initiatives, (ii) using renewable
energy in buildings, and (iii) renewal and electrification of the delivery fleet.
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5.2.1 Setting emission targets

To limit their environmental impact, many postal operators set environmental targets for their op-
erations, see Box 28. We find that more operators focus on their own operations, i.e. Scope 1 and 2
emissions (17 out of 20 operators), than on subcontracted work, i.e., Scope 3 emissions (10 out of 19
operators); see Table 77.

Table 77
USPs setting environmental targets
Do you set any environmental targets for your opera- Do you set any environmental targets for sub-
tions? (Scope 1&2) contractors? (Scope 3)
Yes 17 10
AT, BE, DK, EE, FI, FR, DE, IE, IT, LT, NL, PT, SK, SI, ES, SE, CH BE, FI, FR, IE, IT, LT, NL, PT, ES, CH
No 3 9
BG, LU, MT AT, BG, DK, EE, HU, LU, MT, SK, SE

Source:  CE Survey of USPs.

Box 28 IPC members setting environmental targets

The IPC members have been committed to the “science-based” target (SBT) since 2017 to limit
global warming to 2°C compared to the pre-industrial temperatures. This commitment entails a
minimum reduction of emissions by 20 per cent per letter and parcel delivery by 2025 when
comparing it to the base year of 2013. This goal relates to scopes 1, 2, and 3 emissions. The IPC
also recommends that its member postal operators submit their individual targets to the Sci-
ence-Based Targets initiative for the official quality check, which many of them do.

One example of a postal operator working closely with SBT to achieve its fargets is PostNord.
The postal provider is following the target of achieving fossil-free fransport by 2030. To manage
this, it has established two intermediary targets on the road to the overall goal. These inferme-
diary targets are to decrease the CO2 emissions by 40 per cent by 2025 compared to 2020 and
to have zero emissions for last-mile delivery by no later than 2027. In 2021, a comprehensive
study was carried out on how to continue the fransition to achieve the new climate goal of fos-
sil-free delivery by 2030. The targets were submitted to Science-Based Targets for review and
approval is expected in the first half of 2022.

Source:  CE Survey of USPs, PostNord Annual and Sustainability Report (2021), SCIENCE-BASED TARGETS CASE
STUDY: INTERNATIONAL POST CORPORATION.

5.2.2 Developing environmentally friendly delivery operations

Operators are working to integrate new environmentally friendly reforms into their value chains to
encourage decarbonisation in their delivery. As a result, many operators (12 out of 24) have re-
ported that the share of green last-mile deliveries is above 50 per cent (see Table 78). For instance,
in three countries (DK, NO, SE), more than 50 per cent of all last-mile deliveries are made using
electric vans/cars.
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Table 78
Lower bound estimate of green last-mile deliveries

SHARE OF ALL LAST-MILE NUMBER OF COUNTRIES COUNTRIES

DELIVERIES

0-29% 9 AT, BE, HR, EE, FI, IT, PT, SI, CH
30-49% 3 HU, IE, PL

50%-69% 6 BG, CZ, FR, LI, MT, ES

More than 70% 6 DK, LU, NL, NO, SK, SE

Note: Green deliveries include delivery by foot, bicycle, electric bicycle, and electric van/car. Deliveries by
subconfractors are not taken into account.
Source:  CE Survey of USPs.

The most common form of environmentally friendly delivery transport is the use of electric vans
and cars, see Figure 94. The vast majority of operators have stated that they use this option for their
last-mile delivery. Of these operators, about a third stated that they use electric vans and cars for
more than 20 per cent of their delivery routes. In addition to using electric vans and cars, primarily
for letter delivery, operators also use delivery by foot, bicycles, and electric bicycles.

Figure 94

Environmentally friendly modes of transport that have been implemented for last-
mile delivery

Number of USPs

2L 19 20 19
Electric Electric bicycles Delivery by foot Bicycles
vans/cars
M in planning
implemented
Note: The figure includes responses from 24 countries: AT, BE, BG, HR, CZ, DK, EE, Fl, FR, HU, IE, IT, LI, LU, MT, NL, NO,

PL, RO, SK, SI, ES, SE, and CH. Respondents did not necessarily respond to all questions.
Source:  CE Survey of USPs.

Below we provide two case studies of operators’ initiatives to develop environmentally friendly de-
livery models, see Box 29 and Box 30.
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Box 29 Initiatives to increase the number of electric vehicles (EVs) in Austria, Ire-
land, and Switzerland

Austrian Post, An Post, and Swiss Post are EV100 members. EV100 is a global initiative bringing
together companies committed to switching their owned and contracted fleets up to 7,5t to
EVs and installing charging infrastructure for their employees.

First, in 2022, Austrian Post operated the largest fleet of EVs within Austria (2462 EVs) and is com-
mifting to switch its entire fleet of more than 8,500 vehicles to EVs by 2030, resulting in a carbon-
free delivery process.

Second, in 2021, An Post operated 1,010 EVs, 155 e-trikes, and one 7,5 tonne electric truck, with
plans to increase the electric fleet fo 2,000 EVs by 2022. In addition, An Post has over 1,300 EV
charging points, making it the largest private electric vehicle charging network in Ireland. In
2021, the postal provider managed to attain zero-emission delivery status in all of its major cit-
ies. Being a member of EV100, An Post is planning on transitioning its fleet of 3,600 vehicles to
zero emissions by 2030.

Third, in 2021, Swiss Post operated 6,000 electric scooters and 260 electric delivery vans for
emission-free delivery of letters and parcels. These electric vehicles run on “nature-made-star”-
certified eco-electricity from Switzerland, meaning that Swiss Post’s EVs are 100 per cent pow-
ered by renewable energy. If market supply and real estate conditions allow, Swiss Post wants
to switch 4,600 delivery vans and 180 service vehicles to EVs by 2030.

Source:  CE Survey of USPs, Austrian Post Sustainability Report (2021), An Post Sustainability Report (2021), Swiss
Post Annual Report (2021), EV100 website, available at: https://www.theclimategroup.org/ev100-
members.

Box 30 Examples of environmentally friendly delivery methods of postal providers

e Belgium: Implementation of an eco-driving system to reduce the average consumption of
delivery vehicles

e Finland: Implementation of delivery vehicles that run on renewable fuels such as liquified bio-
gas or renewable diesel

o Croatia: Implementation of delivery vehicles that run on compressed natural gas (CNG)

o Netherlands: Implementation of 513 three-wheeled e-scooters in addition fo electric delivery
vans for emission-free last-mile delivery

Source: CE Survey of USPs, Annual Reports.

5.2.3 Using renewable energy in buildings
An additional aspect of decarbonisation that postal operators are improving upon is the reduction
of their buildings’ environmental footprint. According to the IPC, the emissions generated by the
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postal operators’ buildings account for 45 per cent= of their total CO2e2# output.>s Following their
ambitious environmental goals, improvements on several levels have to be made. A sustainable en-
ergy approach is that of energy saving, energy efficiency, and renewable energy sources.

Box 31 Initiatives to reduce the buildings’ environmental footprint in Ireland

An Post has taken steps to improve its energy and environmental performance in its property
portfolio. Following the company’s commitment to reducing electricity use within its buildings
by 40 per cent by 2022, it continues to install heat controls on top of the 142 that are already
installed. So far, An Post has managed to reduce its electricity use by 32 per cent. An addi-
tional option for energy reduction is the implementation of energy-efficient lighting. An Post is
planning on changing all lighting in its building portfolio by the end of 2022 and has so far com-
pleted this process in 78 per cent of its buildings.

Next to energy reduction, An Post is also committed to using renewable, clean energy. For this
reason, 100 per cent of its electricity needs are purchased from certified renewable sources.
In addition, An Post is also investing in solar panels, insulation, and smart energy management
systems to retrofit all its properties to a minimum of a BER B3 standard.

Source: CE Survey of USPs, An Post Sustainability Report (2021).

Box 32 Initiatives to reduce the buildings’ environmental footprint in France

La Poste Groupe has implemented a sustainable real estate policy. One major implementation
helping to reduce the building’s environmental footprint is the source of its electricity. Since
2016, La Poste has been purchasing 100 per cent of its energy requirements for La Poste Immo-
bilier from renewable sources through guarantees of origin. The group has set itself the broader
target to source 100 per cent of its electricity needs for all group sites, the parent company,
and all its subsidiaries from renewable sources by 2025. In addition to only buying renewable
energy, La Poste Immobilier also manages 51 photovoltaic power plants, which are situated on
the roofs and shades of logistics platforms.

Another important aspect of the sustainable real estate policy is energy-efficient buildings. The
sustainable real estate approach deployed by La Poste Immobilier makes it possible for build-
ings fo obtain environmental certifications and labels during their construction, renovation, or
during their use. In 2019, La Poste certified 196 buildings with an ISO 50,001 certification. This
certification attests to responsible and reasoned energy consumption management of build-
ings. The certified buildings represent 16,4 per cent of the energy consumption of La Poste Im-
mobilier’s heritage buildings.

Source: CE Survey of USPs, La Poste Groupe CSR Report (2021).

217 We note that this percentage varies from country to country. For example as mentioned in Section 5.1.1. La Poste’s buildings
represent 15 per cent of their energy consumption.

218 Carbon dioxide equivalent or CO2e means the number of metric tons of CO2 emissions with the same global warming po-
tential as one metric ton of another greenhouse gas.

219 'We note, however, that many postal operators do not report Scope 3 emissions from outsourced activities. We find that
Scope 3 emissions (which mainly include transport activities, but can also include outsourced post offices) are taken into
account, Scope 3 emissions contribute most of total carbon emissions (on average 61%), see Figure 89.
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Box 33 Examples of energy-efficient improvements and the usage of renewable
energy sources in buildings

o Austria: Installing efficient heating and warm water systems

e Estonia: Installing solar panels on their new logistic centres

o Germany: Installing energy-efficient light bulbs in their buildings

e Lithuania: Using only green energy in all their buildings

e Netherlands: Certification of buildings with Environmental Management Systems such as
ISO14001

e Poland: Conducting regular energy audits to assess the company’s heat efficiency, electric-
ity, and fuel consumption

Source: CE Survey of USPs, Annual Reports.

5.2.4 Main drivers to reduce the environmental footprint

There are many drivers in operators’ sustainability initiatives. When asked which drivers had the
greatest impact, operators identified that corporate social responsibility and businesses’ environ-
mental concerns were the most important drivers. That being said, customers’ environmental con-
cerns and stricter regulations also play a role in encouraging sustainable behaviour, see Figure 95.

Figure 95
Main drivers for reducing the environmental footprint
Average ranking on a scale from 1 (low) to 10 (high)

Corporate social Businesses’ Consumers' Stricter regulations Competitive Cost savings
responsibility environmental environmental advantage
concems concerns
Note: Respondents were asked to indicate a score from 0 to 10 (where 0 is no impact and 10 is very high im-

pact). The figure includes data from the following 23 countries: AT, BE, HR, CZ, DK, EE, FI, FR, DE, HU, IE, IT, LT,
LU, MT, NO, PL, RO, SK, SI, ES, SE, and CH.
Source:  CE Survey of USPs.

Based on our surveyed operators, the main drivers to reduce the environmental footprint in the
postal and delivery value chain are as follows:

First, the overarching trend of corporate social responsibility encompasses both environmental and
social aspects of our communities. To illustrate this trend, An Post stated that “sustainable living
means decent work, good climate, biodiversity, innovation to improve our world, financial inclu-
sion, and fairness. It is about making sure that we do all we can to improve this country and leave
a mark we are proud of.” Moreover, according to CTT Portugal, fighting climate change is in their
direct interest: “Climate change affects the company's costs, revenues and reputation, playing a

299



Jfundamental role in the definition of its strategy.” Because of its broad definition, it is not surpris-
ing that most operators selected corporate social responsibility as the most important driver to re-
duce their environmental footprint. Further points help us unpack individual drivers influencing
operators’ decisions.

Second, business customers are increasingly interested in carbon-neutral/more efficient deliveries
too, based on the responses provided by many USPs. As a result, Posten Norge, for instance, sets a
clear direction for sustainable deliveries in its strategy: one of three strategic goals is to be the best
at sustainable value creation by being the greenest logistics services provider.

Third, private consumers’ environmental concerns are increasing over time, as indicated by USPs
in Estonia and Norway, which, according to the Slovakian USP, is particularly important to the
younger generation. As a result, in some countries, such as Ireland, public tenders for postal ser-
vices already include specific requirements for environmental sustainability.

Fourth, as a result of changing private and business customers’ expectations, environmental perfor-
mance is becoming an increasingly important aspect of the operators’ competitiveness. According
to Posten Norge, placing greater emphasis (importance) on environmental performance, especially
in public procurement, helps to ensure a more predictable framework and access to incentive
schemes.

Fifth, according to our surveyed operators, the importance of regulations in driving environmental
performance varies. On the one hand, some operators are not affected by regulations in this sphere,
either because there are very few regulations (e.g. Estonia, Portugal), or because they are the first
movers in terms of sustainability in the postal sector and, hence, are often ahead of regulations (e.g.
Ireland and Spain). For instance, CTT Portugal noted that fighting climate change is in their direct
interest: “[i/n most cases, the influence of the topic derives from the commitment to adaptation to
climate change and potential financial gains, more than from the response to compliance with le-
gal and regulatory obligations”. On the other hand, some operators do feel the regulatory (and/or
policy) pressure to become greener. For instance, Lithuanian Post noted that the pressure to be-
come greener is coming not only from the regulation but also from its shareholder (the Ministry of
Transport). Also, Posten Norge expects stricter regulations in the future.

Lastly, although most of the operators ranked cost savings as being the least important driver for
reducing environmental footprint, many operators agreed that reducing their environmental foot-
print often goes hand in hand with cost efficiency improvements. For instance, An Post has under-
taken projects such as lighting upgrades, which have resulted in savings that can be invested into
new sustainability projects. Posten Norge noted that although, currently, fossil-free transport re-
quires significant investments (i.e., is not cost-effective in the short term), it may become cost-effec-
tive in the long term due to the declining cost of fossil-free vehicles and the increasing range of bat-
tery technology. This is also supported by Correos Spain, which notes that, currently, the purchase
of electric vehicles is still more expensive than vehicles that use fossil fuels.

5.3 CHALLENGES TO ACHIEVING CARBON NEUTRALITY

Although there is a general aspiration across postal stakeholders to reduce carbon emissions, sev-
eral economic challenges related to climate change and sustainable solutions make it difficult for
postal and delivery operators to transform and implement green solutions. This section discusses

300



these challenges and is structured as follows. First, we observe the main obstacles preventing the
green transition of the postal sector. Second, we assess the impact of the USO on operators’ incen-
tives and ability to reduce their environmental footprint. Third, we provide high-level recommenda-
tions for the green transition of the industry.

5.3.1 Main obstacles preventing the green transition of the postal
sector

In a recent paper, presented at the 29th conference on postal and delivery economics,>>° we identi-

fied two main economic challenges preventing the green transition of the postal sector:

First, carbon emissions are a negative externality. This implies that a situation with no or low levels
of emissions is not a commercially viable solution on its own. However, decarbonisation requires
significant investments.

Decarbonising low-carbon long-haul transport will be increasingly crucial to reduce the environ-
mental impact of transport. Technology piloted and refined for the last mile is being gradually re-
configured to meet the different needs of long-haul operations. High power charging technology is
still being developed and standardised. Battery developments and declining costs have put electric
vehicles firmly in the driving seat in the near term, and hydrogen is on the cusp of realising its po-
tential as a viable alternative. In addition, introducing electric vehicles for aviation ground opera-
tions by working with airports and airlines creates the opportunity for operators to reduce their car-
bon footprint in the midterm.z=

When asked which obstacles were preventing operators from achieving carbon neutrality, many re-
sponded that the greatest obstacle is the high financial cost of investing in green alternatives, see
Figure 96. In particular, many operators identified that the cost of electric vehicles is quite high, es-
pecially when compared to traditional vehicles, which is seen as a major challenge for operators’
sustainability efforts.

Second, asymmetric information in the delivery value chain leads consumers, retailers, and delivery
operators to make suboptimal decisions regarding environmental sustainability. As a result, many
delivery operators cannot recoup the investment costs of sustainable solutions (e.g., the purchase of
electric vehicles) because, although consumers may value sustainability very highly, their willing-
ness to pay does not often match the increased cost (i.e., consumers still choose the cheaper,
browner option for delivery). Therefore, although delivery operators and consumers want to reduce
emissions, the economic and sustainable choice and business model is often not a commercially via-
ble solution on its own. A part of this challenge is linked to the fact that delivery operators are not
often able to control the price of delivery that e-retailers charge the consumer.

At the same time, many operators have acknowledged that this challenge is likely to decrease in rel-
evance going forward as green alternatives become the norm and therefore become cheaper.

220 Available at: https://fsr.eui.eu/event/29th-conference-on-postal-and-delivery-economics
221 TPC Global Postal Industry Report 2021, p.61.
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Figure 96
Main obstacles to the green transition
Average ranking on a scale from 1 (low) to 10 (high)

Financialresources Lack of green Inertia
altematives

Note: Respondents were asked to indicate a score from 0 to 10 (where 0 is no impact and 10 is very high im-
pact). The figure includes data from the following 25 countries: AT, BE, BG, HR, CZ, DK, EE, FI, FR, DE, HU, IE,
IT, LT, LU, MT, NL, NO, PL, RO, SK, §I, ES, SE, and CH.

Source:  CE Survey of USPs.

5.3.2 Impact of the USO on the environmental footprint

Postal regulation, such as the USO, puts certain restrictions on universal postal service providers,
some of which might result in a larger environmental impact than if the regulation was not in place.
The vast majority (15 out of 18) of operators have stated that the requirements outlined under the
universal service in their country are among the challenges that are constraining their ability to re-
duce their environmental footprint (see Table 79).

Table 79
USPs report that the USO constrains their ability to reduce their environmental
footprint

Is the USO constraining your ability to adapt and reduce your environmental footprint?
Yes (15) AT, HR, CZ, EE, DE, HU, IE, IT, LT, MT, NL, NO, PT, ES, CH
No (3) FR, SK, SI

Source:  CE Survey of USPs.

Based on our survey of USPs, we identify three overarching challenges to achieving carbon neutral-
ity posed by the USO. In economic terms, these challenges can be categorised as productive, dy-
namic, and allocative efficiency:

“Allocative efficiency requires that output be at the appropriate level. Productive efficiency re-
quires that such output be produced in the least expensive way given the available set of technolo-
gies. Dynamic efficiency refers to the improvement over time of products and production tech-
niques”.?2

222 Cabral (2000), p.28.
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Productive efficiency

As with allocative efficiency, pricing decisions also affect the incentives for efficient service provi-
sion in the market.223 Cost-efficient production of services means that postal services are produced
at the lowest possible level of costs. Specifically, economists refer to this as productive efficiency.
The same concept can also be applied to environmental efficiency. Environmentally efficient pro-
duction of services means that postal services are produced at the lowest possible level of GHG
emissions. Productive efficiency depends on outcomes at both the firm level and industry-wide
level.

At the firm level, productive efficiency is obtained when operators (i) use an optimal combination of
inputs (e.g. labour force, equipment); and (ii) reduce any sources of x-inefficiency, i.e., it makes
each input (labour, machinery) as productive as possible, for instance, via retraining, reorganisa-
tion, or equipment updates.

The universal service obligation requires the USP in each country to deliver certain services at a cer-
tain standard. This means that the USO may cause an environmental impact if it requires the USP
to offer other services or structure its operations differently than it would have done without the
USO'’s directive. We find that the main causes for higher GHG emissions linked to the USO are due
to speed, frequency, and geographical coverage requirements.

First, in terms of speed requirements, several operators mentioned high-speed requirements (in
terms of D+1 service level and/or quality of service targets) as an important factor constraining
their ability to reduce their environmental footprint. For instance, operators stated: “Rules for letter
transit times (80 per cent D+1) require transport of letters by air for some relations” also “our cur-
rent USO is circa 98 per cent for next day deliveries”.

Second, delivery frequency requirements (delivery every day), in light of declining letter volumes,
also lead to a greater environmental footprint. For instance, one operator stated: “Current USO re-
quirement for letter mail delivery, i.e., every other day to recipients’ premises, is a significant con-
straint.” Also, “If we could, we would optimize the frequency of our deliveries/pickups (reduce it so
it would still meet the needs of our customers but would be less frequent than it is required now)”.

Third, in terms of geographical coverage requirements, operators identified that delivery to remote
areas is one of the aspects of the USO that is constraining environmental sustainability the most,
see Figure 97.

223 This is acknowledged, for USO services, by the Postal Services Directive, in which Article 12 states that “prices shall be cost-
oriented and give incentives for an efficient universal service provision”.

303



Figure 97

Aspects of the USO that constrain USPs’ ability to adapt and reduce their environ-
mental footprint

Experienced importance of each aspect, on a scale from 1 (low) to 10 (high)

Lefters

Speed of letterdelivery

Frequency of letter delivery

Transit fime farget (QoS target) for lefter delivery
Inclusion of bulk lefter delivery delivery in the USO
Parceis

Frequency of parcel delivery

Speed of parcel delivery

Transit fime farget (QoS farget) for parcel delivery
Inclusion of parcel delivery in the USO
Geographical coverage

Delivery to remote areas

Postal network: Definition of what consfitutes an access point

Postal network: Density requirements

Source:  CE Survey of USPs. Based on responses from 19 countries.

Dynamic efficiency

Dynamic efficiency refers to the improvement of a firm’s production over time. In other words, in-
novations in how services are delivered and what services are offered. To innovate, firms require in-
vestments and, therefore, dynamic efficiency is linked to incentives to invest.

Furthermore, most postal operators have considered or are considering now to engage in complex,
large-scale restructuring processes (also, concerning environmental sustainability, as reported in
Section 5.2), which require considerable investments. The essence of these reorganisation projects
is to pursue dynamic efficiency by changing the processes, machinery, and employee base of the
firm. Since changing polluting vehicles to electrified fleets requires considerable investments, this is
one of the key considerations for operators.

In postal markets, dynamic efficiency ensures that postal services are being (environmentally) effi-
ciently provided and used not just in the present day but also in the future. Given the substitution
trends outside of the postal market, the sustainability of the postal sector overall will require contin-
ued innovative thinking. Moreover, the flow and pattern of mail items are expected to continue to
vary over time — due to shrinking letter volumes but also to a greater take-up of e-commerce pack-
ages and parcels. Further waves of large-scale investments could be necessary for postal operators
to maintain the optimal design of their network over time. Thus, the viability of postal services is
likely to depend on innovative thinking and on the ability of postal operators to apply innovations in
response to market evolutions.

As a result, if the USO presents obstacles to investment and innovation by postal operators, it risks
reducing dynamic efficiency. We find that some operators identified an apparent conflict between

green initiatives and USO requirements, which affects their incentives to invest in greener services.
Firstly, if the affordability criteria within the USO reduce operators’ abilities to recoup their invest-
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ments in greener solutions, this may be an important obstacle to achieving carbon neutrality. Sec-
ondly, some operators identified that universal services have low profitability (or are even loss-mak-
ing), which further reduces their financial capacity and ability to attract investments: “We gain no
profit from the USO thus we cannot invest in green sustainability”.

Allocative efficiency

Users of postal services (e.g. e-retailers) make numerous decisions such as what service and quan-
tity to purchase, whether to send parcels to home addresses, or whether to send to parcel lockers.
These decisions are determined by the prices in place.

Economists define this as “first best” — a scenario of allocative efficiency where i) a firm’s produc-
tion involves no fixed or joint and common costs, and ii) the prices reflect the marginal costs of the
service provision. Here, the firm’s and customers’ decisions lead to (first best) allocative efficiency.
Thus, environmentally efficient use of postal services is obtained when operators produce the right
services and senders make optimal use of the postal network in place. In other words, the optimal
amount of services are produced and consumed.

In this first-best scenario where there are no fixed or joint and common costs, choices made by
postal users will not be efficient for society as a whole if prices differ from marginal costs. For exam-
ple, a sender might send parcels for home delivery rather than sending them to parcel lockers if the
price of the home delivery service does not reflect the cost of its provision. However, in the real
world, a high share of the costs incurred in the provision of postal services is joint and common
costs. Economists define this situation as “second-best”. In this case, joint and common costs must
be allocated to products and services in such a way as to yield the greatest possible efficiency. Thus,
setting prices at marginal cost is not consistent with (second-best) economic efficiency. In a nut-
shell, economic theory calls for each product to be priced to reflect the customers’ price sensitivi-
ties in that product market.?2* Products subject to higher price sensitivity should cover a smaller
share of the joint and common costs, while products subject to lower price sensitivity should cover a
larger share of joint and common costs.225

If the tariff regulation within the USO leads to prices set below market optimal level (based on cus-
tomers’ price sensitivities) for less environmentally friendly delivery services, then it may cause
overconsumption of such services. This, in turn, would have a negative impact on the environment.

5.3.3 Conclusions

As discussed in this chapter, despite significant efforts and investments in green solutions, growing
parcel volumes create challenges for postal operators to reduce their environmental footprint.
Hence, a true green transition of the postal and delivery sector depends on broad involvement of all
players driving the change in this industry.

First, postal operators should continue greening their delivery fleets, improving energy efficiency in
buildings, fostering transparency on their environmental footprint (e.g. through Scope 1—3 emis-
sions reporting), developing partnerships on reduced packaging, and long-haul/cross-border fleet
optimisation (through partnerships).

224 Tirole (1988), p. 70.
225 In a purely monopolist context, Ramsey pricing has been identified as optimal (given the second-best circumstances), since
it ensures an efficient recovery of joint and common costs across multiple products. See, for example, Jamison et al. (2008).
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Second, postal regulators may consider providing sufficient flexibility to USPs—within the mini-
mum requirements set out in the Postal Services Directive—to adjust their operations, in particular,
reducing the postal network density, speed of delivery (which may reduce the need for overnight air
transport), and delivery frequency.

Third, policymakers may consider creating market mechanisms (e.g. ETS and CO- taxes), which
may help close the gap between relatively high costs of greener solutions and consumers’ low will-
ingness to pay. Moreover, other tools to support green transition in the postal sector include subsi-
dies to drive technological development, grid infrastructure investments (e.g., relevant for electric
vehicle charging), the development of green certificates, and rewarding green postal practices.

Fourth, partners in the extended value chain, e.g. envelope, packaging manufacturers, and e-retail-
ers should continue to drive reduced packaging initiatives (i.e. less air in parcels) as well as foster
transparency on the environmental impacts throughout the value chain.

Lastly, end consumers can also contribute to the green transition by demanding and paying for

green alternatives. This, in turn, is likely to create incentives for e-retailers to offer and allow cus-
tomers to choose greener delivery solutions.
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CHAPTER 6
THE IMPACT OF THE COVID-19 PANDEMIC

ON THE POSTAL SECTOR

The event that had the greatest impact on the world between 2017 and 2021 was the global pan-
demic caused by Covid-19 and the subsequent measures taken by governments around the globe.
The World Health Organization declared the outbreak a Public Health Emergency of International
Concern on 30 January 2020 and a pandemic on 11 March 2020. At that time, most people were
asked to work and attend school from home.

Like many other sectors in the economy, the postal and delivery sector was impacted by the Covid-
19 pandemic through changes in consumers’ purchasing habits and user needs and through bottle-
necks and challenges in delivering during the peak of the pandemic. The most important, and po-
tentially long-lasting, impact of the Covid-19 pandemic is that it accelerated and reinforced existing
trends of increasing demand for e-commerce parcel deliveries and declining demand for letters.

In this chapter, we study the impact of the Covid-19 pandemic on the postal sector, including postal
regulators, operators, and users. We summarise policy and operational changes that were imple-
mented to cope with the constantly evolving situation throughout the pandemic. We first cover mar-
ket developments (Section 6.1), including demand for letter and parcel delivery and the correspond-
ing financial impact for postal operators. Then we turn to impacts on the provision of postal ser-
vices (Section 6.2), including the essential role of postal and courier operators, changes in user
needs and changes in service levels. Finally, we describe operational bottlenecks and challenges in
employment (Section 6.3) that occurred because of the pandemic.

6.1 IMPACT OF THE PANDEMIC ON MARKET
DEVELOPMENTS

The Covid-19 pandemic and accompanying safety measures have changed the habits of citizens and
businesses around the world as to how they use and rely on postal and delivery services. In particu-
lar, the Covid-19 pandemic contributed to a boom in e-commerce and further declines in letter vol-
umes. The increased reliance on the postal and delivery sector for the delivery of essential items em-
phasized the importance of last-mile delivery options for consumers’ everyday lives, particularly in
times of crisis. The pandemic had several important impacts on postal and delivery market develop-
ments, including demand for letters and parcel delivery (Section 6.1.1), demand for delivery loca-
tions (Section 6.1.2), and resulting financial impacts for postal operators (Section 6.1.3).

6.1.1 Impact on demand for letter and parcel delivery
The Covid-19 pandemic reinforces developments of declining letter and surging parcel volumes that
could already be observed pre-pandemic.

First, demand for parcel delivery accelerated significantly, during the 2017-2021 period, see
Figure 98. Regardless of the severity of the lockdowns and legal restrictions throughout the pan-
demic response, delivery operators kept the economy running smoothly by allowing consumers to
continue to make purchases despite store closures. As a result, the number of parcel deliveries in-
creased sharply. The existence of parcel delivery was particularly important for vulnerable users,
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such as users in rural areas, who had even less access to essential items than those who were living
in more densely populated areas.

Figure 98

Domestic single-piece and bulk parcel volume development year-on-year 2017-2021,
Europe (10 countries)

Index 2017 = 100, average across all 12 countries

200 189
175 164
190 131 127
125 116 123
104 105
100
75
50
25
0
2017 2018 2019 2020 2021
— Domestic SP parcels Domestic bulk parcels
Nofte: Contains data from the following 10 countries: BG, HR, CZ, EE, IT, NL, NO, RO, SK, SI.

Source:  CE Survey of USPs.

Second, the trend in letter mail volume decline accelerated even further, see Figure 99. While
the parcel sector was booming thanks to the lockdowns, letter mail volumes, in particular bulk mail
volumes, were declining at the same time. Since many organizations and businesses switched to a
work-from-home environment, many letter mail communications came to a near halt.
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Figure 99
Letter mail volume development year-on-year 2017-2021, Europe (27 countries)
Index 2017 = 100, average across all 27 countries
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Note: The figure includes data from the following 27 countries: AT, BE, BG, HR, CY, CZ, DK, EE, FR, DE, EL, HU, IE, IT,

LV, LT, LU, MT, NL, PL, PT, SK, SI, ES, SE, CH, and the UK. 2021 is an estimate.
Source:  NRA reporting on domestic letter mail volumes.

This picture is confirmed by the perceptions of universal service providers (USPs) of developments
in the demand for letters and parcels: when USPs were asked about how demand had changed for
letter and parcel delivery among individuals and businesses, the great majority noted a clear trend
of declining demand for letter delivery services, and 20 (86 per cent) and 17 (89 per cent) respec-
tively reported an increasing demand for parcel delivery services by individual and business cus-
tomers, see Figure 100.
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Figure 100
Change in demand for letter and parcel delivery services by individuals and busi-
nesses

Change in demand for letter and parcel delivery services, individuals
Number of USPs

20

2

Letter delivery Parcel delivery

Change in demand for letter and parcel delivery services, businesses
Number of USPs

16 17

1 1

Letter delivery Parcel delivery
Il Demand increased Demand was generally unchanged Demand decreased
Nofte: The figure contains information from the following 24 countries: AT, BE, BG, HR, CZ, DK, EE, FI, FR, DE, HU, IE,

IT, LT, LU, MT, NL, NO, PL, SK, SI, ES, SE, and CH. Note, not all countries provided answers in each category,
which is why categories do not add up to 24 responses.
Source:  CE Survey of USPs.

While we received only a few survey responses from non-USPs, these showed a similar picture.
Most responding operators found that letter mail demand either decreased or remained un-
changed=:s, while the majority perceived an increase in demand for parcel delivery.z

The key question for the coming years is whether some or all these developments have introduced
permanent changes in behaviours or whether we may see a reversal as restrictions are lifted. In
2020, a survey conducted by Ecommerce Europe still showed that in large part respondents were
confident that the growth in e-commerce caused by the pandemic would be permanent due to shifts
in public perceptions of e-commerce and changed consumer behaviour.=¢ However, the lifting of
restrictions brings consumers back into physical stores, likely slowing down e-commerce growth
compared to the first years of the pandemic. According to Ecommerce Europe, European e-com-
merce “experienced a growth in B2C turnover in 2021, despite some countries reporting lower
e-commerce sales due to the lessening of Covid-19 pandemic measures”=». From our discussions
with postal operators, it became apparent that some are already experiencing declines in parcel vol-
umes for 2022 compared to 2021. How this trend continues and its impact on postal operators,
their delivery networks, and the financial sustainability of investments made during the pandemic
remains to be seen.

226 Eight out of ten responding operators, countries covered are BG, CY, DK, HEL, PL, and EE.

22716 out of 17 responding operators, countries covered are BE, BG, CY, CZ, DK, HEL, MT, PL, EE, and ES.

228 Ecommerce Europe (2021), Impact of the Coronavirus on e-commerce.

229 Ecommerce Europe (2022), European E-Commerce Report, available at : https://ecommerce-europe.eu/wp-con-
tent/uploads/2022/06/CMI2022 FullVersion LIGHT v2.pdf, p.7.
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6.1.2 Impact on demand for parcel delivery locations

While parcel delivery was already characterised pre-pandemic by a clear move towards putting con-
sumer needs at the centre of innovation, the pandemic lockdowns further strengthened the need for
operators to increase reliability and expand delivery options that allow for limited human interac-
tion. These are pick-up and drop-off (PUDO) locations and parcel lockers, which are becoming in-
creasingly important for last-mile delivery networks.

Given the large increase in the demand for parcel delivery services, it is expected that the pandemic
will result in a change in the demand for where parcels are delivered. In 14 countries, USPs noted
an increase in the demand among individuals for parcel delivery to the door, see Figure 101. This is
likely a result of the fact that many individuals are working from home more than they were before
the pandemic, which enabled them to receive more packages at home. At the same time, 12 USPs
reported increased demand among individuals for delivery to PUDO locations and parcel lockers,
indicating a wish for less human contact.

Figure 101
Change in demand for parcel delivery locations by individuals and businesses

Change in demand for parcel delivery locations, individuals
Number of USPs

14

2

Delivery to the door Delivery to PUDO locations and parcel lockers

Change in demand for parcel delivery locations, businesses
Number of USPs

10

0

Delivery to the door Delivery to PUDO locations and parcel lockers
Il Demand increased Demand was generally unchanged Demand decreased
Note: The figure contains information from the following 22 countries: AT, BE, BG, HR, DK, EE, FR, DE, HU, IE, IT, LT,

LU, MT, NL, NO, PL, SK, SI, ES, SE, and CH. Note, not all countries provided answers to each category, which
is why not all categories add up to 22 responses.
Source:  CE Survey of USPs.

From the business perspective, countries seem split over the demand for delivery to the door. Oper-
ators in nine countries identified an increase in demand for parcel delivery to the door while opera-
tors in ten countries experienced generally unchanged demand. Again, this could be an effect of
many businesses moving their operations out of the office due to work-from-home policies. Regard-
ing PUDO locations and parcel lockers, a similar increasing demand can be observed among busi-
ness customers as among individuals.
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This overall picture is confirmed by the small sample of answers we received from non-USPszz.

We tested whether the pandemic led to changes in the distribution of letter mail volumes between
urban and rural areas. Here, USPs again seem split between seeing an increase in demand and gen-
erally noticing no change in demand in response to the pandemic, see Figure 102. This is the case
for both individual and business customers in low- and high-density areas. Again, this picture is
confirmed by the small sample of answers from non-USPs we received=s.

Figure 102
Change in demand for USP services in remote and urban areas by individuals and
businesses

Change in demand in remote and urban areas, individuals

Number of USPs 5 5

7

Delivery to remote/low density areas Delivery to urban/high density areas

Change in d dinr te and urban areas, businesses
Number of USPs
7

0

Delivery to remote/low density areas Delivery to urban/high density areas

Il Demand increased Demand was generally unchanged Demand decreased

Note: The figure contains information from the following 17 countries: AT, BE, BG, HR, DK, EE, DE, HU, IE, LU, MT, NL,
PL, SK, SI, ES, and CH. Note, not all countries provided answers to each category, which is why not all cat-
egories add up to 17 responses.

Source:  CE Survey of USPs.

6.1.3 The financial impact of the changing product mix on postal
operators
Despite initial gloomy estimates in 2020 at the start of the pandemic, available USPs’ annual re-
ports show that on aggregate and in large part operators had a profitable year in 2020 overall, see
Chapter 1 (Section 1.5.2), and the same goes for the postal segment (i.e. letters and parcels taken to-
gether). Still, some operators did see a decline in profits when compared to the previous year, 2019.
It is unclear whether there was a (transient or permanent) impact in the costs base, which is mainly
driven by employment costs. However, since many of postal network costs are relatively fixed, espe-

23016 out of 16 responding operators indicated that delivery to the door has either increased or stayed the same (countries cov-
ered are BG, CY, DK, EL, HR, MT, PL, EE, and ES); 11 out of 12 responding operators indicated that delivery to PUDOs has
increased or stayed the same (countries covered are BE BG, CY, CZ, DK, EL, HR, PL, EE, and ES).

231 13 out of 13 responding operators indicated that delivery to remote/low-density areas either stayed the same or increased
(countries covered are BG, CY, CZ, DK, and EL) while 14 out of 15 responding operators indicated that delivery to high-den-
sity areas stayed the same or increased (countries covered are BG, CY, CZ, EL, PL, and EE).
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cially in the short-term, it could be the case that the costs base was not affected in a significant man-
ner — while pre-existing mega-trends (substitution away from letter mail and higher diffusion of e-
commerce services) continue to redefine postal operators’ labour mix and service models.

For the letter and parcel segment taken together, we find that for the seven of the ten USPs for
which granular data was available, profitability increased in 2021 compared to 2020, while seven
USPs increased their profitability in 2021 relative to pre-pandemic 2019, see Figure 103.

Figure 103
Universal service providers’ profit from letter and parcel segments, 2019-2021
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Note: Operators are shown by declining EBIT margin for 2020. Definitions of letter and parcel segments vary

slightly between operators.
Source:  Postal operators’ 2020 and 2021 annual reports.

The financial sustainability of the USO has been a burning question for operators and postal policy-
makers in particular, due to the changing product mix driven by the large increase in e-commerce
demand and parcel delivery and strong declines in letter mail volumes driven by e-substitution. Alt-
hough growth in the parcel delivery segment has compensated to a certain extent for the losses ow-
ing to letter mail volume declines, the competitive pressure on parcel markets means that this com-
pensation is unlikely to be complete. Already before the pandemic, discussions about USO require-
ments in terms of product scope, delivery frequency and place of delivery, and density of the post
office network had gained prominence in many countries, see Chapter 2. The exacerbation of the
letter and parcel volume developments through the pandemic makes these questions even more rel-
evant, although the exact extent to which the impacts of the pandemic on letter and parcel volumes
will persist in the future is still unclear.
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6.2 IMPACT OF THE PANDEMIC ON THE PROVISION OF
POSTAL SERVICES

The importance of postal and courier services was highlighted during the Covid-19 pandemic re-
sponse when the post was deemed an essential infrastructure for the economy in many countries.
Lockdowns were imposed in 28 European countries, although lockdown severity, state of emer-
gency and additional legal measures varied by country, see Table 80.

Table 80
Legal measures taken by EU Member States and the UK in response to Covid-19

Country AT BE BG HR CY CzZ DK EE Fl FR DE EL HU IE IT

State of X X X X X

Emergency

Other legal X X X X X X X X X

restrictions

Lockdowns X X X X X X X X X X X X X X X

Country LV LT LU MT NL PO PT RO SK SI ES SE° UK TOTAL 28

State of X X X X X X X X 13

Emergency

Other legal X X X X X 14

restrictions

Lockdowns X X X X X X X X X X X X X 28
Note: For more details on the country-specific restrictions, please see source. *In Sweden lockdowns did not

include legal restrictions but instead relied primarily on government recommendations.

Source:  Cholodenko, M. (2021). The impact of the Covid-19 pandemic on the postal market. Challenges and
opportunities for the postal regulatory framework. Presented at the 29th Conference on Postal and Deliv-
ery Economics.

While in some countries only essential services were allowed to remain open, in other countries
business continued as usual and brick-and-mortar stores were allowed to remain open. In this sec-
tion, we cover how sector operations were impacted by these developments, concerning both the
essential nature of their services provided and potential impacts on service levels.

6.2.1 The post as an essential service
The restrictions under the pandemic increased consumer reliance on postal and delivery operators,
who became part of the essential pandemic response infrastructure.

A key restriction under the pandemic was, depending on the respective legal response, that brick-
and-mortar stores had to close in some countries. Physical stores in 18 out of 23 responding coun-
tries were closed for at least some time with some exceptions for essential services, see Figure 104.
These closures put a drastic halt to in-person shopping and are a key driver behind the increase in
demand for e-commerce services.
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Figure 104
Closure of brick-and-mortar stores during the pandemic
Number of USPs

Ml Al brick-and-mortar stores were closed for at least a period of time
All brick-and-mortar stores, except for essential services such as food and

5 healthcare were closed for at least a period of time
3 Brick-and-mortar stores have remained open throughout the pandemic
Note: The figure contains information from the following 23 countries: AT, BE, HR, CZ, DK, EE, FI, FR, DE, HU, IE, IT, LT,

LU, MT, NL, NO, PL, SK, SI, ES, SE, and CH.
Source:  CE Survey of USPs.

In contrast to brick-and-mortar stores, the majority of post offices were allowed to stay open
throughout the pandemic, although some changed their operating hours. Only six out of 25 opera-
tors responded that post offices closed for some time during the pandemic, see Figure 105. Sickness
of employees and the conversion of post offices to comply with health regulations are among the
reasons named for these post office closures or changed opening hours.

Figure 105

Closure and opening hours of post offices during the pandemic
Number of USPs

M Post offices closed for a period of time
Post offices remained open with changed opening hours
Post offices remained open with normal opening hours

Note: The figure contains information from the following 25 countries: AT, BE, BG, HR, CZ, DK, EE, FI, FR, DE, HU, IE,
IT, LT, LU, MT, NL, NO, PL, RO, SK, SI, ES, SE, and CH.
Source:  CE Survey of USPs.

The choice to keep post offices open even during such difficult times highlights the importance of
the postal network and in particular physical post offices for the functioning of communities, corre-
spondence and commerce. Postal operators play an important role in connecting individuals, cus-
tomers and businesses in more peripheral areas to more densely populated areas. During the lock-
down times, postal operators and their networks, therefore, served as an essential infrastructure
and were allowed to stay open and continue to operate. In some countries such as Belgium, postal
services were officially identified as essential serviceszs=.

Postal operators were even asked to provide, or at their initiative provided, additional services to
the public to support the country through the periods of lockdown. The helped in particular with the
social, health and educational needs of the population during the Covid-19 pandemic. For instance,

232 Cholodecki, M. (2021). The impact of the Covid-19 pandemic on the postal market. Challenges and opportunities for the
postal regulatory framework. Presented at the 29th Conference on Postal and De-livery Economics, p. 6.
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Posten Norge, developed an online grocery delivery service to enhance the functionality of an essen-
tial need during lockdownszss. Further examples are La Poste in France and CTT in Portugal, which
supported online education through computer equipment deliveries, with La Poste ensuring postal
delivery of home-schooling materials where households did not have access to online schooling.zs4

These additional services tie in with the broader social role the postal operators, and USPs in partic-
ular, play today across European societies, with operators providing services on behalf of the gov-
ernment, such as managing social security payments, providing e-health services or checking on
vulnerable people.zss

6.2.2 Changes in service levels

The pandemic can drive changes in service levels through two channels: first, restrictions and in-
creased prudence by the population may force service level changes because of both operational
challenges and changes in consumer wishes, which may impact service quality. Second, the boom in
e-commerce itself may accelerate or advance certain service level changes that would otherwise
have still occurred, but perhaps at a slower pace without the pandemic. Our findings show that, so
far, the former applies more than the latter.

The vast majority of operators did not change the level of services offered for letter and parcel deliv-
ery as a result of the pandemic, see Figure 106.

Figure 106

Changes in the service level offered as a result of the pandemic
Number of USPs
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Delivery location Delivery frequency Delivery speed Counter services

Il Changes for letter delivery Changes for parcel delivery Changes for both, letter and parcel delivery [lll No changes

Note: The figure contains information from the following 25 countries: AT, BE, BG, HR, CZ, DK, EE, FI, FR, DE, HU, IE,
IT, LT, LU, MT, NL, NO, PL, RO, SK, SI, ES, SE, and CH. Note, not all countries provided answers to each cate-
gory, which is why not all categories add up fo 25 responses.

Source:  CE Survey of USPs.

233 http://www.thepostalhub.com/podcasts/episode-212-posten-norge-grocery-delivery-parcel-lockers

234 https://express.adobe.com/page/7A0ThTwqfXgBO/ ; https://www.macommune.info/ecole-a-la-maison-distribution-de-
materiel-prevu-et-devoirs-par-courrier-postal/

235 UPU (2021). UPU guide to Postal Social Services.
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For operators that responded that they did change their services or service levels, many of these
changes were related to safety measures implemented to avoid contact:=s

o Delivery location services were adjusted to include various special protection measures,
e.g., removing the requirement for signatures, offering the possibility of delivering regis-
tered items without a proof of receipt to a mailbox of an addressee and introducing the
possibility to collect parcels at home using PIN codes (contactless). Various operators that
implemented contactless delivery stated that these services are expected to continue to be
part of the service offerings going forward.

e Counter services were adjusted to consider the protection of both customers and em-
ployees, by finding solutions to limit contact.

e  Operators saw some impacts on delivery frequency and delivery speed service levels,
often due to situations beyond their control. For example, operators were constrained by
staff shortages and other operational bottlenecks. In Spain, Correos delivered only USO
products during the first months of heavy lockdown as a result of such impacts. Operators
were challenged by increased volumes for a sustained period and longer cross-border
transit times.

In conclusion, operators report no or a limited extent of changes in the speed of delivery. One area
of continued performance challenges (beyond the control of recipient operators e.g. operators from
Eu member States) is the inbound cross-border traffic from UPU flows. These flows have been af-
fected remarkably. Indeed the UPU reported a markedly reduced traffic for cross-border inbound
packets in 2020Q3 and 2020Q4, compared to the previous year.>”

Against this backdrop, operators managed to retain or improve their quality of service level as to
delivery speed (% reliability), which is an impressive achievement. As shown in Table 35, out of 12
operators for which there is relevant evidence as to D+1 addressed mail delivery target perfor-
mance, practically all succeeded at delivering a higher or equivalent % in the year 2020, compared
to the previous year — despite the pandemic response challenges.

A corresponding reassuring evidence emerges from parcel services, where the 20 observations for
the year 2020 (combination of target priority level and country) in Table 36 show that in a majority
of cases operators have been successful in preserving service levels in year 2020, compared to 2019
(with the exception of the UK). Furthermore, in practically all those cases where the year 2020 had
marked a decrease in this indicator, this is resolved by the time the year 2021 is reached. This sug-
gest that market forces - even during the operational turbulences of the pandemic — have continued
to induce the universal service provider operators to safeguard the quality levels for parcel services.

While one could expect significant adjustments to the network of PUDO locations or parcel lockers
in response to increased e-commerce and increased consumer demand for these solutions (identi-
fied in Figure 101) as a result of the pandemic, most USPs indicated that they did not make changes

236 According to comments from USPs that reported changes to their services and/or service levels in the CE Survey of USPs.
237 https://www.upu.int/UPU/media/upu/files/postalSolutions/capacityBuilding/disasterRiskManagement/Pandemic-Re-
covery-Guide EN.PDF
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to the number of PUDO locations or parcel lockers included in their network, see Figure
107.

Figure 107

Changes in the number of PUDO locations and parcel lockers as a result of the pan-
demic

Number of USPs

1

PUDO locations Parcel lockers

M increase [l No change Decrease Other

Nofte: The figure contains information from the following 22 countries: AT, BE, BG, HR, CZ, DK, EE, FI, DE, HU, IE, IT,
LT, LU, MT, NL, NO, PL, SK, SI, ES, and CH. Note, not all countries provided answers to each category, which
is why not all categories add up to 22 responses.

Source:  CE Survey of USPs.

This suggests either that the existing networks could largely cover any increased demand for deliv-
ery to PUDO locations or that USP has not (yet) responded to that increased demand. Those USPs
that did choose to adjust their network regarding PUDO locations or parcel lockers due to Covid-19
stated an increasing demand for parcel delivery as a key driver for the changes. Some temporary ad-
justments did take place in response to the pandemic. For instance, the Estonian USP introduced
temporary PUDO locations during peak times and delivered to parcel lockers more frequently.

Nevertheless, several operators reported they increased the number of PUDO locations or parcel
lockers, not as a response to the pandemic but rather as part of their long-term expansion strategy.
These situations are not covered in Figure 107.

Currently, the availability of parcel lockers and PUDO locations, as of 2020, is highly heterogene-
ous, leaving room for expansion of particularly the parcel locker networks in large parts of Europe
in response to growing e-commerce, see Figure 108. Whether the pandemic will accelerate this ex-
pansion in the future remains to be seen.
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Figure 108
Density of PUDOs across Europe
Total number of PUDOs per 10.000 inhabitants by country

13.8
13,7
13,6
7.9

19.8

6.2.3

Gral, M., Rozycki, M., Anson, J. (2021). Out-of-home Delivery in Europe 2021
p.46. Presented at the 29 Conference on Postal and Delivery Economics.

Changes in user needs

— PUDO and Parcel lockers.

When considering users' needs for letter and parcel delivery, operators notice an increase in de-
mand among individuals for quality and speed in parcel delivery, but no changes for letter deliv-
ery, see Figure 109. A similar pattern can be seen in the demand for increased delivery frequency
although delivery frequency is mentioned less frequently.

Figure 109

Change in individual user needs: Demand for quality, speed and delivery frequency
Number of USPs

19 19
16 16
13
10 " 10
)
4
2 : 1 2 1 1
| [ | 0 0
Demand for quality Demand for speed Demand for delivery Demand for quality Demand for speed Demand for delivery
frequency frequency
Letters Parcels

mIncrease in demand No change Decrease in demand

Note:

Source:

The figure contains information from the following 23 countries: AT, BE, BG, HR, CZ, DK, EE, FI, FR, DE, HU, IE,
IT, LT, LU, MT, NL, PL, RO, SK, SI, ES, and SE. Note, not all countries provided answers to each category,

which is why categories do not add up to 23 responses.
CE Survey of USPs.

319



According to universal service operators, business user needs show a similar pattern, namely, in-

creased demand for speed, quality and delivery frequency for parcels, while letter delivery demands
remain mostly the same, see Figure 110.

Figure 110

Change in business user needs: Demand for quality, speed and delivery frequency
Number of USPs

1 1
15 6 6
10 10 '
8
/ 6
3 3 2
0 . 0 - 0 0 0 0
Demand for quality Demand for speed Demand for delivery Demand for quality Demand for speed Demand for delivery
frequency frequency
Letters Parcels
mIncrease in demand No change Decrease in demand
Note: The figure contains information from the following 23 countries: AT, BE, BG, HR, CZ, DK, EE, Fl, FR, DE, HU, IE,

IT, LT, LU, MT, NL, PL, RO, SK, SI, ES, and SE. Note, not all countries provided answers to each category,
which is why categories do not add up to 23 responses.
Source:  CE Survey of USPs.

The pandemic brought about an increase in demand for quality, speed and delivery frequency for
parcels for both individual and business customers and the introduction of new services such as e.g.
contactless delivery. Once expectations for service levels have risen and once provided with these
additional services, it is unlikely that customers’ expectations will adjust downward again following
the pandemic, raising the bar for USPs and alternative providers.
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6.3 OPERATIONAL BOTTLENECKS AND EMPLOYMENT
CHALLENGES

In the spring of 2020, many operators were faced with the challenge of quickly adapting to new de-
livery requirements, including new safety procedures, while concurrently trying to handle a large
influx of parcel volumes resulting from the lockdowns. This led to bottlenecks ranging from logisti-
cal challenges to challenges related to limited capacity within existing infrastructures. One bottle-
neck experienced by all operators was parcel delivery congestion caused by grounded flights. Since
air travel was brought to a near halt at the start of the pandemic, many packages were held up. Fur-
ther, once air transport was resumed, many operators had to handle the subsequent influx of par-
cels.

This section explores operational challenges along with difficulties regarding employment that op-
erators faced as a result of the pandemic.

6.3.1 Operational challenges and bottlenecks

Overall, 12 USPs stated they had experienced operational bottlenecks in parcel delivery as a result of
Covid-19 restrictions and the accelerated use of e-commerce, see Table 81. Some of these bottle-
necks arose due to a reduced workforce because of illness, holiday periods or insufficient (air
transport) capacity.

Table 81
Operational bottlenecks in parcel delivery of USPs due to Covid-19 restrictions and
increased use of e-commerce

COUNTRY DID THE COMBINATION OF COVID-19 RESTRICTIONS AND THE INCREASED USE OF
E-COMMERCE CREATE OPERATIONAL BOTTLENECKS IN PARCEL DELIVERY?

Bottlenecks were created by employee sick leave, preventive measures,

AT ves and the unexpected demand surge af the beginning of the pandemic.

BE No BoTTIengcks only occurred during peaks in the pandemic and the holiday
period in 2020.

BG No -

HR Yes Bottlenecks occurred during the holiday period in 2020.

Cz Yes -

DK No Despite a significant increase in volumes, no bottlenecks were faced.

EE Yes Limited supply of parcel lockers and PUDO locations. Infroduced temporary
PUDO locations. Closed post offices located in shopping centres.

FI Yes No contact and focus on safety.

FR No -

DE No -

HU No -

IE No -

LT Yes Lack of flights and limited confact with receivers in the last mile.

W Yes Lack of personnel, suspension of transport links by air, difficulties by road,

closed borders.
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MT

NL

NO

PL

RO

SK

S

ES

SE

CH

Note:
Source:

No

Yes

Other

No

No

Yes

Yes

Yes

No

Yes

Challenges with cross-border transport capacity.

Insufficient processing capacity, transport capacity, and delivery capacity.
Bottlenecks occurred during the holiday period in 2020.
Employees on sick leave reduced the size of the workforce.

Bottlenecks initially occurred due to employees on sick leave and high vol-
umes.

Countries not included did not respond.
CE Survey of USPs.

It was not just USPs that experienced operational bottlenecks as a consequence of the pandemic.

Other delivery operators were equally affected by these developments, particularly the resulting
surge in e-commerce, see Table 82.

Table 82

Operational bottlenecks in parcel delivery of non-USPs due to Covid-19 restrictions
and increased use of e-commerce

OPERATOR

ACS Cyprus

ACS Greece

CC Express Malta

Danske Fragtmand
Denmark

Det Nordjyske Me-
diehus Denmark

DHL Bulgaria

DHL Cyprus

DPD Poland

Easymail Greece

Eurosprinters Belgium

Foxpost Hungary

DID THE COMBINATION OF COVID-19 RESTRICTIONS AND THE INCREASED USE
OF E-COMMERCE CREATE OPERATIONAL BOTTLENECKS IN PARCEL DELIV-

Yes

Yes

No

No

No

Yes

No

Yes

Yes

No

Yes

ERY?

Yes, volumes increased by approximately 50 per cent, and the bottlenecks were
very intensive during the first months of the pandemic and the holiday season.

An increase of almost 80 per cent in the demand for provided services caused
problems for all courier companies in the whole production line from the first to the
last mile. That resulted in minimising the quality of offered services for at least six
months in the year 2020.

Same as usual.

The increase in parcels was handled by additional employment.

Lack of capacity due to decreased number of passenger flights operated.
n/a

More volume to handle the required speed-up of the investment process in infra-
structure, especially more process automation. Low unemployment causes a gen-
eral problem with access to labour.

The increased volumes were not absorbed by capacity in the short and medium
tferm.

Our drivers adapted well.

Some APMs were full, similar o the holiday season. We activated our BCP processes.
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Gap Akis Cyprus Yes

GLS Hungary n/a

GLS Spain Yes Heavily ir.npoct.ed by e—c.omm.e.rce hgbi‘r ch.onge'ond volume increase d.uring the
pandemic, which led fo insufficiency in coping with volume process requirements.

Hispa Post Spain n/a

Intereuropa Croatia Yes  Asharp increase in shipments; not enough suppliers.

g:j:ndicl Relay Bel- Yes  Saturation of capacity in 2021.

Overseas Croatia No

Servall Cyprus No

Taxydromiki Greece Yes Increased e-buying resulted in an increased volume of shipments.

TNT Bulgaria n/a  No information.

TNT Cyprus Yes ;Z:Zgg:m,é” issues in handling but in general normal operations were not affected

Note: Includes the answers from all non-USP respondents to the survey.

Source:  CE Survey of non-USPs.

In a short time, a smart coping strategy was required from all postal operators to manage the new

challenges of health requirements and increased volumes. Several methods to deal with the new sit-
uation were applied successfully by Swiss Post, such as processing smaller e-commerce parcels in
mail centres and increasing personnel, see Box 34.

Box 34 Swiss Post’s approach to pandemic-related operational bottlenecks

Especially in the early days of the pandemic, it was difficult for Swiss Post to process the unex-
pected large volumes. This was due not only to the high quantities but also to the restrictions

caused by the pandemic, e.g., the absence of many employees and the protective measures
in the sorfing centres and the delivery.

Unlike the shutdown period during the spring of 2020, Swiss Post was able to anticipate the high
parcel volumes in the following autumn and wintfer. Several measures were taken to cope with
the record volumes. One such measure was the processing of smaller parcels in the letter cen-
fres, totalling up to 150.000 items a day. Furthermore, and just at the right time, two regional
parcel centres opened in September and November 2020 respectively and eased the burden
on the four existing parcel centres, and special shifts in sorting cenfres made it possible for par-
cels to be sorted for up to 22 hours per day. Moreover, personnel in sorting centres and delivery
were increased by up fo 30 per cent, up tfo 400 additional delivery rounds per day were car-
ried out with around 300 extra delivery vans rented, and delivery on Saturdays was infroduced.
In addition, thanks fo a close dialogue with corporate accounts, the mail-order companies
helped in the process. They pre-sorted parcels, separated them by size and specific areas and
announced the expected volumes in advance. Small parcels were fransported to the lefter
cenftres from the outset while bulky goods were sorted at the beginning of the process.

Source:  Swiss Post answer to USP question: Did the combination of Covid-19 restrictions and the increased

use of e-commerce create operational bottlenecks in parcel delivery?
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Consequently, the pandemic and its resulting challenges can be seen as a catalyst forcing opera-
tional change. USPs identify two key drivers of operational changes as a result of the pandemic and
related measures such as lockdowns: Firstly, the most commonly named driver is a supply shortage
due to employees being unable to work because of illness or quarantine, stated by 14 USPs, see Fig-
ure 111. Secondly, 13 USPs name the increase in demand for parcel delivery as a key driver of opera-
tional change resulting from the pandemic. Six USPs voice that a reduction in the demand for letter
delivery and other obstacles in the delivery activity are change drivers.

Figure 111

Drivers of operational changes resulting from the pandemic and accompanying lock-
downs

Number of USPs

14 14
13 13
9
6 6
Demand reduction Demand increase Supply shortage due to employees Obstacles in the delivery activity
for letter mail delivery for parcel delivery in quarantine/with iliness
M vYes No
Note: The figure contains information from the following 24 countries: AT, BE, BG, HR, CZ, DK, EE, FI, FR, DE, HU, IE,

LT, LU, MT, NL, NO, PL, RO, SK, SI, ES, SE, and CH. Note, not all countries provided answers to each cate-
gory, which is why not all categories add up fo 24 responses.
Source:  CE Survey of USPs.

6.3.2 Employment challenges related to Covid-19

Challenges related to employment arose during the pandemic and the initial lockdown period. For
example, USPs adjusted the number of workers at work, workers waiting for work at home and
workers working part-time. As mentioned above, USPs noted that they experienced worker short-
ages during some of the peak delivery periods and higher levels of absentees due to sickness. Given
the worker shortage, for instance, USPs reallocated employees from less to more busy parts of the
operations. Further, various USPs observed difficulty in attracting new employees to the postal sec-
tor.

Although around half of the responding USPs (12 out of 22) felt that the pandemic impacted em-
ployment, only one of them felt that the effect would last for long, see Figure 112.
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Figure 112
Impact of the pandemic on USP employment
Number of USPs

1

Did the pandemic impact employment? Do you expect any long term effects on employment?
M ves No
Note: The figure contains information from the following 22 countries that provided a yes/no answer: AT, BE, BG,

HR, CZ, DK, EE, FI, DE, HU, IE, IT, LT, LU, MT, NL, NO, PL, SK, ES, SE, and CH. Note, not all countries provided
answers to each category, which is why categories do not necessarily add up to 22 responses.
Source:  CE Survey of USPs.

Overall, the pandemic does not seem to have had a material effect on the overall number of workers

employed at USPs, as shown by a continuous decline between 2017 and 2021 across different re-
gions in Europe, see Figure 113.
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Figure 113

Development of USP employment 2017-2021, 2017-2021

Staff employed in the home country, headcount, thousands; change reported in compound
annual growth rate (CAGR)
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Note: Employment at USPs corresponds to the persons employed by the USPs to provide postal services within
the economic territory of the country of reference. It excludes staff working exclusively in other activities
(e.g. financial services). It includes persons absent for a definite period (e.g. maternity leave). The figure
includes data from the following 28 countries: AT, BE, BG, HR, CY, CZ, DK, EE, FI, DE, EL, HU, IS, IT, LI, LT, LU,
NL, NO, PL, RO, SK, SI, ES, SE, and

Source:  EC Growth postal database, online data code: POST_CUBE1_X$POST_EMP_1 (accessed, 6 May 2022); CE
Survey of USPs.

6.4 POSTAL REGULATORY RESPONSE TO THE PANDEMIC

The postal sector in Europe made no collective pandemic response. Instead, individual jurisdictions
were left to provide support and alter regulations as they saw fit despite the symmetric challenges
faced by postal operators across Europe. As a result, just like the overall response to the pandemic
globally, the postal regulatory response to the pandemic across Europe was highly fragmented. We
saw that although hygiene requirements were implemented in almost all countries, no general ap-
proach to ensuring postal outlets and the postal network remaining open or adjustments to quality
targets were implemented. In most cases, the respective NRA monitored the situation without mak-
ing any concrete changes, but a few NRAs did take special measures to ensure continuity of service
and protection of employees.

6.4.1 Regulatory adjustments and policy introductions during the
pandemic

Several NRAs implemented extraordinary instructions related to the delivery of postal services dur-

ing the pandemic, see Table 83.
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Table 83
Examples of extraordinary instructions by NRAs during the pandemic

COUNTRY MEASURES IMPLEMENTED BY THE NRA

Bulgaria Coordination between mobile service providers. Inspection of postal operators regarding im-
posed additional fees.

Croatia Managed the national postal system during the declaration of force majeure.

Cyprus Instructed Cyprus Post to continue the home delivery of parcels and not to return to the previous
practice where the customer had to pick up parcels.

Germany Sent out letters to 3.000 postal operators informing them that they are important for postal ser-
vices in the eventual case of a curfew.

Greece Postal operators had to comply with government restrictions and sign for the customer in case
the customer refused to sign.

Source:  ERGP (2020). ERGP summary of information on measures adopted for postal service given the Covid-19
outbreak - Report 6 - Summary of answers. Summarised by Copenhagen Economics.

Moreover, most NRAs adjusted the quality-of-service requirements in response to the pandemic for
parcels or letters, see Figure 114. For some, this meant that the pandemic was accepted as force
majeure for a certain period. For others, contactless delivery meant the signature was suspended as
part of the service. One operator commented that, while quality-of-service requirements were not
adjusted, neither was a fine imposed for not achieving them.

Figure 114

Regulatory adjustment of quality-of-service requirements during initial pandemic re-
sponse

Number of countries

20 20

Letters Parcels
M No adjustment Adjustment Other

Note: Includes data from the following 28 countries: AT, BG, HR, CY, CZ, DK, EE, FI, FR, DE, EL, HU, IE, IT, LV, LT, LU,
MT, NL, NO, PL, PT, RO, SK, SI, ES, SE, and CH.
Source:  CE Survey of NRAs.

In contrast, most countries had no regulatory or policy introductions and no adjustments to the
USO requirements in response to the pandemic, see Figure 115.
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Figure 115

Regulatory and policy introductions to postal operators and adjustments to existing

USO requirements during the pandemic
Number of countries

21
16
6

Regulatory and policy infroductions to Regulatory and/or policy adjustments
postal operators during the pandemic to existing USO requirements resulting

from the pandemic

| RECH No
Note: Includes data from the following 27 countries: AT, BG, HR, CY, CZ, DK, EE, FI, FR, DE, EL, HU, IE, LV, LT, LU, MT,

NL, NO, PL, PT, RO, SK, SI, ES, SE, and CH.
Source:  CE Survey of NRAs.
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CHAPTER 7
COST STRUCTURE, RETAIL PRICES AND

REBATES OF PARCEL DELIVERY

Since the full liberalisation of the EU postal markets (ensured by the Third Postal Services Di-
rective), observed price differences for domestic and cross-border parcel delivery have been the
subject of intense economic, regulatory, and policy discussions. The fact that the price for delivering
a cross-border parcel from one EU Member State to another sometimes was up to five times the
price of the delivery of a domestic parcel in the country of origin or destination created concerns
that the market for cross-border parcel deliveries might not function as well as it should. As a result,
the free movement of goods on the internal market might be hampered.

However, comparisons of domestic and cross-border delivery prices do not take into account addi-
tional costs incurred when transporting parcels across country borders, e.g., international (air)
transportation costs or less efficient transportation due to low economies of scale. Such additional
costs may explain some of the large price variances discussed above.

Since 2018, with the adoption of Regulation 2018/644 on cross-border parcel delivery services, the
national regulators were granted additional powers to collect price and cost information from all
postal operators active in cross-border parcel deliveries. As a result, some national regulators per-
formed detailed assessments of cross-border delivery prices and costs. Although such assessments
provided more clarity on the issue, they did not fully address the original concern. According to the
European Commission’s evaluation report of the postal services directive in November 2021, the
European Commission still concluded that “large price differentials between tariffs for domestic
and cross-border parcel deliveries deserve particular attention, as they may undermine the func-
tioning of the internal market and up-take of cross-border ecommerce.”

Against this backdrop, this chapter aims to shed further light on the relationship between cross-bor-
der parcel delivery prices and the underlying costs for delivering parcels between the EU Member
States. We develop a generic cost model for cross-border parcel delivery to assess the relationship
between delivery prices and costs. However, a word of caution to our approach and the interpreta-
tion of our generic cost estimates is needed. Since we do not have access to confidential cost data
our model relies on generic assumptions. Therefore, results underlie a high degree of uncertainty
and should be interpreted with caution. We state our modelling assumptions transparently so that
individual operators can retrace differences between our estimated generic costs and their costs by
using their data. Additionally, it needs to be highlighted that cost allocation and pricing in network
industries like the delivery sector is complex. Operators have to find a way to set prices so that they
can recover their fixed network costs. Identifying some products with high margins between mar-
ginal costs and prices is therefore not surprising.

Our cost model focuses on standard single-piece parcels as this is the product for which we could
obtain both price and cost data. While bulk parcels play an important role in e-commerce, we do not
explicitly consider bulk parcels in our cost model. This is because bulk parcel prices depend on ne-
gotiated bulk discounts, which can differ on a case-by-case basis and are not publicly available.
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Since bulk parcels generally=:s follow the same value chain as single-piece parcels, our assessment of
the evolution of costs for single-piece parcels allows us to consider bulk parcels conceptually.

We do not consider express delivery services which use different infrastructure than standard par-
cels, e.g., special air transportation. However, based on our interviews with market stakeholders,
the importance of express deliveries for B2C e-commerce is relatively limited due to higher prices
and associated lower demand. Truly express deliveries remain mainly a B2B activity.

This chapter is structured in three sections. The first section presents our methodology and key as-
sumptions of the cost model. The second section compares cross-border parcel delivery costs and
prices for 600 destinations between 25 out of 27 EU Member States.>s The third section provides an
evaluation of our key findings.

7.1 A GENERIC COST MODEL FOR CROSS-BORDER
PARCEL DELIVERIES

In this section, we provide an overview of the value chain activities in cross-border parcel delivery
with track-and-trace features and the key cost components that influenced the design of our generic
cost model for cross-border parcel deliveries.

Our generic cost model uses domestic parcel delivery prices as a proxy for cross-border delivery
costs. In particular, a fraction of the prices for domestic parcel delivery services can be used as a
proxy for the relevant delivery costs. This approach is similar to the one applied by the UPU when
designing the international terminal dues system to provide delivery operators with fair compensa-
tion for their cost of delivering inbound cross-border letters. We assume that the domestic parcel
delivery market is competitive, so commercially offered prices for domestic deliveries are also com-
petitive. This means that domestic prices are a proxy of the costs incurred in end-to-end domestic
delivery plus a markup. By combining information on postal providers' markup over costs with do-
mestic parcel prices we can estimate domestic parcel delivery costs.

Cross-border parcel delivery costs are then given as the sum of domestic costs incurred in the coun-
try of origin and destination respectively plus international transportation costs. It is important to
note that the entire costs of domestic delivery in the country of origin and destination should not be
considered because an international parcel does not follow the entire domestic value chain in both
countries. Instead, only the costs for value chain activities that apply to the international parcel in
the respective countries need to be considered.

Our approach is thus similar to but more accurate than the benchmark used in the assessment of
cross-border parcel prices by NRAs. Each year, national regulatory authorities submit an assess-
ment of cross-border single-piece tariffs.2« In the first step of this assessment, national regulators
assess if any of their incumbent’s cross-border delivery prices fall under the EC’s pre-assessment
filter of 25 per cent of the highest tariffs for each category of postal items. If that is the case, NRAs

238 Bulk parcels typically have more efficient collection processes than single-piece parcels collected at the counter.

239 The countries Latvia and Luxembourg have been excluded from the analysis as data on international parcel prices for these
countries in 2020 was neither available in the European Commission’s cross-border price database nor from the CE Survey
of USPs conducted for this study.

240 European Commission, Assessment of cross-border single-piece parcel tariffs — Non-confidential assessment reports, avail-
able at: https://ec.europa.eu/growth/sectors/postal-services/parcel-delivery/assessment-cross-border-single-piece-parcel-
tariffs_en.
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assess the prices more thoroughly. According to the Annex of the Guidelines to the national regula-
tory authorities on the transparency and assessment of cross-border parcel tariffs pursuant to Regu-
lation (EU) 2018/644 (further — Guidelines to NRAs), the sum of the domestic tariffs of the USP in
the country of origin and of the USP in the country of destination is the primary benchmark to be
used in assessing cross-border prices.2# Additionally, some NRAs (see e.g. Belgium=+) consider the
sum of domestic tariffs and international transportation costs as a benchmark. These benchmarks
are at risk of overstating international parcel delivery costs as the international parcel does not fol-
low the entire domestic value chain in both countries. Our model reduces this risk by only consider-
ing costs for value chain activities that apply to the international parcel in the respective countries.

As an illustration, one could assume that domestic prices correspond to X per cent of total E2E
cross-border parcel delivery cost, where X depends on the value chain composition (thus similar to
the UPU method for calculating terminal dues and the guidelines to national regulatory authorities
on the transparency and assessment of cross-border parcel tariffs). For example, delivery from Den-
mark to Brussels is equal to 30 per cent Danish domestic price plus 70 per cent Belgian domestic
price plus international air transportation.

For the P2P business model,2 this implies that cross-border parcel delivery costs can be estimated
as the sum of costs incurred by the postal delivery provider in the country of origin, international
transportation costs and the costs incurred by the postal delivery provider in the country of destina-
tion. Specifically, we assume that the costs incurred by the postal delivery provider in the country of
origin correspond to the provider’s costs for collection, domestic transport and outbound sorting
whereas the costs incurred by the postal delivery provider in the country of destination correspond
to its costs for inbound sorting, domestic transport and distribution.

For the fully integrated business model,>+ we apply the same logic. The only difference compared to
the P2P business model is that only one operator is involved in performing all steps of the value
chain. Thus, the cost in the country of origin is given by the provider's costs for collection, domestic
transport, and outbound sorting in that country while costs for inbound sorting domestic transport
and distribution are determined by the same provider’s cost in the country of destination.

Based on this approach, our model proceeds in three steps to estimate cross-border delivery costs:
1. Estimation of domestic unit costs per value chain step
2. Estimation of international transportation costs
3. Estimation of cross-border delivery costs

241 European Commission (2018), Communication from the Commission on guidelines to national regulatory authorities on
the transparency and assessment of cross-border parcel tariffs pursuant to Regulation (EU) 2018/644 and Commission
Implementing Regulation (EU) 2018/1263, available at: https://eur-lex.europa.eu/resource.html?uri=cellar:4fdsfgaa-fdf8-
11e8-a96d-01aa75ed71a1.0023.02/DOC_1&format=PDF.

242 Bipt (2021), Communication of the BIPT Council of 19 August 2021 regarding the assessment of the bpost tariffs retained in
the context of the European Regulation on cross-border parcel delivery, p. 6.

243 In the traditional P2P value chain model, the activities of cross-border parcel delivery are shared between two provid-
ers, one in the country of origin and one in the country of destination. Provider 1 has contact with the sender and under-
takes collection, transport, and sorting of the parcel in Member State A and the transport towards Member State B. Provider
2 undertakes the sorting, transport, and distribution of the parcel in Member State B.

244 In the fully integrated model, all activities of cross-border parcel delivery are performed by one provider. Provider 1 has
contact with the sender and undertakes collection, transport and sorting of the parcel in Member State A and the final dis-
tribution of the parcel in Member State B.
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First, we estimate unit costs per domestic value chain step. We infer domestic costs from domestic
prices by assuming a constant markup over costs. Applying the costs split across the domestic value
chain to domestic costs then allows us to estimate domestic unit costs per value chain step.

Second, we estimate international transportation costs as a weighted average of transportation costs
by mode of transportation. We use estimates for road transportation costs from Persyn (2019), a
comprehensive dataset for intra-EU road transportation costs between different EU regions that
considers distance, labour costs, taxes, and road tolls. Air transport is typically considered to be
more costly than road transport. We account for the higher costs of air transport by assuming that
air transportation costs are four times as high as road transport costs.2s In determining the
weighted transportation costs across different modes of transportation, we rely on questionnaire
responses and interviews with operators. Based on interviews with operators, we assume that the
share of road transport in international transport is 90 per cent and the share of air transport is ten
per cent. Operators informed us that they try to rely on road transport as much as possible due to
the lower cost and because the Covid-19 pandemic with its implications on air traffic pushed opera-
tors to rely almost exclusively on road transport. Additionally, we consider the characteristics of the
country of origin and destination in determining transportation costs.>s If one or both of the coun-
tries are islands, for example, we assume that a higher share of transportation is conducted by air
(30 per cent) whereas for parcels between neighbouring countries all transportation is conducted by
road. Our model disregards railway and maritime transport as a survey of postal providers and in-
terviews with providers revealed that these modes of transportation are not used in cross-border
parcel delivery. In estimating unit costs for international transportation, our model assumes a con-
stant capacity utilisation. Unit costs will depend on the assumed capacity utilisation. The total costs
of e.g. operating a truck between two countries are the same regardless of whether it is half-loaded
or only contains a few parcels. We discuss the implications of a potentially lower utilisation due to
e.g. low volumes in Chapter 7.3.2.

Third, we estimate cross-border unit costs as the sum of domestic unit costs for the value chain ac-
tivities performed in the country of origin and the country of destination plus international trans-
portation costs.

We explain each of these three steps below. Our detailed cost modelling assumptions are provided
in Appendix A.

7.1.1 Estimation of domestic unit costs per value chain step

Parcel delivery operators in Europe employ different business models ranging from fully integrated
delivery of parcels (i.e., a parcel is collected and delivered by the same operator) to highly disinte-
grated deliveries involving multiple operators. Hence, the first step in our analysis is to identify the
most popular types of business models and their value chain designs for cross-border parcel deliv-
ery. Understanding the business models used by postal operators allows us to identify the cost com-
ponents that operators incur for cross-border track-and-trace parcel flows.

Direct information on domestic and cross-border delivery costs is commercially sensitive and nei-
ther designated USPs nor independent delivery operators are obliged to share such cost information

245 World Bank (2009), Air freight — A market study with implications for landlocked countries, p. 1.
246 This is based on interviews with operators and previous research, see e.g., Université Saint Luis (2015), Final report — Econ-
ometric study on parcel list prices.
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with third parties. Therefore, we have gathered indirect cost information such as the EBIT markup
over costs, the cost split across the value chain and the split of transportation costs by mode of
transportation. This indirect information on key cost components allows us to estimate generic
costs of cross-border parcel delivery.

Delivery models and value chain steps

In line with Guidelines to NRAs, we have identified three types of delivery models for cross-border
parcel delivery: (i) traditional P2P (post-to-post) value chain, (ii) delivery with an intermediary
stop, and (iii) fully integrated model for cross-border parcel delivery, see Figure 116.

Figure 116
Value chain activities for cross-border parcel delivery with track-and-trace features
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Note: Note: PDSP = parcel delivery service provider; P2P=post-to-post.
Source:  Copenhagen Economics.

We find that universal services providers generally use the traditional P2P delivery model for cross-
border parcel deliveries (91-100 per cent of their volume), see Figure 117.
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Figure 117

Split of volumes of cross-border track-and-trace parcel flows within the EU by busi-
ness model, USPs, 2021

Number of answers

Traditional P2P value chain Delivery with Fully integrated model Other
intermediary step

M 51-100% | 0-10%

Nofte: The chart contains information from USPs from the following 13 countries: BE, BG, CZ, EE, FI, HU, IT, LT, PL, SK,
SI, ES, and CH.
Source:  CE Survey of USP cross-border.

Further, we find that other postal operators (non-USPs) use either the fully integrated business
model or the traditional post-to-post (P2P) value chain, see Figure 118. Most operators responding
to the questionnaire use either one of these two models exclusively, e.g., for all of their cross-border
parcel volumes, or a combination of both models where a certain percentage of cross-border vol-
umes is delivered using the fully integrated business model and the remaining cross-border volume
is delivered using the traditional P2P value chain. We find that P2P model plays an important role
also for fully integrated delivery operators for some destinations where either economies of scale or
the business potential are small, e.g., due to low cross-border delivery volumes and/or small domes-
tic markets.
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Figure 118

Split of volumes of cross-border track-and-trace parcel flows within the EU by busi-
ness model, non-USPs, 2021

Number of answers

4 4 4
3 3
2 2 2
1 1
Fully integrated model Traditional P2P value chain Delivery with Other
infermediary step
Il 71-100% 11-50% 0-10%
Note: The chart contains information from 15 non-USPs across nine countries including BE, BG, HR, CY, EE, EL, MT,
PL, and ES.

Source:  CE Survey non-USPs (cross-border).

We note that delivery with an intermediary step is rarely used, and when it is used, this typically co-
vers a small share (0-10 per cent) of operators’ volumes. Hence, in our further analysis, we have fo-
cused on the first two types of business models.

Cost split across the domestic value chain

Information on the split of costs across the value chain allows us to infer the costs of each activity in
the parcel delivery value chain. Combining the information about domestic tariffs and EBIT
markups allows us to estimate total domestic costs. Together with the split of costs across the value
chain, we can then estimate costs for each activity. We have collected cost splits for single-piece and
bulk parcel deliveries separately.

In terms of domestic single-piece parcel delivery by USPs, we find that distribution and collection
are the largest cost components, see Figure 119. Distribution, i.e., the stage where the parcel is de-
livered from the local distribution centre to the final recipient (often referred to as last-mile deliv-
ery), accounts for 34 per cent of domestic costs. Failed delivery attempts can additionally drive up
distribution costs. The collection of single-piece items accounts for 23 per cent of domestic delivery
costs. These two value chain activities are most costly as they involve multiple stops with low vol-
umes, e.g., for the collection (mainly from post offices, parcel shops and lockers) or distribution of
parcels (to private addresses or post offices, parcel shops and lockers) stops need to be made in
many different locations that can be far apart, and each time only a few items are collected or deliv-
ered.
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In terms of domestic delivery of parcels in bulk by USPs compared to single-piece parcels, collection
accounts for a lower share of costs and distribution for a higher share, see Figure 119. Collecting
parcels in bulk implies higher volumes per stop and thus lower costs during collection. The distribu-
tion still requires delivery to individual recipients at low volumes such that costs remain high.

Figure 119

Average cost share per activity in the value chain of domestic track-and-trace par-
cels, USPs, 2021

Per cent

42%
34%
14%
1% 22 10% 10%
Collection Ist domestic  Outbound sorting 2nd domestic  Inbound sorting  3rd domestic Distribution
fransport fransport fransport
M single piece parcels Bulk parcels
Note: The chart contains information from USPs from the following ten countries: BE, BG, CZ, EE, LT, PL, SK, SI, ES,

and CH.
Source:  CE Survey USP cross-border.

For parcel delivery by non-USPs, we observe similar trends as for USPs. Collection and distribution
are the largest cost components in single-piece delivery, accounting for 19 and 32 per cent of do-
mestic costs, respectively. In bulk parcel delivery collection accounts for a lower share of costs and
distribution for a higher share, see Figure 120. If we assume that the costs for single and bulk par-
cels only differ in terms of costs for collection, then based on the collection cost estimate provided
in Figure 119, the total costs for bulk parcels are 13 percent lower than for single piece parcels.
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Figure 120
Average cost share per activity in the value chain of domestic track-and-trace par-
cels, non-USPs, 2021

Per cent
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Collection 1st domestic Outbound 2nd domestic  Inbound sorting  3rd domestic Distribution
transport serting transport transport
M single piece parcels Bulk parcels
Note: The figure contains information from 15 non-USPs across nine countries including BE, BG, HR, CY, EE, EL, MT,

PL, and ES. Columns may not sum to exactly 100 due to rounding.
Source:  CE Survey of Non-USP cross-border.

EBIT markup over costs

Information about EBIT markups+ over costs for parcel delivery is valuable as it allows us to infer
costs from domestic prices. Assuming that the domestic delivery market is competitive=s implies
that commercially offered prices for domestic deliveries are also competitive. This means that do-
mestic prices are a good proxy for the costs incurred in end-to-end domestic delivery plus a
markup. Using the EBIT markup over costs as a proxy we can estimate domestic parcel delivery
costs.

For USPs, we find that the average EBIT markup over costs is 3,6 per cent for domestic parcel deliv-
eries and 7,8 per cent for international parcel deliveries.>» Generally, USPs report lower markups
for domestic parcel delivery than for international parcel delivery.

For non-USPs, we find that the average EBIT markup over costs is 14,4 per cent for domestic parcel
deliveries and 14,6 per cent for international parcel deliveries.zsc Thus, for non-USPs domestic and
international parcel delivery profitability does not seem to differ significantly.

247 EBIT (earnings before interest and taxes) is a company’s net income before income tax and interest expenses are deducted.
The EBIT markup thus expresses the earnings before interest and tax that a company achieves in percent of costs.

248 See Chapter 3 which supports this assumption with evidence from multiple countries in the EU.

249 Average EBIT markups over cost are based on information provided in the CE Survey of USP cross-border from the follow-
ing seven countries: BE, BG, CZ, EE, SK, SI, and CH.

250 Average EBIT markups over cost are based on information provided in the CE Survey of non-USP cross-border from 15
non-USPs across nine countries including BE, BG, HR, CY, EE, EL, MT, PL, and ES.
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7.1.2 Estimation of international transportation costs

Our model assumes that different categories of countries influence which mode of transportation is
used for international transport of parcels. Our model distinguishes between three types of coun-
tries: (a) island countries, (b) neighbouring countries, and (c) other EU countries.

Transportation costs differ by mode of transportation. Generally, air transport is more expensive
than road transport whereas maritime transport is seen as the cheapest mode of transportation.z
Several aspects of air transportation explain why it is more expensive than other modes of transpor-
tation. First, air transport is more fuel-intensive, leading to higher costs. Second, it is often subject
to capacity constraints due to limited space on the aircraft. Third, it is the fastest mode of transpor-
tation and therefore provides additional value.

The geographical location of the origin and destination of parcels affects the choice of the mode of
international transportation. To minimise costs a postal provider will try to use the cheapest mode
of transportation, e.g., road transport rather than air transport. However, required service quality
standards for parcel delivery such as achieving a certain delivery speed may limit a postal operator’s
ability to use road transport. This is especially relevant for postal providers located in the periphery
of Europe or island countries as longer geographical distances have to be covered.

Our data collection and interviews with postal operators show that operators rely mostly on road
transport for cross-border parcel delivery within the EU supplemented by some air transport. Based
on responses to our questionnaire, we find that postal operators only use road and air transport
while rail and maritime (except ferries) transport are not used.=> Due to a lack of responses from
operators located in central Europe our questionnaire does not provide information on the mode of
transportation used by operators in central Europe. Since geographical location matters in the
choice of mode of transportation as discussed above, we conducted interviews with selected postal
operators to fill this gap in the data. The interviews confirmed that rail and maritime transport do
not play a role in international transport of cross-border parcel delivery. Further, interviews re-
vealed that providers located in central Europe almost exclusively use road transport whereas air
transport will only be used for shipments to destinations with otherwise long transit times such as
island countries like Malta or Cyprus.

Especially since the Covid-19 pandemic and restrictions in air transport experienced due to limited
capacity, postal operators rely on road transport for the majority of cross-border volumes. Several
postal operators have explained in interviews that the disruptions to air traffic and the concomitant
limited availability of air transport capacity and higher freight rates forced operators to move fur-
ther towards road transport. Routes that pre-pandemic relied to a larger extent on air transport are
post-pandemic increasingly being covered by road transport. For shipments to island countries, for
example, operators now use trucks on ferries.

We estimate road transportation costs using the Persyn et al. (2019) data set on transport costs be-
tween EU regions. The dataset contains transportation cost estimates for an average truck between
different EU regions. It considers distance-related costs such as fuel prices and consumption, la-
bour costs, and other costs such as road tolls or ferry fees. Our detailed approach is explained in Ap-
pendix A.

251 World Bank (2009), Air freight, a market study for landlocked countries, p.1.
252 This information is based on responses to the CE Survey of USPs (cross-border).
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Based on the above, our model estimates average weighted transportation costs per parcel for each
origin-destination country pair based on an assumed split of transportation by mode of transporta-
tion, see illustration in Figure 121 below. For the split of transportation by mode of transportation
we take into account the geographical location. In line with the considerations discussed above, we
assume that the share of road transport in international transport is highest for neighbouring coun-
tries and lowest for island countries. Our detailed assumptions are provided in Appendix A.

Figure 121
Transportation cost estimates (by origin and destination country)
llustration of the model; Euro per parcel/per cent (as indicated)
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