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FOREWORD

PricewaterhouseCoopers was contracted by the EU Commission in May 1998 to undertake a study on
the effects of liberalisation on intra-Community cross-border mail. The study was commissioned
primarily to obtain information to help the Commission formulate and implement policy aimed at
improving the economic and competitive position of the postal sector within the European Union.

We have undertaken the study in accordance with the terms of reference. During the course of the
study we consulted widely with postal universal service providers and private postal operators, postal
regulators, interest organisations, user organisations and postal experts. We have received a high level
of co-operation from al partiesin a very short time-frame, and we would like to formally express our
gratitude to all those who contributed to the study.

In this report we record our findings and a number of conclusions concerning the effects of
liberalisation of intraCommunity cross-border mail, which we sincerely hope will contribute to the
future development and success of the sector.

We would also like to take this opportunity to thank the EU Commission for giving us the opportunity
to undertake this challenging and interesting study.

This report does not necessarily reflect the views of the Commission, nor does the Commission accept
responsibility for the accuracy or completeness of the information contained herein.

December 1998
European Commission Contract Number: 97 / 71061
"Copyright" O

The copyright in this document is the property of the Commission of the European Union. This
document is supplied on the express condition that it is to be treated as confidential and that the
contents must not be used for purposes other than that for which it has been supplied, or reproduced,
or disclosed wholly or in part without the prior written permission of the Commission of the European
Union.
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Cross-border mail

Intra-community mail which at some point towards its destination crosses a
national border.

International mail

Intra-community mail and mail between an EU member country and a third
country, which at some point towards its destination crosses a national border.

Inbound cross-
border mail

Mail which at some point towards its destination from sender to receiver has
crossed a national border.

Outbound cross-

Mail which at some point towards its destination from sender to receiver will

border mail cross a national border.

Directive: Directive 97/67/EC of the European Parliament and of the Council of 15
December 1997 on common rules for the development of the internal market
of Community postal services and the improvement of quality of service.

De facto Liberalisation existing in actual fact, whether legally or not.

liberalisation:

De jure Liberalisation existing in legal fact, according to current legislation.

liberalisation:

Letters: LC: Letters and cards, including priority items.

AO: Other articles (originally: autre objects) or non priority items.

Letter items:

Letter items equals Letters-L C plus Letters-AO.

Direct mail:

A communication consisting solely of advertising, marketing or publicity
material and comprising an identical message, except for the addressee’s
name, address and identifying number as well as other modifications which do
not ater the nature of the message, which is sent to a significant number of
addresses, to be conveyed and delivered at the address indicated by the sender
on the item itself or on its wrapping.

Businesses:

Small/medium: Primarily national businesses, typically 0 - 50 employees.
Large/national: Primarily national businesses, typically 51 — 400 employees.

Multinational: Typically businesses with multinational presence, 400 +
employees.

Individuals:

Private households.

Terminal dues:

The remuneration of universal service providers for the distribution of inbound
cross-border mail comprising postal items from another EU country or from a
third country.

N N equals the number of respondents who have answered a specific question.
AT Austria

BE Belgium

DK Denmark

Fl Finland
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FR France

DE Germany

GR Greece

IE Ireland

IT Italy

LU Luxembourg

NL The Netherlands
PT Portugal

ES Spain

SE Sweden

UK The United Kingdom
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Executive summary

This section presents a summary of the findings and conclusions resulting from the
PricewaterhouseCoopers study on the impacts of liberalising intracCommunity cross-border mail,
which was conducted on behalf of the EU Commission from May to November 1998.

Objectives of the study

Following a competitive tender in 1997, the EU Commission contracted PricewaterhouseCoopers to
undertake this study to analyse the impact of liberalising cross-border mail within the EU. The study
was to:

provide an understanding of the economic mechanisms underlying the development of
competition within cross-border mail, focusing on the competitive, technological and regulatory
environment;

describe how the sector perceives the impact of any liberalisation, in particular in terms of
employment;

carry out a prospective analysis of the economic, social and technologica environment of
international cross-border mail, and in particular of intraeCommunity cross-border mail over the
short term, but also the long term (ten-year prospects);

provide a quantification of the development of intra-Community cross-border mail over five and,
if possible, ten years,

provide analysis of strategies to entry resulting from possible liberalisation of cross-border mail.
This analysis will particularly emphasise the degree to which new entrants will apply various parts
of the value chain, i.e. will it be end-to-end services, re-mailing etc.; and,

focus on the technical and practical problems with which national regulators are faced as a result
of the liberalisation of cross-border mail.

In order to highlight the above points, the report focuses on the following areas:

a presentation of the intra-Community cross-border mail market;
perceptions of and expectations to a liberaisation of cross-border mail; and,
total impact of liberalisation of intra-Community cross-border mail.

Based upon these findings afinal conclusion is presented.
The intra-Community cross-border mail market

In terms of the intra-Community cross-border mail market a sharp distinction has to be drawn between
outbound and inbound cross-border mail. Outbound cross-border mail is de jure regulated in all, but 3
member states, yet this market, throughout the EU, is perceived as de facto liberalised. Quite the
opposite is true for the inbound cross-border mail market, where only two countries are de jure
liberalised and this market is considered both as de jure and de facto regulated. However
infringements of the inbound cross-border mail market do take place.

Thus, it is reasonable to conclude, that a mismatch exists between the commercia redlity of the market
and the regulatory framework of the outbound cross-border mail market. Concerning inbound cross-
border mail, the situation is quite different. This market is characterised by a match between the
commercia and the regulatory world, in the sense that only a small part of the market is both de jure
and de facto liberalised.

Of maor importance to the cross-border mail market is the subject of terminal dues, or the

remuneration between incumbent postal Universal Service Providers (USPs) of the delivery of
inbound cross-border mail. Historically terminal dues used to be based on a principle of mail
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reciprocity and thus no financial remuneration. However, as imbalances in the mail flows grew,
typicaly between developed and developing nations, the UPU terminal dues system of remuneration
was adopted. Today, the current use of terminal dues systems within the EU is in a transition phase,
characterised by considerable uncertainty as to which multilateral termina dues system is actualy in
use. Inherent in the market are both the CEPT systems as well as expectations to the use of the cost
based multilateral terminal dues systems known as REIMS. On the other hand some USPs are
engaging in bilateral terminal dues systems. The use of various terminal dues systems imply
significant changes in terms of terminal dues payable.

Competition, especially in the outbound market, is intense, involving al players in the market:
international integrators, large internationally focused USPs, smaller more nationally focused USPs
and local private postal operators.

Two groups of USPs stand out in terms of their international cross-border mail activities: operators
that are either pro-active or re-active. A last in-active group have chosen to focus solely on their own
national markets and not to engage in international competition.

The first category is characterised by organisations that anticipate the changes in the market and meet
these changes by either adopting new or different ways of approaching the market, or by changing
their business vision or in fact business mission in advance or concurrent with the event of these
changes. The second category is characterised by organisations which adopt a wait-and-see approach
and smply either note the changes that are taking place and then decide whether or not it is
appropriate to act. The final category is typically characterised by organisations that decide to focus
solely on their current domestic core business.

Principally the pro-active, but aso the re-active USPs engage in various collaborative agreements, not
only with other USPs, but also with private operators and clients. These USPs have aready established
solid first mover advantages in the intracCommunity cross-border mail markets and are well prepared
for a liberadisation of this sector of the postal industry. Furthermore the in-active USPs are not
preparing themselves for a future liberalised cross-border market, which leads us to conclude that the
differences between the EU USPs are growing due to this present situation.

Postal customer buying behaviour is focused on price. However, quality and reliability is nearly as
important. The major customers are both growing bigger and becoming increasingly global,
suggesting a demand for increasingly global postal services. It is becoming more common to invite
USPs to submit proposals for the handling of all mail to Europe by a single supplier. In the present
situation it is rather complicated for the suppliers to meet this demand.

It isinteresting to note, that some of the biggest USPs in the EU are able to supply high quality cross-
border mail services at relatively low tariffs - essential requirements needed to bid for tenders of major
international customers, especialy in afuture liberalised cross-border mail market.

On the basis of the above, it can be concluded, especialy for outbound cross-border mail, that a
"market-driven" liberalisation isin motion, to some degree anticipating a legal liberalisation.

This market driven liberalisation can be attributed to various factors. Termina dues payments based
on CEPT agreements have provided the financial incentive for this liberalisation, a process which can
be characterised as an up-stream internationalisation of the cross-border mail market. Generally
speaking, the impact of this liberalisation to the individual USPs is very limited, thus posing no
financia threat. The market driven liberalisation of outbound cross-border mail is the vehicle for the
pro-active USPs - and to some extent the re-active USPs - to prepare their businesses for a future
liberalisation of cross-border mail, as well as an overall liberalisation of the postal sector.

Perceptions of and expectations to a liberalisation of cross-border mail
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In genera the attitudes to and perceptions of a liberalisation of cross-border mail are characterised by
great diversity. Many USPs see liberalisation of cross-border mail as a threat to the financing of the
Universal Service Obligation (USO) and thus the universal service provision. These USPs agree that
the problem is not the liberalisation of cross-border mail per se, but rather the derived problems such
as the loss of domestic market share due to an internationa re-routing of domestic mail in order to
obtain less expensive postd tariffs, a phenomenon known as remail.

This is something which happens today, but primarily in the outbound cross-border mail market.
Should cross-border mail be liberalised, the inbound cross-border mail markets are open for
competition as is the possibility of so-called ABA remail. Domestic mail which is transported,
physically or electronicaly, to another country with a lower international tariff than the origina
domestic tariff and then mailed back to the country of origin. For large senders of cross-border mail,
this potentially presents considerable savingsin terms of postage.

Thus, to these USPs, the cardina point becomes one of accurately defining the extent of especially the
Universal Service Obligation and provision and the domestic reservable areas, a process which
potentially could be very time consuming.

On the other hand some USPs believe that cross-border mail is exactly the area to start with, as cross-
border mail, on average, only represents a minor part of the overal mail business.

Both the inbound and outbound intra-Community cross-border mail markets are expected to grow in
the range of three to 17 percent by 2006 for LettersLC and LetterssAO . This expected positive
development in the future cross-border mail market, which is not attributed solely to liberalisation, is
determined by an underlying development which can be attributed to traditional macroeconomic
indicators and the technological development. In genera the expected market growth within cross-
border mail volume is approximately one to two percent per year.

The USPs and nationa postal regulators do not believe that it will be possible to monitor and control if
and how the domestic reserved area is circumvented by a liberalised inbound cross-border mail
stream. Even if it were possible, it would be both too expensive and most likely counterproductive to a
liberalisation. On this basis it is difficult to see how a liberalised cross-border mail stream and a
regulated domestic mail stream is to be monitored and controlled at the same time.

Generally the European consumer organisations are in favour of a liberalisation of the postal sector
and a liberalisation of cross-border mail. However, it is important that each and every consumer is
guaranteed that the USO is maintained. Furthermore, the most important objective of the regulatory
bodies, in their opinion, is to monitor and control that all consumers are treated equally. In practical
terms this means ensuring at least a similar quality of postal services as aresult of aliberalisation. Itis
also important to monitor if lower prices and transparent price policies are actual effects of the
liberalisation. Finally, it is important that individuals maintain the possibility to complain about the
operators and their services.

To the USPs and postal regulators liberadisation is thought to impact employment among USP
negatively, but at the same time it is also recognised that inherent factors such as efficiency
improvements, automation, organisational restructuring etc., are the true drivers of employment levels.
As liberdlisation is thought to increase the competitive pressure, these factors will thus become
increasingly important. Liberalisation is thought to favour private postal operators, in terms of
employment levels.

According to evidence gathered in a study on employment in the EU postal sector, employment levels

among EU USPs are expected to decrease by 7,7 percent in the period 1996 to 2000 and in the same
period private operator employment is estimated to increase by ten percent.
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It is deemed that a future liberalised cross-border mail market will be defined by four types of postal
operators. a few trans-European operators that are able to offer so-called end-to-end control, postal
operators participating in some kind of regiona aliance, strictly nationaly oriented USPs delivering
only their alotted inbound cross-border mail and finally a large number of local private postal
operators which will help other major postal operators in establishing market coverage.

This market structure certainly implies market definitions based on commercial and logistical criteria
and not, as is presently the case in the EU - on nationa borders. This market structure will match the
trends on the demand side among the influential major postal customers - characterised by “shopping
for the best and cheapest” postal service across EU. Price, quality of service and reliability will be the
key success factors in the market.

Total impact of liberalisation of intra-Community cross-border mail

In the transition process from regulation to liberalisation of the cross-border mail market it is expected
that the USPs will defend their core strategic asset of end-delivery. More than half would involve
themselves in outbound cross-border mail market expansions and inbound cross-border mail market
entries to various degrees. In a liberalised cross-border mail market international integrators would
presumably play an important role as collaboration partners in these developments, whereas local —
often new — private postal operators would “fill out gaps’ in the value chain as sub-contractors.

Four cases on the impact to the different elements in a generic cross-border mail value chain are
shown, revealing a loss of market share of up to 16 percent of cross-border mail. However, the loss
will only be as significant in the specific cases where the international competitiveness of the postal
operatorsis relatively poor. Thus, USPs that are dependent on cross-border mail may be more severely
impacted. An important modifying factor to these potential losses will be the expected compensating
growth in the postal markets.

The aforementioned threat of ABA remail has been estimated and it has been concluded that the
potential for conversion of domestic to cross-border mail will be in the range of ten to 30 percent of
the domestic mail market. However, this estimate must be corrected for the likelihood of an actua
conversion and the likelihood of injection of the cross-border mail back to the incumbent USP,
enabling the USP to receive terminal dues remunerations and thus lessening the effect of the mail
conversion.

It has been concluded that the loss of market share in the domestic reserved area due to the conversion
of domestic into cross-border mail is in the range of three to 16 percent. The loss of domestic market
share is a natural outcome of a liberalisation of cross-border mail. USPs faced with a loss of market
shares will have the opportunity to regain the lost business in the cross-border mail market. The
chances of success are again ultimately related to the international competitiveness of the individual
USP.

Evidence gathered in this survey clearly states that employment among USPs will decrease if cross-
border mail is liberalised and employment among private operators will increase. Based on the same
evidence we conclude that the change driver affecting employment in the postal sector is not
liberalisation of cross-border mail per se, but other factors such as automation, organisational change,
electronic substitution etc.

From a qualitative perspective the transition processes, following a liberalisation of cross-border mail,
will be characterised by a better match between the needs and demands of the postal customers and the
service offered by the postal operators. A wave of mergers and acquisitions will be seen, as will many
non-equity bilateral agreements and strategic aliances between USPs and between USPs and private
postal operators. A future four layer structure of competition - pan-European operators, regiona
strategic aliances, strictly national operators and local postal operators - is expected as a conseguence
of the above strategic actions by the USPs, international integrators and local operators.

PricewaterhouseCoopers - December 1998



Executive summary Page x

In aliberalised cross-border mail market the simultaneous monitoring and control of both a liberalised
cross-border mail stream and a regulated domestic mail stream will pose problems to the national
postal regulators.

Conclusions
Outbound versus inbound cross-border mail

It can be concluded that a wide gap exists in the EU between the two individual markets that make up
cross-border mail: outbound cross-border mail is de facto liberalised and inbound cross-border mail on
the other hand is de facto non-liberalised. In effect this trandates to a gap between the regulatory part
of the industry and the commercial reality as outbound cross-border is de jure regulated in all but three
member states.

It is evident that the de facto liberalisation of outbound cross-border mail is the result of an ongoing
market driven liberalisation. Wheress this is the case for outbound cross-border mail, this is not true
for the inbound cross-border mail market. Evidence in this report shows that only two member states
report infringements of their inbound cross-border mail markets, but even if infringements were to
happen in more than two member states, it would not amount to the same market driven liberalisation,
as seen in the outbound cross-border mail markets.

Outbound cross-border mail can be de jure liberalised quickly. First of all, the outbound market is
already de facto liberalised and it would be natural to establish a better match between the actual
market environment and the regulatory environment, thus removing the current uncertainty in the
market. Furthermore, no noteworthy negative effects can be seen when liberalising the outbound
market. No major effects to domestic postal services can be identified and no major changes to the
regulatory authorities are needed.

However, if inbound cross-border mail is liberalised it could pose a threat to specific USPs and the

financial viability of their universal service provision through infringements on their reserved area by
the conversion of domestic mail into cross-border mail, also known as ABA remail.
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Remail

Remail, both ABA, ABB and ABC, is an established phenomenon in the cross-border mail market
today. Formally remail is de jure prohibited in al but two member states, but especially through the de
facto liberadisation of outbound cross-border mail, it has become a common occurrence. The
technological development has only spurred this process through non-physical remail.

To the consultants it is clear that remail is a fact of life and remail will aso be an important business
for aready active USPs and international integrators in the future. The REIMS multilateral terminal
dues agreement only includes USPs and consequently limits the potential for remail only among those
players. In a liberalised cross-border mail market opportunities will exist for USPs and international
integrators to enter bilateral agreements in order to take advantage of aready gained experiences,
established networks, subsidiaries and affiliates and competitive positions.

Conversion of domestic mail

It is concluded that in many cases the impact to the domestic mail market, due to a conversion of
domestic mail into cross-border mail, will be relatively modest. In a few cases the impact to the
individual USP can be substantial - should this be the case, liberalisation is deemed not to be the main
reason, but rather arelatively poor international competitiveness of the individual USP.

In a simplified context, mail volumes are transferred from a domestic sphere to an internationa - in
total the postal services defined as domestic will decrease and cross-border mail services will increase.
The casein point isif each USP will be able to compensate the domestic loss through revenue gains in
the cross-border mail market.

In the long run it seems clear that the incumbent USPs will be able to survive by their most valuable
asset — the end-delivery. Despite the potential loss of market share it must generaly be foreseen that
most of the European USPs will be able to maintain substantial market shares in the domestic mail
market.

A liberalised cross-border mail market vis-a-vis domestic reserved areas

Liberalised cross-border mail streams will be difficult to monitor and control vis-avis domestic
reserved areas. It is to be expected that a liberalisation of inbound cross-border mail will put
increasing pressure on the independent national regulatory bodies, if they remain in their present
shape. As a consequence of liberaisation new methods and more resources will be needed if the
current regulatory authorities are to keep in line with the competitive development. This will result in
an intensified pressure and focus on fair conditions in relation to the USO, in order to make sure that
the USO is not threatened by illegal cross-border mail operations.

If inbound cross-border mail is to be liberalised it will be of magjor importance for the regulatory
authorities to strike a balance between the support of a liberalised cross-border mail market and the
use of regulatory measures that maintain rather than impede such a market.

During the research of the EU cross-border mail markets no regulatory measures of such a nature seem
apparent to the consultants.
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Reduced domestic market shares and a bigger total cross-border mail market

As a “natura” impact of the opening of a protected home market, most USPs must foresee to loose
market shares in the domestic postal markets. As described the magnitude of the loss will depend on
many factors among which the relative international competitiveness of an incumbent USP is the most
important.

Competition

It can be concluded that USPs such as Dutch PTT, Deutsche Post AG and Royal Mail, international
integrators such as DHL, UPS and TNT as well as a number of local private postal operators are well
ahead of the game in terms of strategic positioning. These postal operators will stand to benefit the
most by a liberaisation of cross-border mail as they are aready prepared, both strategically and
operationally for such a liberalisation. But also minor, pro-active USPs seem to have a chance in the
international competition to come within cross-border mail.

Market structure

In aliberalised cross-border mail environment, supply and demand will help define the geographical
scope of the cross-border mail market. It will thus be defined by operators who can service a particular
geographical region. Instead of accurately defined market segments based on national borders, as is
currently the case, the market is set to be defined by geographical regions more so than nations.

Depending on the type of postal organisation and market coverage, the operators will specidlise in
different elements of the value chain for cross-border mail - implying different strategic positions for
individual operators from one-stop-shops to niche operators. This will result in a four-layer structure
of competition: Transnational, regional, national and local players.

Big differences already exist among the USPs in EU. The ongoing market driven liberalisation of
outbound cross-border mail is making these differences even bigger, and it is anticipated that a de jure
liberalisation will speed up this process even more. Some of the most striking differences in relation to
cross-border mail is if the USPs are actively preparing their businesses for a future liberalisation or
not. A group of pro-active USPs are very active in building up financially strong positions in order to
have a good platform for buying up other postal operators. Another first mover advantage will be
established international branches and subsidiaries and/or non-equity strategic aliances. A group of
re-active USPs are presently analysing and considering the possibilities for more active preparations,
while athird group of USPs are doing little to prepare for aliberalisation of cross-border mail.

Those USPs characterised by a relatively good international competitiveness and a financially strong
position would be in the best position for taking advantage of a liberalisation —i.e. compensate loss in
the domestic market by gainsin the cross-border market.

Employment

We can conclude that liberalisation is seen to impact employment among USPs negatively and
employment among the private postal operators positively. However, it is aso clear that it is not
liberalisation per se which is driving this devel opment.

As mentioned above, employment levels among EU USPs are expected to decrease by 7,7 percent in
the period 1996 to 2000 and in the same period private operator employment is estimated to increase
by ten percent.

Market growth
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It is concluded that the intra-Community cross-border mail markets are expected to grow and that
liberalisation will speed up this development dlightly.

Prices

It can be concluded that an increase in the intraeCommunity internationa tariff is to be expected
should the REIMS terminal dues system be fully implemented. This will especialy include individual
letters, whereas the price of commercial mail will stay unchanged. For the international integrators and
other private operators these increases in prices will automatically raise the attractiveness of the cross-
border mail markets.

It isour interpretation that price increases, due to the implementation of REIMS, will be the immediate
reaction by the USPs. However, in the longer run, prices will decrease due to the intensified
competition.

Buying criteria

Whether cross-border mail is liberalised or not, the cross-border mail market will still be a commodity
market. Price is the most important factor when buying decisions are made. The mgjor customers will
press for price deductions and in a liberalised market it will be more common to tender out the total
mail business, for the whole of Europe, to one postal operator. The conversion of domestic mail to
cross-border mail will enforce this tendency.

Globalisation

Globalisation has not yet affected postal customers in terms of geographic concentration and
relocation of various intra-company activities, nor has it then affected the development of cross-border
mail.

However, as mgjor postal customers become more global, they demand increasingly globa services.
They also demand more choice in order to serve increasingly globalised markets. The biggest and
most pro-active USPs and international integrators are already positioning themselves to meet these
demands. Thus, it is our opinion that globalisation will have a long-term impact on the cross-border
mail markets.

There is a clearly defined demand for more choice in the postal sector. Customers are asking for
choice - among competing operators, different quality/price ratios, value added services and different
operational set ups.

A liberalisation of the cross-border mail market will result in a much more differentiated market place
than what is known today matching the demands of choice from major postal customers. At the one
extreme there will be a tough, head-on price competition in a market for standardised goods -
commodities. At the other extreme there will be a market for tailor-made products and services, niche
services and other high value added postal services.
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1. Introduction

1.1. Background and context of the study

The European Parliament and Council Directive (97/67/EC): “On common rules for the development
of the internal market of Community postal services and the improvement of quality of service” was
published on December 15" 1997. The Directive defines the conditions required for the completion of
an interna market for European Union (EU) postal services over the coming years. Chapter three,
article seven, paragraph three states that the European Council shall decide not later than 1 January
2000 on the further gradual and controlled liberalisation of the postal market, in particular with a view
to cross-border mail and direct mail, effective from 1 January 2003. The paragraph further states that
such decisions shall be based on a proposal by the European Commission to be tabled before the end
of 1998, following areview of the sector.

As a part of this review, four sector studies and a general modelling study were tendered out by the
European Commission. PricewaterhouseCoopers was asked to conduct the study on the impact of
liberalisation on cross-border mail. The other studies of the effects of liberalisation were: direct mail,
weight and price thresholds and clearance, sorting and transportation (reservation of distribution only).
The genera study, a modelling study on the total impacts of the liberalisation of the postal sector in
EU, isto be based on the results from the four sector studies.

1.2.  Terms of reference for the report

The terms of reference spell out the intentions of the study in the following way:
A: Theintentions of the specific study on the liberalisation of cross-border mail are:

1. To carry out a prospective anaysis of the economic, socia and technological environment of
international cross-border mail, and in particular of intraeCommunity cross-border mail over the
short term, but also the long term (ten-year prospects). In particular attention shall be paid to:

analysis of localisation strategies used by major senders of cross-border mail;

impact of globalisation and the single market on growth in mail volume;

analysis of attitudes, expectations and buying behaviour of cross-border mail users. This will
distinguish between various categories of senders in terms of size as well as types of mail sent;
analysis of the current market situation taking into account the various types of players, e.g. global
integrators and mail houses, and their respective strengths, weaknesses and value chains;

analysis of the impact of the de facto liberalisation of outgoing cross-border mail on the current
market situation;

analysis of the effect of various applied models of the terminal dues calculation on the incoming
and outgoing cross-border mail market. This analysis will emphasise the effect on profitability for
universal service providers (USPs); and,

analysis of the expectations and attitudes of current operators and potential entrants to
liberalisation of cross-border mail and its impact on the sector. This analysis will emphasise the
effects on employment.

2. To make analyses based on the above mentioned elements:

guantification of the development of intraCommunity cross-border mail over five and, if possible,
ten years. The quantification will make use of scenario building; and,
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analysis of drategies to entry resulting from possible liberalisation of cross-border mail. This
analysis will particularly emphasise the degree to which new entrants will apply various parts of
the value chain, i.e. will it be end-to-end services, re-mailing etc.

3. To focus on the technical and practical problems with which national regulators are faced as a
result of:

liberalisation of incoming mail;
monitoring and control of the operation of the market following liberalisation; and,
the de facto liberalisation of outgoing mail already in place.

B: As one of the four sectoral studies the study should also assist in:

providing an understanding of the economic mechanisms underlying the development of
competition in the postal sector. The emphasis will be on the specific features of two markets,
direct mail and cross-border mail, focusing on their competitive, technological and regulatory
environment. The studies of the other two markets will provide a reliable analysis of the problems
and issues at stake;

gathering data needed for the modelling study; and,

describing how the sector perceives the impact of any liberaisation, in particular in terms of
employment.

1.3.  Scope of the study

The scope of this study has been specifically targeted towards the liberalisation of cross-border mail
with the following implications:

Geographical scope

The study is limited to the 15 EU-member countries. When and if needed, trends in the international
and globa markets are included in the analyses. It has to be remembered that some of the EU USPs
are active in the global postal market and/or in the global cross-border mail business.

Market definition

The study specifically addresses the lettermail market. This market is principally defined as: Letters-
LC, LetterssAO and addressed direct mail. The price and weight limits of the reserved areas in the EU-
countries form a supporting definition of the market. The EU reservable area limits are items of
correspondence that weigh less than 350 grams and the price of which is less than five times the tariff
of aletter in the first weight step of the fastest standard category. Certain countries have lowered these
limits. In general the study addresses the issue of liberalising cross-border lettermail which falls under
the domestic reserved aress.

It is a fact, that not al of Letters-AO, according to the definition used in this study, falls under the
reserved areas. To give an indication of the approximate amount of cross-border mail. Which does fall
under the reserved areas and consequently would be affected by a liberalisation, we have made the
following assumptions:

100 percent of Letters-LC belong to the reserved areas; and
50 percent of Letters-AO belong to the reserved areas.

Types of postal operators
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All types of postal operators within the cross-border mail business are principaly included in the
study, i.e. USPs, international integrators and other private operators.

Time frame

The time frame of this study is five to ten years. Based on historical trends and data, the base year of
the study is 1996.

A traditional approach would be to ask respondents to assess what would happen in a future period
where liberaisation of cross-border mail has not occurred versus when it has occurred.

This approach could be misleading compared to the actual timing of EU postal liberalisation. In order
not to cause excessive confusion, the questionnaires were formulated as follows: Two specific years
are analysed distinctively in the study — 2001 and 2006. In our questionnaires and in the qualitative
interviews our data gathering have been based on the following assumptions:

what are the likely developments from 1996 to 2001 — under the premise of a non-liberalised
cross-border mail market; and,

what are the likely developments from 2001 to 2006 — under the premise that cross-border mail,
i.e. outbound and inbound cross-border mail isliberalised by 1 January 2003.

Many of the subjects dealt with in the report will evolve over the longer time period and the analyses
in qualitative terms have not been limited to the mentioned ten years period.

”Stand alone study”

The study is based on the assumption of all other things being equal or ceteris paribus. It is assumed
that al other conditions for the postal sector and the cross-border mail business are unchanged. It is
understood that each of the four sector studies will analyse the specific issues in a partial setting and
the modelling study will conclude on the results from the four studies.

Point of departure: Liberalisation of cross-border mail

The above assumption of ceteris paribus also means that our point of departure specificaly is a
liberalisation of cross-border mail, whereas no other liberalisation mentioned in the Directive is taken
into consideration. This implies that we assume the maintenance of a Universal Service Obligation
(USO) and universal service provision and, when relevant, a uniform tariff structure. Reserved areasin
all of the EU countries are also assumed, apart from Sweden and Finland.

Competitive processes and estimation of impacts

It is essential to understand the competitive mechanisms of the cross-border mail business —in terms
of customers, suppliers, services and products, prices, quality of service, entry strategies etc. Only
through careful description of the competitive processesis it possible to estimate the potential impacts
of liberalisation in more specific terms. The strategic analyses of present and future trends in
gualitative terms provide good insights into these mechanisms.

The quantification of possible impacts has proven very difficult in particular due to the very limited
information available. The respondents themselves have referred to the fact that in a transition period,
where a certain amount of liberalisation takes place, no one is eager to provide information that could
be of value to present and future competitors. Also the uncertainties of how the overal posta
liberalisation is to be implemented adds to the limited information.

Additionally, many of the respondents have argued independently that the postal sector and indeed the
cross-border mail business is characterised by a genuine lack of data. To overcome these barriers the
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consultants have had to refer to existing studies where possible and make reasonable assumptions
when needed.

1.4.  Approach to the study

Our overdl approach to analysing the impact of liberalisation of cross-border mail encompasses
analyses of avariety of driving forcesthat are tightly inter-related. Our approach isillustrated below:

Figure 1.1 Approach.
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(Source: PricewaterhouseCoopers, 1998)

Our approach is based on the principles of a traditional industry analysis. The general framework
conditions for the industry in question, the cross-border mail industry, are made up by:

a regulatory framework - international governmental regulation; such as the EU, the Universal
Postal Union (UPU) and termina dues systems; and national governmental regulation;
macroeconomic conditions such as economic growth, growth in the international trade, the rise of
international communication markets etc. al form the basic economic conditions for the
development in the cross-border mail industry;

the technological development — especially within the telecommunication and IT industries — sets
significant framework conditions for the postal industry; and,

societal or political framework conditions may have a significant impact on the development of
the postal industry in general and on the cross-border mail industry in particular. To mention afew
examples postal services have been used actively as a macroeconomic means in regional policies
and employment policies.
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These framework conditions are assumed constant and identical for the players in the cross-border
mail industry, save for the basic question: How does liberaisation of cross-border mail, ceteris
paribus, impact the cross-border mail industry?

As the framework conditions, to a large degree, are identical throughout the EU cross-border mail
industry, the analyses of how a liberalisation may impact the internal forces within the industry are
given the highest priority. Secondly, impacts of liberalisation on the above mentioned framework
conditions will be included in the analyses.

The internal forces at play within the cross-border industry are:

the development in demand among different types of customers to the posta operators. This
perspective also emphasises that international companies are dependent on both outbound and
inbound postal services,

the competitive environment among postal operators. Presently three types of operators can be
identified. The USPs, the international integrators and smaller, private postal operators; and,

new future entrants in the industry.

The chosen approach reflects the contents of the terms of reference and hence our contract with the
Commission, namely a broad analysis of a number of specific issues in the uncertain transition process
that will be the result of a liberalisation of cross-border mail. Naturally, the prime implication of
choosing such a multidisciplinary approach is a loss of targeted analyses and corresponding results.
However, bearing the quality of industry specific data in mind, a more narrowly defined approach for
instance an in-depth econometric analysis would necessarily run into substantial problems concerning
availability and needed quality and reliability of data.

The chosen approach principally implies a combination of a variety of relevant data and information
on the cross-border mail markets in contrast to an approach methodology based on a foundation,
which is more narrowly defined. The present study is based on solid assessments of al important
change drivers that will impact the cross-border mail industry whether the industry is liberalised or
not. The study thus provides a total assessment of al impacts to the cross-border mail industry due to a
liberalisation of cross-border mail.

The results of the study have relevance for al playersin the industry, USPs, international integrators,
local postal operators, postal regulators, and not least al kinds of postal customers.

1.5.  Methodology

To describe and analyse the competitive processes and developments in the industry, an array of
players and interest groups have been included in the data collection to assure a comprehensive
understanding of the potential effects of liberalisation on cross-border mail.

In figure 1.2 below, the phases in our methodology are described. In phase 1, detailed planning of the
study took place including talks to the EU Commission and severa exploratory interviews with
representatives of the different players in the cross-border mail industry. A detailed work plan for the
study was made. In phase 2, desk research was conducted and questionnaires to USPs, postal
regulators and private postal operators were sent out. Parallel to these activities a number of face-to-
face interviews and telephone interviews were carried out. In phase 3, the collected information was
synthesised in order to describe the present status of the competitive, regulatory and technological
environments in the cross-border mail industry. In phase 4, the likely future developments were
analysed and assessed including quantitative estimates of future developments and the making of two
scenarios. In phase 5, the preliminary findings were presented at a meeting in Brussels and a Delphi
survey was conducted. Supplementary qualitative interviews were conducted.
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Figure 1.2 Project design

o
- -8
28
T 3o Specification
)
f o
o
~ B VL - ¢ -
o 2 Data Collection N Data Collection
3 Secondary data Primary data
T g
s+
Qa
|Users|| Operators | |Regu|ators
2 \ 4 ¢ ¢ A
©3 Users Market , Operators
S Siting strategies, Current market and effect Terminal dues Operators’ and potential entrants’
£ buying behavior and of de facto liberalisation of expectations to liberalisation
g impact of globalisation outgoing cross-border mail
on mail volumes

\4 \4 A 4 A 4
Quantification of Analysis of entry strategies | | Regulator issues

development of cross-
border mail

scenarios

Phase 4
Forecasting and

Impact of liberalisation on competitive situation, employment,
mail volume and regulation.

Phase 5
Synthesise

(Source: PricewaterhouseCoopers, 1998)

The data collection had to be done as quickly as possible in order not to be delayed by the July and
August summer holidays throughout Europe. Most of the face-to-face interviews were conducted in
June, July and September. The questionnaires were sent to the respondents in June. On the seventh of
October we received the last questionnaire from the respondents.

The primary data collection has been focused on two main subjects. First, to gather as much
guantitative information as possible and secondly to discuss the competitive status and likely transition
processes in the cross-border mail markets due to aliberalisation. The table below summarises the data
collection methods.

PricewaterhouseCoopers - December 1998



Section 1 - Introduction Page 8

Table 1.1 Data collection methods
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(Source: PricewaterhouseCoopers, 1998)

As can be seen from table 1.2 below, the response rates have generally been satisfactory for the USPs
and the postal regulators. However, only two of five private postal operators have answered the
guestionnaire. During the interviews some of the private operators referred to quantitative statistics
that are in the process of being produced for the international integrator community. Unfortunately this
data was not delivered in time to be included in this report.

Table 1.2 Questionnaire response rates

Respondents Response rate to | Response rate to | Response rate to | Response rate to
the questionnaire | the individua | the individua | the individual
N (%) questions in the | questions in the | questions in the
questionnaire: n > | questionnaire: questionnaire;
50 % 50%>n>10% | n<10%
USPs 13 (86,6%) 11 1 1
Private postal | 2 (40%) 1 1 0
operators
Postal regulators | 11 (73%) 9 1 0

(Source: PricewaterhouseCoopers, 1998)

Table 1.2 also indicates a fair coverage regarding the response rate for each specific question included
in the questionnaires. However the questions that were left unanswered were typically on specific
guantifications. Many of the questions concerning actual and expected absolute volumes and revenues
of both outbound and inbound cross-border mail were mainly left unanswered or answered by very
few. Questions on price elasticities of cross-border mail services were also typicaly left unanswered.

The fear of submitting confidential information to potential competitors — be it USPs, international
integrators or other private postal operators - seems to be the main reason for missing answers on
actual volumes and revenues. Even though complete confidentiality was guaranteed and in spite of a
guarantee that all confidential information would be consolidated in order to make it impossible to
identify individual respondents, it is evident that there is a genuine fear of providing information
valuable to potential competitors.

Thus it has proven to be a challenge to predict and quantify future developments within the postal
sector of cross-border mail, future patterns of competition and the demand and supply of services, as
some respondents have chosen not to answer, when they were not able to substantiate a precise
answer.
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This implies that the quantitative issues in the questionnaire can not be analysed with the same degree
of certainty as the more qualitative ones. Estimates are thus presented when the questionnaires,
interviews and Delphi study did not provide us with specific data.

1.6.  Structure of the report

Section 2 of the report presents an overview of the cross-border mail market, including a status of the
regulatory environment, a description of the major postal operators in the EU and the mechanisms
behind the ongoing de facto liberalisation of outbound cross-border mail. Quantitative facts
concerning the present market are presented and the determinants of demand completed by an analysis
of change driversin the industry.

Section 3 presents postal industry attitudes to and perceptions of liberalisation of cross-border mail,
with particular focus on the impact on regulation, postal operators and demand.

The overal impact of liberalisation on cross-border mail is assessed in section 4, followed by a
guantification of the impact on cross-border mail and on the domestic reservable area. Two scenarios
are presented, in order to show the possible developments in the market due to a liberalisation of
cross-border mail.

Section 5 presents the final conclusions of the report. The section opens with our conclusions on the

overal impact of liberalisation on cross-border mail, proceeds with specific conclusions on the supply
of and demand for cross-border mail services and ends with a presentation of our concluding remarks.
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2. Overview of the intra-Community cross-border mail market

2.1. Introduction

This section is an analytical description of the cross-border mail market within the EU. Section 2.2
describes the regulatory environment in the EU. In section 2.3 we describe the competition within the
EU cross-border mail markets. The situation as far as a quantification of cross-border mail is
highlighted in section 2.4. The development of demand for cross-border mail is analysed in section 2.5
and the change drivers in the industry are identified in section 2.6. Section 2.7 concludes on the
overview of the present EU cross-border mail market.

2.2  Regulatory environment

In order to give a good overview of the regulation that governs the EU cross-border mail markets, this
section is divided into two main parts:

international regulation;
governmental regulation, i.e. EU and UPU regulation;
non-governmental regulation, i.e. terminal dues regulation; and,
national regulation.

2.2.1 International regulation, governmental

IntracCommunity cross-border mail is naturally covered by EU regulation, primarily in the form of the
directive 97/67/EC, often referred to as the postal directive. EU postal regulation officialy gathered
momentum as of 1992 with the publication of the Green Paper. Listed below are the main events in
EU postal regulation from 1992 to 1998.

1992: - Green Paper on the development of the Single Market for Postal Servicesis published
1993: - Guideline proposals for the development of community postal services
1995: - EU ministersfail to agree on draft resolution for new EU terminal dues system

EU parliament urges EU Commission to withdraw draft notice on postal competition
Draft notice on postal competition published
1996: - EU Commission rgjects EU parliament’ s amendments to directive
EU ministersfail to agree on postal liberalisation
EU ministers to discuss French / German proposal on postal liberalisation.

EU ministers again fail to agree on posta liberalisation - French / German proposa
discussed
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1997: - EU ministers reach common position on EU directive
EU ministers adopt final text of common position on liberalisation of postal sector
- EU Council of Ministers formally adopts directive
1998: - EU Commission to make proposal to the EU parliament by the end of the year on
further liberalisation

The postal directive specifically coversintra-EU cross-border mail in the following areas:

Article 1: - the provision of auniversal postal service within the Community
Article 2; - cross-border mail is mail between Member States or to and from third
countries

terminal dues: the remuneration of USPs for the distribution of incoming cross-
border mail comprising postal items from another Member State or from a

third country
Article 3; - theuniversal service covers both national and cross-border services
Article 7; - to ensure the maintenance of universal service, cross-border mail is reservable

within the price and weight limits (less than five times the public tariff for an
item of correspondence in the first weight step of the fastest standard category,
weighing less than 350 grams)
the European Parliament and the Council will decide no later than 1 January
2000 on the further gradual and controlled liberalisation of the postal market,
with a view, among other things, to the liberalisation of cross-border mail
with effect from 1 January 2003
Article 13: - member states shall encourage their USPs to follow these principles when
arranging agreements on terminal dues:
terminal dues shall be cost related
termina dues levels shal be tied to quality of service achieved
terminal dues levels shall be transparent and non-discriminatory
Article 16 - intra EU cross-border mail quality of service standards are set by the
European Parliament and Council at J#+3 = 85% of items and }#5 = 97% of
items, implying that 85% of al cross-border mail items are to be delivered
within 3 days of induction to an EU USP and 97% of al items within 5 days of
induction
Articles24& 25 . member states are to comply with the directive no later than February 1999

Cross-border mail is thus, from an EU point of view, de jure regulated and falls under the reservable
area specified by the price and weight limits. This may change, as evidenced by article seven, by 1
January 2003.

The brief run-down of EU postal regulatory events above proves that the area of EU postal regulation
is very complex and changes in the regulatory framework often have wide-ranging series of
consequences, thus making it a challenging and often time-consuming task to reach common ground.

Apart from EU regulation, intracEU cross-border mail falls under the general agreements made by
USPs under the UPU.
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The UPU

The UPU officially came into being in 1874 through the so-called "Treaty of Berne". The purpose of
the treaty was to reduce the then growing number of bilateral agreements and multiple international
postal tariffs which, it was then felt, impeded international trade as well as to ensure the free passage
of cross-border mail. The treaty reduced the number of possible rates for mail between the twenty-two
countries which met in Berne from 1200 to a single rate for all. Within the single territory of the 22
countries, the principle of freedom of transit for |etter-post items was a so guaranteed by al parties.

The UPU convenes every five years through the so-called UPU congress, where al major projects and
proposals are decided upon. Today the UPU, now a specialised agency of the United Nations, totals
some 189 member countries represented by their USPs and the postal regulators. The current role of
the UPU is defined as “the specialised agency of the United Nations that regulates this truly universal
service’, referring to the global network of postal services.

This regulation is stipulated primarily through the fundamental rules introduced by the 1874 treaty.
The rules, as they still appear in the UPU Constitution concluded at Vienna in 1964 and in the 1994
Seoul Convention, are as follows:

1. the formation among all member countries of a single posta territory for the reciprocal exchange
of letter-post items;

2. guaranteed freedom of trangit within the territory of the Union;

3. standardisation of the charges to be collected by each country for letter-post items addressed to
any part of the Union’ sterritory;

4. in the case of letter-post items, the abolition of the sharing of charges between the country of
origin and the country of destination, each administration retaining the entire amount of the
charges which it collects, subject to remuneration, at the established rates, of intermediate
administrations ensuring the transit of such items; since the 1969 Tokyo Congress, however, the
UPU has alowed administrations of destination to demand a lump-sum remuneration from
dispatching administrations as compensation for the amount of mail received in excess of the mail
dispatched;

5. theinstitution of an arbitration procedure to settle disputes between administrations;

6. the creation of a central office, called the International Bureau, the cost of which is borne by all
contracting countries; and,

7. periodical meetings of a Congress of plenipotentiaries of the member countries with a view to
revising the basic Acts of the Union and discussing questions of common interest.

Especidly the first four rules of the UPU are of importance when discussing the subject of cross-

border mail as they ensure the free and uninterrupted flow of cross-border mail throughout the world.

2.2.2 International regulation, non-governmental

Terminal dues systems

Terminal dues systems are agreements that specify the remuneration of mandatory deliveries of
inbound cross-border mail between USPs.

The issues related to terminal dues systems for remuneration of mandatory deliveries of cross-border
mail between EU USPs are many and complex. In general the issues most often discussed are;

the amount of remuneration to a USP for delivering inbound cross-border mail within its country;

how to secure that these remunerations are being made in accordance with competitive principles,
i.e. the principles set out by the EU treaty;
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how to secure that mailers and addressees are being treated equally across the EU in order to
contribute to the Internal Market for al industries and sectors and secondly to secure an Internal
Market for postal services themselves; and,

additionally, the various EU USPs are operating under very different economic conditions and
perform very differently in terms of cost efficiency and quality of service.

Through our research it is our impression that no uniform multilateral terminal dues system is
presently in use by all USPs within the EU. Parts of multilateral systems are used and many
individually negotiated bilateral agreements are at play. However, the multilateral agreements and
their principles are used in the negotiations among the postal operators.

To introduce the terminal dues systems that are most relevant to the EU, a short recap of their historic
evolution is given below:

The UPU system. Until 1969 no compensation was paid from a USP collecting mail in one country to
a USP delivering the mail in another country. The volumes were negligible and being colleagues in
their respective national monopolies meant no competition. However, the growth in internationa trade
and the economic development in general meant rising imbalances between inbound and outbound
cross-border mail in a number of countries. At the Tokyo conference of the UPU in 1969 a standard
system for compensation based entirely on weight was put in place.

The CEPT system. In 1987 the European Conference of Posts and Telecommunications (CEPT)
defined a compensation scheme based on weight and number of items. Generally speaking this is a
better system of remuneration than the one put in place at the Tokyo conference because of the fact
that it is based on the size of actual mail flows between countries. However, the CEPT principles do
not cover the delivery costs for the postal operator that are to deliver inbound cross-border mail to the
end receiver.

The REIMS system. By January 1996 the REIMS agreement (Remuneration of Exchanges of
International Mail System) was to be implemented. The system differs from the other systems
mentioned above in that REIMS is based on a principle of paying the USP that delivers inbound mail
a percentage of the costs - in effect a percentage of the domestic tariff of the inbound country - of
delivering the mail to the end receiver. Also the REIMS agreement includes quality of service aspects.
Over afive year period the terminal dues to inbound mail handlers can be increased, if the quaity of
service in the receiving country is increased in accordance with targets set out in the REIMS
agreement. The plan is that 80 percent of the domestic tariff could be paid by 2001, if al quality
targets are met.

However, the first REIMS agreement was not signed by all EU USPs which, in the EU, mainly has
resulted in areversal to the CEPT based system of terminal dues.

Presently a new REIMS agreement, version I, is being evauated by the European Commission DG
IV and as of October 1998 most, but not al, of the EU countries are reported to have signed a
modified agreement, taking into account some of the issuesraised by DG V.

As mentioned above it is our impression that many individually negotiated bilateral agreements are
currently at play. To exemplify, a bilateral agreement between the Dutch and Swedish USPs recently
came into being:

Case: A bilateral agreement between the Dutch and Swedish USPs — and other postal operators
? — concerning terminal dues

At the end of September 1998 the European Commission’s Directorate-General for Competition Policy approved a bilateral agreement
regulating the reimbursement of terminal dues for mail flows between Sweden and The Netherlands.
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The agreement is seen as an aternative to the REIMS Il terminal dues system regulating terminal dues payments between national postal
services in Western Europe. The two postal operators have agreed mutual lower remuneration than set out in the REIMS |1 system.

In press releases the two USPs announced some of the reasons for entering a bilateral agreement. PTT Post, which has not signed the REIMS
I agreement, states that their major motive behind a bilateral agreement is to be able to offer good international services to their customers.
According to PTT Post the terminal dues will increase as a result of the European Postal Directive, since reimbursement has to be related to
cost and quality and still many EU USPs operate at high costs and low levels of quality of service. Another argument — also mentioned by
Sweden Post, which has signed REIMS Il — is that confusion presently governs the remuneration between EU-member countries, as no
REIMS principles are followed thus making it uncertain when these principles will be implemented.

The agreement is non-exclusive in the sense that each of the parties can individually enter other agreements.

Negotiations with five to six other USPs are presently taking place in order to enhance the agreement to include these countries.

(Source: Marketflash by IPC Unipost and press rel eases from the Dutch and Swedish USPs)

This agreement, and the stated motives behind it, is an example of the current development in terms of
EU termina dues systems. As no current multilateral terminal dues agreement can be agreed upon by
al of the USPs, some USPs choose to negotiate alternative bilateral agreements.

As it makes a mgjor difference, financialy speaking, which terminal dues system is used when
determining the size of the cross-border mail remuneration payment, we have included the example
cited below.

The assumptions that were made for this example regarding the structure of cross border mail (in
terms of average weight, etc.) in order to model the terminal dues implications of a net mail import of
one million items under UPU, CEPT and REIMS |l agreements respectively, are listed in exhibit 1.
Table 2.1 below indicates the significance of the financial implications between the various terminal
dues systems.
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Table 2.1 Four cases on terminal dues
Net mail inflow: 1.000.000 items of correspondence Casel | Case2 | Case3 | Case4d
UPU terminal dues system (as of 1994)
Tota termina dues payable (ECU) 234.291| 234.291| 233.566| 233.566
CEPT termina dues system (as of 1993)
Tota termina dues payable (ECU) 275.394| 275.394| 275.394| 275.394
REIMS |1 terminal dues system (1998: 55% of the domestic tariff)
Domettic tariff (ECU) 0,210 0,560 0,210f 0,560
Total terminal dues payable (ECU) 115.500{ 308.000( 105.000{ 280.000
REIMS |1 terminal dues system (2001: 80% of the domestic tariff)
Domettic tariff (ECU) 0,210 0,560 0,210f 0,560
Total terminal dues payable (ECU) 168.000( 448.000( 151.200| 403.200

(Source: PricewaterhouseCoopers, 1998)

In summary our calculations show that the termina dues received by a net mail importer of one
million items of correspondence would receive - case 1.

234.291 ECU under UPU

275.394 ECU under CEPT

115.500 ECU under REIMS 11 (1998: 55% of domestic tariff)
168.000 ECU under REIMS 11 (2001: 80% of domestic tariff)

However, the domestic tariff plays a very important role in determining the size of the terminal dues
payable under the REIMS Il termina dues agreement. Case 2 proves this point as the termina dues
payable under REIMS 11 increase by 167 percent compared to case 1 due to a higher domestic tariff.
As table 2.11 below highlights, there are significant differences in EU domestic tariffs, which
consequently trandates to significant differences in terminal dues payments under the REIMS II
termina dues system. The chosen domestic tariffs of 0,210 ECU and 0,560 ECU are currently the
lowest and highest domestic tariffs within the EU, representing domestic tariffs from Spain and
Germany respectively.

Although it is possible to give an example as shown in table 2.1, it has proven impossible to provide a
specific picture of the actua use of the terminal dues systems within the EU — mainly due to the
following reasons:

1) multilateral agreements are supplemented by bilatera agreements and these agreements are
formed on the basis of varying motives and forces as seen in the Swedish/Dutch agreement:
political and strategic considerations, negotiating power etc.;

2) whereas multilateral agreements obvioudly is the device in a world where national monopolies
exchange mail, bilateral agreements logically is the mechanism chosen in a liberalised market or
as now, an EU postal sector engaged in a market driven process towards liberalisation;

3) thus, with a reasonable amount of certainty, many postal operators are currently engaged in
bilateral co-operative agreements — ’During the day we are all colleagues attending the meetings
in the different associations of the postal operators, but in the evenings we meet with our very
good real friends and colleagues in order to strengthen our competitiveness vis-a-vis the other
postal competitors of Europe™ asit was stated in an interview;

4) on this basis terminal dues payments and arrangements are considered confidential information;
and,
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5) in the discussions and remarks to the REIM S agreements during our interviews it was argued that
simplicity, clarity and transparency was lacking - due to a variety of built-in exemptions. It was
also stated that the system is not based on the actual cost of inbound mail delivery, but rather on
domestic tariffs.

Considering the potential financial differences in termina dues indicated in table 2.1, it is of
substantial consequence which terminal dues systems are used by whom throughout the EU. This
affects the strategic behaviour of postal operators and consequently their partners, competitors and
customers. This behaviour, in terms of seeking out what is perceived to be the best terminal dues
agreement, would be even more pronounced in a liberalised cross-border mail market, where postal
operators would be free to co-operate with USPs as well as private operators.

2.2.3 National regulation

Outbound cross-border mail

Below we have outlined the status for the de jure and de facto liberdisation in the EU member
countries for outbound cross-border mail.

In 12 of 15 member countries outbound cross-border mail is de jure regulated. Although postal
regulation is enforced by third party regulators throughout the EU, it is interesting to note that in 10 of
the countries a de facto liberalisation is defined to be in place whereas only three countries have
implemented a de jure liberalisation.

Table 2.2 Status of the liberalisation of outbound cross-border mail

Country | Dejure Defacto
AT NO NO
BE NO YES
DE NO YES
DK YES YES
IE NO YES
ES NO NO
F YES YES
FR NO YES
GR NO NO
IT NO NO
LU NO YES
NL NO YES
PT NO NO
SE YES YES
UK NO YES

(Source: PricewaterhouseCoopers survey, 1998)

The explanation for a de facto liberalisation of outbound cross-border mail - where the receiving
country is actually collecting the mail from the originating country - is that up-stream integration can
easily take place, as this does not require extensive geographic coverage. Market entry to cover
inbound cross-border mail would entail delivery to the end receiver in a foreign country, which is
costly, requires good geographic coverage and is thus very visible.

In short the internationalisation of the outbound cross-border mail is typically targeting the single
biggest inbound customers to the domestic market of the postal operator. This entry strategy only
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implies contact between the foreign postal operator and a limited number of domestic customersin the
market in question - and no direct contact with the original outbound USP.

The consultants' conclusion to the actua situation concerning outbound cross-border mail is, that the
majority of the USPs accept the market driven liberalisation in this field due to the facts that:

it is practicaly impossible to safeguard this business even if it is de jure regulated; and,
it represents aminor part of their overall business as evidenced further below.

This tranglates to the following approximate figures: seven percent of outbound cross-border mail is de
jure liberalised and 69 percent is assessed as being de facto liberalised, which means that a total of up
to 76 percent of al EU outbound cross-border mail is liberalised to some extent’. In the rest of the
report this fact is described as a de facto liberalisation of EU outbound cross-border mail.

Inbound cross-border mail

Inbound cross-border mail is neither de jure nor de facto liberalised in most of the EU member
countries. The status of liberalisation of inbound cross-border mail is distinctly different from the
status of liberalisation of outbound cross-border mail. The main reason being that inbound cross-
border mail, which falls under the reservable area found in al EU-member countries apart from
Sweden and Finland, is handled by the operator in charge of the USO. Infringements of this monopoly
are taking place, and those that occur are typically not officially reported to the regulatory bodies. In
some of the interviews it was stated that the international integrators infringe upon the monopoly. In
table 2.3 below the status concerning the liberalisation of inbound cross-border mail is shown.

! UPU statistics on EU outbound cross-border mail 1990 - 1996. When actual data was missing or "not available', time series were
extrapolated using basic linear regression.
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Table 2.3 Status of liberalisation of inbound cross-border mail

Country | Dejure Defacto
AT NO NO
BE NO YES
DE NO NO
DK NO NO
IE NO YES
ES NO NO
Fl YES YES
FR NO NO
GR NO NO
IT NO NO
LU NO NO
NL NO NO
PT NO NO
SE YES YES
UK NO NO

(Source: PricewaterhouseCoopers survey, 1998)

Internationalisation of inbound cross-border mail, as opposed to outbound cross-border mail,
implicates an integration of down-stream activities -implying the end-delivery of the inbound mail.
This internationalisation will — per se — automatically mean contact to comparatively many more
potential customers in the foreign country in question. The incumbent inbound postal operator will
much easier see the expansion efforts of the foreign postal operator and is thus easily able to report
this to the regulatory authorities. As aresult of this only six percent of inbound cross-border mail is de
jure liberalised and additionally ten percent perceived as de facto liberalised, which means that a total
of up to 16 percent of al EU inbound cross-border mail is liberalised to some extent?.

In the questionnaires and in the interviews the question whether a market driven liberalisation of
cross-border mail is taking place was often commented. It is quite clear to the consultants, that a
market driven liberalisation is actually taking place within outbound cross-border mail. It is equaly
clear that a market driven liberalisation is not taking place within inbound cross-border mail. Some
infringement take place in the inbound cross-border mail markets, but these events can not and must
not be presented as a market driven liberalisation.

2.3 Competition within the EU cross-border mail market

One of the most singular influential events in recent European postal history was the 1992 introduction
of the European Commission's Green Paper on the Development of the Single Market for Postal
Services. This document has prompted all of the European USPs and their respective governments to
take a closer look at the postal industry, in particular the concepts of universal service provision and
USPs in a competitive market place.

Combining the catalyst effect of the Green Paper with the fast-paced change in technology and the
ever-increasing demands from customers, business as well as private, the postal industry has been
faced with a different set of rules during the mid/late 1990s, rules that were to govern and change the
organisational, operational and industrial environment. In short the postal industry is currently living
through a paradigm shift where the rules of operation are changing and the need to prepare for, and act
upon these changes is becoming increasingly pronounced.

2 UPU statistics on EU inbound cross-border mail 1990 - 1996. When actual data was missing or "not available’, time series were
extrapolated using basic linear regression.
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The various players in the industry are coming to terms with this new reality in different ways and to
varying degrees. Every USP within the EU is active within the EU cross-border mail markets, as this
is part of their obligation under the UPU regulatory framework.

As indicated above the outbound cross-border mail market within the EU is de facto liberalised.
Through our survey we received answers on questions concerning competitors in the present outbound
mail markets.

Table 2.4 Competition within the EU outbound cross-border mail market, N=11

Postal operator Country
1(2(3|4|5|6|7|8]|]9]|10(11

TPG totd
DHL totd
DHL

TNT

UPS

Royal Mail
Deutsche Post AG
Dutch PTT
TNT Mailfast
FedEx
LaPoste FR
DHL Worldmail
LaPoste BE
ACS

IRS

ASG

Swiss Post
Globemail
BTL

Speedex

Post Denmark
Transnet

SEUR
(Source: PricewaterhouseCoopers survey, 1998)

Please note:
data from five USPs is missing;
TPG total includes Dutch PTT, TNT and TNT Mailfast; and,
DHL total includes DHL and DHL Worldmail.

In table 2.4 the shaded boxes indicate the presence of a particular competitor within a country.
As can be seen from the table above, it is evident that private postal operators as well as certain USPs

are active within the cross-border mail markets, especially as regards outbound cross-border mail.
Furthermore it is evident that there are three levels of competitors:

international integrators active across multiple countries;

USPs active across multiple countries; and
local operators active within one country.
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Table 2.5 highlights the individua rankings on a European level. The operators are ranked primarily
by number of times mentioned among top five competitors within national markets, indicating solid
geographical coverage with the EU and secondly by average rank. The ranking scale goes from one
which equals primary competitor to five which indicates the fifth most important competitor.

Table 2.5 Most important competitors in the EU cross-border mail market, totals. N=11

Competitor USP | PrO | Average | Number of
rank times
mentioned
TPG totd 2,4 12
DHL tota 19 10
DHL 1,7 9
TNT 29 7
UPS 4,0 5
Royal Mail 3,2 5
Deutsche Post AG 15 3
Dutch PTT 3,3 3
TNT Mailfast 1,0 2
FedEx 35 2
LaPoste FR 4,0 2
DHL Worldmail 2,0 1
La Poste BE 2,0 1
ACS 2,0 1
IRS 3,0 1
ASG 3,0 1
Swiss Post 4,0 1
Globemail 4,0 1
BTL 4.0 1
Speedex 4,0 1
Post Denmark 50 1
SEUR 50 1
Transnet 5,0 1

(Source: PricewaterhouseCoopers survey, 1998)

Please note:

. data from five USPs is missing;
tableisranked primarily by number of times mentioned as a competitor, secondarily by average rank;
TPG total includes Dutch PTT, TNT and TNT Mailfast; and,
DHL total includes DHL and DHL Worldmail.

Based on tables 2.4 and 2.5 it is evident that the international integrators are active within the cross-
border mail market and that they are thought of as primary competitors. With their core competence as
operators in low volume, high margin markets compared to the USPs, it is interesting to note their
presence in the cross-border mail markets throughout the EU. Other USPs do not cover the same
geographical area as the integrators, but in the markets where they are present they are thought of as
primary competitors.

Based on UPU statistics® La Poste (France), Deutsche Post AG and Roya Mail handle approximately
2/3 of the total postal servicein the EU.

Combined, the three operators share of the total cross-border services in the EU amounts to more than
50 percent. However, not al countries have the same composition of: cross-border mail compared to

3 UPU Postal Statistics 1996
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domestic mail. It is well known that relatively small countries have a relatively high propensity
towards international trade. Therefore it is natural that the same picture can be found concerning cross-
border mail. Some players are more strategically active than others in the area of cross-border mail.
Evidence confirms that this is the case for Royal Mail, TPG, Deutsche Post AG, Belgium Post, Post
Denmark and An Post. Up front, the postal market of the EU can actually be characterised as an

oligopoly.

Thus, it is not surprising that the postal operators most active in the EU cross-border mail markets, are
the international integrators and a number of large USPs - large both in terms of geographic coverage
and cross-border mail volumes as evidenced below.

2.3.1 1996 USP Market shares

Another indicator of the level of competition is the market shares of the USPs in their outbound and
inbound markets.

Outbound cross-border mail market shares in volumes 1996

The answers on outbound cross-border mail market shares from seven USPs differ markedly. The
market shares for Letters-LC is:

100%;

95% (N=2);
90%,

88%; and,
80% (N=2);

Markets shares given by six USPs for Letters-AO are:

100%;
96%;

95%;

87%; and,
80% (N=2);

Although data is not provided by many USPs, it would seem that some are experiencing serious

competition, although market shares of 80 percent would still be considered a de facto monopoly in
most other industries.
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Inbound cross-border mail market shares in volumes 1996

Seven USP responded to questions concerning the absolute volume market share in inbound cross-
border mail for 1996. Concerning Letters-L C the operators gave the following answers:

100% (N=3);
99%;

98%; and,
95% (N=2).

Concerning Letters-AO the distributions of six answers were:

100% (N=3);
98%;

95%, and
90%.

Since inbound cross-border mail is neither de jure nor de facto liberalised in the countries that have
answered this question it is quite surprising to note that infringements on the reserved area do take
place. Furthermore the respondents that have answered this question, remark that inbound cross-border
mail can not be characterised as de facto liberalised. Sporadic infringements are seen in most
monopolies and thisis also the case within inbound cross-border mail.

Summing up and paying attention to the limited amount of answers, it is none the less noteworthy that
severa of the USPs report market shares that are below 100 percent — in the reserved areas. Most
striking are the Letters-LC market shares reported within inbound cross-border mail, as al of Letters-
LC is reserved and inbound cross-border is defined as both de jure and de facto regulated. Only 50
percent of Letters-AO is assumed to be reserved, which thus opens up for some competition.

2.3.2 Cross-border business strategy

From a strategic point of view, athough difficult to determine due to the sensitive nature of business
strategy, we can group the USPs into three categories, as regards their cross-border mail business

strategy:

pro-active;
re-active; and,
in-active.

The first category is characterised by organisations that anticipate the changes in the market and meet
these changes by either adopting new or different ways of approaching the market, or by changing
their business mission in advance or concurrent with the event of these changes. The second category
is characterised by organisations which adopt a wait-and-see approach and simply either note the
changes that are taking place and then decide whether or not it is appropriate to act. The final category
is typically characterised by organisations that decide to focus solely on their current domestic core
business.
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Mergers, acquisitions and alliances

Although cross-border mail till represents a relatively minor part of the total EU postal market, as
evidenced below in section 2.4, the notion of a liberalised single postal market has prompted many
activities related to cross-border activity, some of which are outlined below:

the Dutch USP buys global courier company TNT to form TNT Post Group;

the German USP buys a 25 percent share of global courier company DHL ;

the Danish, Swedish, Norwegian and Finnish USPs form an alliance called NordPack, focussing
on the Nordic cross-border parcel market; and,

the UK USP has established sales offices in the US and plans to develop its activities in
continental Europe.

Further to the issue of business strategy, USP respondents were asked to what extent they were
actively engaged in collaborative agreements and joint ventures. A summery of the answers are shown
below.

Table 2.6 USP collaborative agreements and joint ventures.

Collaborative agreements, joint ventures etc Yes No

Involved in collaborative agreements, joint ventures etc with
other public/national postal operators zN=10) 6 4

Involved in collaborative agreements, joint ventures etc with
private postal operators (N=10) 6 4

Involved in collaborative agreements, joint ventures etc with
other operators (N=10) 6 4

Involved in collaborative agreements, joint ventures etc with
customers (N=8) 4 4

(Source: PricewaterhouseCoopers survey, 1998)

The distribution of answers is significant. Three of the USPs indicate a no to al four types of
collaboration. On the other hand four out of the ten USPs indicate that they have already entered
collaborative agreements in al four categories. A group of USPs have entered some, but not al, types
of collaborations. The interpretation of the results has to be modified in the sense that some
respondents undoubtedly have considered this kind of information as a business secret. However table
2.6 confirms that a majority of USPs are active in developing collaborative agreements. Another group
are not engaged in any of the four types of co-operation.

Some of the comments from the respondents to this question indicates the contents of the
collaborations:

”We are currently involved in several agreements with postal operators. These agreements aim at
further marketing of products/services, better quality of service and have also to do with the
terminal dues remuneration systems.”

”Trade agreements aiming at market dynamism.”

’Parcel business, hybrid mail and printing.”

On the basis of the above it is evident that the postal industry is changing in terms of collaboration and
competition. No longer is there a clear dividing line between the public and private spheres of the
postal industry and the USPs are no longer solely colleagues operating within their own national
markets. The postal industry is becoming increasingly complex where two postal operators can
collaborate in some markets and compete in others.
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Market entry strategies

The postal operators are presently internationalising their outbound cross-border business through four
main market entry strategies:

”Contractual entry or non-equity collaboration”. These agreements typically mark a temporary
phase where both parties gain their first experience of committed international co-operation.
Typically based on bilateral agreements postal operators - be it USPs or private - collaborate with
individually selected partners. Through exclusive contracts synergies are created and the
collaborating partners gain experience in cross-border mail on a market based platform. The
interviews conducted confirmed that many USPs are utilising arrangements such as these to cover
different types of activities. As it has been seen in many other industries, the processes of
internationalisation at this stage are typically "learning-by-doing".

”Sales branch or sales subsidiary”. For some years many USPs have established internal
organisational entities responsible for attracting outbound cross-border mail from certain
countries. During the last years marketing and sales offices for outbound cross-border mail have
been established by many postal operators in foreign markets. The objective is to handle mail
volumes belonging to large international customers, which are to be delivered in the domestic
market of the postal operator. In this way postal operators are contacting potential international
customers directly and are offering a direct service without the intervention of the incumbent
outbound postal operator. These arrangements are typically very focused towards the specific
individual customer, since the collection and transport from the sending to the receiving country is
individually arranged for each customer. If these foreign activities were to be compared to the
internationalisation of other industries it would be correct to refer to them as sales subsidiaries.

”Production of cross-border mail to one country”. Collecting and sorting facilities for
outbound cross-border mail have been established in foreign markets’. The objective is to collect
mail from many customers to be delivered in the domestic market of the investing postal operator.
These facilities represent a more widespread initiative than the one described above. The focus is
to establish bridgeheads that handle outbound cross-border mail from the country in question by
establishing a complete "production” subsidiary. The objective of the investor is to exploit
economies of scale in the collection, sorting and transportation of cross-border mail by pooling
many customers mail to the receiving country.

”Production of cross-border mail to multiple countries”. Collecting and sorting facilities for
outbound cross-border mail to several markets have been established by a few postal operators in
specific foreign markets®. The main objective, compared to the above mentioned establishment, is
the delivery of cross-border mail to more than one country, acting as an international mail broker.
In this respect this internationalisation entry is truly transnational in scope. In the longer run these
establishments shall take care of truly transnational mail service — AC mail, where mail no longer
pass through the home base of the individua postal operator.

Furthermore many USPs have focused on the technological changes that are taking place. As a result
the USPs of the US, Australia, France, Germany, Italy, Denmark, Sweden, Finland and Norway have
joined in establishing International Data Post, a company which deals with the "distribute then print"
concept of hybrid mail. In a liberalised cross-border mail market, hybrid mail opens up a whole range
of new cross-border marketing opportunities. Further to the issue of technological change the UK USP
has ventured into an alliance called RelayOne with the Microsoft corporation, whereby e-mails sent
through the Microsoft Network MSN to receivers in the UK can be printed and sent using regular mail
to end users, whether or not they have an e-mail address.

4 Marketing and sales functions are naturally also included in these establishments.
® Marketing and sales functions are naturally also included in these establishments.
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Although a significant part of the cross-border mail market is not liberalised at this moment, it would
seem that many postal operators in the EU are gearing up in one way or another, to meet the new
challenges ahead.

2.4  EU cross-border mail, a quantitative description

In absolute terms the 1996 EU USP cross-border mail market totals 5.5 billion letter items.® This
compared to the 1996 domestic EU USP mail market which totals just under 87 billion letter items’,
indicating a cross-border mail share of 6,3 percent. It is our estimate that, on average, intra
Community cross-border mail represents 65% of all cross-border mail handled by the 15 EU USPs.

In terms of revenue, the intraCommunity cross-border mail market for 1996 is estimated at 1 billion
to 1,2 billion ECU. This estimate is based on the above mentioned UPU data for 1996 combined with
the following assumptions:

65 percent of al cross-border mail is intra-Community cross-border mail;

70 percent of all cross-border mail belongsin the 0-20 gr. weightbreak;

30 percent of al cross-border mail is defined as +20 gr;

available intra-Community 0-20 gr. tariffs have been used, see table 2.11;

the tariffs for the remaining 30 percent of intraCommunity cross-border mail have been
calculated as 0-20 gr. tariffs plus 85 percent.

The above figures represent Letter items, which in turn is a combination of Letters-LC and Letters-
AOQ. It isafact, that not al of Letters-AO, according to the definition used in this study, falls under
the reserved area. To give an indication of the approximate amount of cross-border mail which does
fall under the reserved area and consequently would be affected by a liberaisation, we refer to our
market definition and the following assumptions:

70 percent of all Letter items are Letters-LC; and,
30 percent of al Letter items are Letters-AO.

This trandates to an estimated reservable EU cross-border mail market in 1996 of approximately 4.7
billion letter items®. In terms of revenue, the 1996 reservable intra-Community cross-border mail
market is estimated at approximately 850 million to 1,02 billion ECU®.

On a member state basis in 1996, the average reservable intra-Community cross-border mail revenues
equalled approximately 62 million ECU®. On the basis of this estimation a small EU USP, in terms of
cross-border mail revenue, such as Luxembourg Post is estimated to have received approximately 9
million ECU in 1996 reservable, intraeCommunity cross-border mail revenues. A large EU USP, in
terms of cross-border mail revenues, such as Royal Mail is estimated to have received approximately
200 million ECU in 1996 reservable, intra-Community cross-border mail revenues.

Although this data does not include the outbound cross-border mail handled by private operators nor
the outbound cross-border mail handled by non-EU USPs, it serves as an indication of the total size of
the cross-border mail market in the EU. Finaly, it should also be noted that not al countries define
letter items in the same manner, thus adding further uncertainty to the data collected by the UPU.

In table 2.7 total cross-border mail (intra and extra EU) as a percentage of total postal services is
illustrated for the 15 EU USPs. Unfortunately no data is available for Greece and The Netherlands.

5 UPU Postal Statistics 1996, L etter items equals Letters-L C plus Letters -AO.
" Data excludes The Netherlands and Greece.
8 Data includes Sweden and Finland.
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Table 2.7 1996 domestic, total cross-border, outbound and inbound cross-border mail volume as
a percentage of total service.

Country Domestic mail Tota cross- Outbound mail | Inbound mail
border mail
LU 63,5% 36,5% 21,7% 14,8%
IE 72,4% 27,6% 9,8% 17,8%
BE 87,5% 12,5% 6,1% 6,4%
DK 88,9% 11,1% 6,9% 4,1%
AT 89,5% 10,5% 5,3% 5,2%
PT 91,1% 8,9% 4,6% 4,2%
ES 92,5% 7,5% 3,9% 3,6%
UK 92,8% 7,2% 4,6% 2,6%
IT 94,7% 5,3% 2,2% 3,0%
DE 94,9% 5,1% 2,4% 2,8%
SE 95,4% 4,6% 1,9% 2,7%
Fl 95,9% 4,1% 1,6% 2,5%
FR 96,6% 3,4% 1,6% 1,8%
GR ND ND ND ND
NL ND ND ND ND

(Source: Universal Postal Union, 1996)

Typicaly cross-border mail volumes for USPs situated in smaller- and medium sized countries tend to
have a larger share of their overall volumes. Analysing table 2.7 reveals that most of the USPs situated
in small- and medium sized EU-countries have an inbound cross-border mail volume of five to 18
percent of their total service, compared to USPs in larger EU countries which only have an average
inbound cross-border mail volume of about two to five percent of their total service.

Relatively speaking Luxembourg and Ireland have a large proportion of cross-border mail. Small
countries such as Belgium, Denmark and Austria also have relatively large proportions of international
mail. This relationship is highlighted by the figure below.

Figure 2.1 highlights the differences among the EU USPs. Luxembourg has the highest percentage of
cross-border mail and France the lowest in relation to total mail services. Furthermore the countries
located in the upper half of the figure can be considered net-exporters of cross-border mail, as they
have a higher share of outbound cross-border mail. Conversely the countries situated in the lower half
of the figure are net-importers of cross-border mail. As an example outbound cross-border mail
volumes in the UK are 80% larger than inbound cross-border mail volumes and inbound cross-border
mail volumesin Ireland are 44% larger than outbound cross-border mail volumes.
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Figure 2.1 1996 net exporters and importers of cross-border mail, volume®
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(Source: Universal Postal Union, 1996)

However, it is clear that the international postal services of larger countries such as Germany, France
and the UK are quite dominating in absolute terms. Table 2.8 highlights this relationship.

The numbers shown in table 2.8 are the aggregated averages of EU bilateral cross-border mail streams
between individual countries, annual mail volumes. Although the numbers are based on internationa
first class mail, we assume the same relationship holds true for the remaining cross-border mail.

The numbers in table 2.8 represent averages of the following eight mail volume categories:

(Source: IPC Unipost, 1997)

Category

Category volume range

0 - 500.000

500.000 - 1.500.000

1.500.000 - 5.000.000

5.000.000 - 10.000.000

10.000.000 - 20.000.000

20.000.000 - 35.000.000

35.000.000 - 50.000.000

50.000.000 - +

The numbersin table 2.8 are averages, calculated on the basis of 14 bilateral mail streams for each EU
country. Consequently there are individua bilateral mail streams that belong to each of the eight
volume categories, as there are mgjor and minor mail streams within the EU.

9 Data excludes The Netherlands and Greece
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Table 2.8 1996 outbound and inbound intra EU cross-border mail volumes, first class mail,
average per country

Country | Outbound mail | Inbound mail Average
Category category of outbound and
average average inbound
UK 4,93 4,64 4,79
DE 4,21 5,36 4,79
FR 4,21 4,43 4,32
BE 3,43 3,00 3,21
NL 3,07 3,07 3,07
ES 2,93 2,57 2,75
IT 2,79 2,71 2,75
SE 2,64 2,57 2,61
DK 2,21 2,36 2,29
AT 2,14 2,07 2,11
PT 2,07 1,93 2,00
Fl 1,79 1,86 1,82
LU 1,86 1,71 1,79
IE 1,64 1,64 1,64
GR 1,43 1,43 1,43

(Source: IPC Unipost, 1997)

On this basis the results for the UK can be interpreted as follows: in 1996 the UK had an annual
average outbound mail flow of approximately 10.000.000 items to each EU country, as the category
average of 4,93 roughly equals 10.000.000 items, according to category volume range five. The UK
also received an average of approximately 8.000.000 items from each EU country.

As can be seen from table 2.8 the mgjor EU USPs, in terms of cross-border mail volumes, are not
surprisingly countries such as the UK, Germany and France. Although the numbers in tables 2.7 and
2.8 are based on USP first-class cross-border mail volumes only, it serves as a solid indication of the
distribution of total cross-border mail volumes. This assumption is strengthened by the fact that the
EU USPs still dominate the cross-border mail markets to a very large degree, as evidenced by the USP
in- and outbound cross-border mail market shares indicated above.

24.1 Quality of service

In aliberalised cross-border mail market, quality of service will be one of the most important buying
criteriafor a postal customer as well as an important collaboration criteria for a would be cross-border
mail business partner.

When discussing the international quality of service offered by the EU USPs, it is often stated that the
quality varies between countries. As evidenced by the numbers in the table below, this statement holds
true, not only on average for the USPs, but aso on an individual country level. One USP may not
provide the same quality of service from one country to another, smply because of differences in
geography and operational infrastructure.
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Table 2.9 1996 intra EU first class letter percentage on-time within J+3 standard, inbound and
outbound cross-border mail

AT |BE|DK| FI |FR|DE|GR | IE | IT [LU|NL | PT | ES| SE|UK O;Itggzgd
AT 85,5|93,7(70,4|80,4(93,9|26,9(47,2|30,0(90,4|93,1|63,6|62,5(81,4|84,2| 71,7
BE 87,9 93,6|88,4(90,2|93,3(40,7|76,6|31,2|97,5|94,3|82,6(84,0/85,6/91,1] 81,2
DK 95,0(89,9 96,5|88,7(94,1|41,8(80,9|17,5|93,8|/97,8| 78,4|73,8/98,0(88,3|] 81,0
Fl 86,5|87,6(93,3 77,9|86,9(27,1|56,7(16,5|82,8|91,4|55,8(54,5|94,4|87,2] 71,3
FR 83,7190,1(92,3|83,3 91,5|29,6(71,0{42,2(91,8{91,9|85,5|82,6(84,9|88,2| 79,2
DE 90,7|91,6(95,3|93,3(87,7 37,9|74,3139,8{96,5/94,5/82,9(78,5|89,2|89,6] 81,6
GR 49,9154,8(51,1|48,1|47,8|46,9 33,7|14,5(53,7|56,2|36,8|38,8(40,0|56,8| 44,9
IE 69,5|80,8(87,2|76,1(81,3|84,9(18,7 17,0|81,3|91,2(56,8(62,0{71,7|89,4] 69,1
IT 69,6|66,8|73,0{56,2(65,8|61,1(25,0|41,2 64,1|69,9(57,8|55,0(59,3|66,3| 59,4
LU 80,0/97,3(93,8/92,1{96,1|97,0({41,5|77,8(29,1 97,2183,8(80,1{92,2(90,5| 82,0
NL 91,9|95,6(96,0{96,3(87,9|94,9(43,6|78,4|38,2|94,9 82,5|82,3(89,7|90,8] 83,1
PT 68,9|72,8|76,5|55,5(80,3|72,8{20,9|33,8(12,8|71,0| 78,3 74,7|539(729]| 604
ES 71,3|84,0(86,1|73,9(82,2|78,8(34,5|61,5|25,2|78,7|87,5| 83,6 76,2|63,9| 70,5
SE 85,9(86,1|96,6|96,6(85,3|86,5(31,7|65,6(19,0{81,5(94,2| 70,6 | 69,1 90,5 75,7
UK 80,1|87,1(92,7|90,7(85,5|88,0(35,6|86,2|33,3|87,0/91,1| 78,4| 74,6 | 84,9 78,2
?\%;gg 79,4|183,6(87,2|79,8/81,2|83,6(32,5|63,2|26,2|83,2|87,8| 71,4|69,5|78,7|82,1] 72,6

(Source: IPC Unipost, 1997)

A combination of the main results from tables 2.8 and 2.9 reveals that the USPs with the largest cross-
border mail volumes are also the ones offering a quality of service close to or above 80 percent on-
time H3. It is aso worth noting that these USPs proved to be active in foreign cross-border mail
markets as evidenced above.

Table 2.10 1996 intra EU outbound and inbound cross-border first class mail percentage on-
time within J+3 standard and average first class mail volu