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Summary

Themes

The central themes of this paper are:

•  that Australia operates an effective, competitive postal model which
has produced efficient outcomes for postal stakeholders (in terms of
prices, access to services, delivery, innovation and shareholder
returns);  and

•  that further market liberalisation warrants careful consideration so
as not to put at risk the health of the nation’s postal infrastructure
upon which all stakeholders rely (particularly in an environment of
stagnating or falling volume growth coupled with only incremental
productivity increases and rising CSO (delivery point) costs).

Scope

The scope of this paper is primarily the letters segment of the postal services
market, as it is understood that the focus of this session is on that segment.
To put this segment into a commercial perspective, letters reserved to
Australia Post account for a little under half of Post’s revenue (44.5% in
2002/3) and just under a third of Post’s profits (32.4% in 2002/3).

Core Components of Australia’s Postal Model - Reserved Services, Social
Obligations, National Infrastructure

The letter services reserved to Australia Post encompass, with certain
statutory exceptions, the carriage and delivery of letters within Australia
weighing up to 250 grams or priced below $ 2.00.  There are ‘balancing’
community service obligations – major components of which are, a single
uniform price for carriage of standard postal articles within Australia by
ordinary post, reasonable access to the Letter Service for all Australians and
performance standards that meet the social, industrial and commercial needs
of the Australian community.

To achieve its social and commercial objectives, Australia Post has invested
heavily in collection, processing, delivery and retail networks which underpin
Australia’s postal infrastructure.
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Competition – Effective

In the market for letters and similar communications, Australia Post competes
with an array of technologies (eg phone, fax, and the Internet) that produce
faster and cheaper alternatives to the physical letter.  It also competes with
couriers; distributors of addressed and unaddressed messages, magazines,
newsletters and other printed non-reserved letters.  Furthermore, there are
several nationwide delivery services and many regional and local delivery
services.

Industry Collaboration On Non-Mandated Access

While there are reserved letter services, and a uniform basic postage rate, this
has not inhibited Australia Post and the postal industry from working
collaboratively over many years in the development of extensive non-mandated
bulk mail access to Australia Post’s processing and network at lower prices.
This has been supplemented by statutory interconnection provisions, the
principles of which reflect acceptance that access should not provide a
disincentive to investment in the nation’s postal infrastructure.

Regulatory System Balances Commercial and Social Imperatives

The postal regulatory system balances commercial and social imperatives.  It
reconciles narrow and public interests.  It imposes some commercial and
competitive restraints in exchange for social benefits.  It creates a limited
monopoly but mimics competitive pressures through statutory intervention.

Australia Post is subject to all relevant Federal, State and Local laws and to
postal specific regulatory provisions arising from the reserved services and its
social obligations (eg ACCC assessment of pricing proposals for ‘declared
services’; external oversight of Australia Post’s satisfaction of prescribed
performance standards; Ministerial powers of direction to Australia Post in
relation to financial targets and community service obligations).

Effective Outcomes for Postal Stakeholders

The mix of competition and regulation has enabled Australia Post to deliver
effective outcomes for all its stakeholders, including rural and remote dwellers,
the community, major mail users, suppliers, the workforce and the
shareholder government.  The evidence detailed in this paper shows a
creditably performed postal service by world standards.

It is fair to ask therefore, whether, more competition will necessarily deliver
greater benefits all round in this setting.
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Further Liberalisation Warrants Careful Evaluation

This notwithstanding, Australia Post is willing to consider new ideas. In
relation to competition, it has supported phased liberalisation where it was
associated with an evaluation of impacts at each step.  But it has warned that
reforms that put at risk the postal infrastructure, or Australia Post’s capacity
to guarantee the universal service, can be counterproductive if they should
threaten the continuing existence of a sustainable postal service.

With regard to measures that might make for “more effective competition”,
including the expansion of access, there are important questions that need to
be answered.  For example, might they:

•  conflict with the maintenance of uniform tariffs?

•  reduce Australia Post’s capacity to support the universal service?

•  reduce the incentive to invest in infrastructure?

•  affect the universal service cost burden?

•  damage the incentive structure that underpins current Australia Post
performance?

The benefits from “more effective competition” are likely to be limited given the
current high levels of performance.  Furthermore there is a risk of damage to the
maintenance of good postal performance from reform measures whose impacts
are not completely understood.  In the circumstances, policy makers need to
weigh up benefits against risks and to proceed with caution.
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1. INTRODUCTION AND BACKGROUND

This paper supports and expands upon the presentation to the Conference.

Plan of This Paper

Following the introduction, the paper contains 6 further sections.

Section 2 deals with the forms and impacts of competition in the Australian
Letters, and related communications, Markets.  The focus is on both indirect
and direct competition.

Section 3 discusses the current postal regulatory environment.  Australia Post
is a government business enterprise with statutory commercial, universal
service and reporting obligations.  The enterprise has some services reserved
to it in recognition of its social obligations.  However, its reserved services are
subject to strict regulation by the ACCC and it is required to report publicly on
performance against targets in the field of the universal service obligation.
Non mandated access and statutory interconnection provisions are also
discussed.

Section 4 outlines Australia Post’s Letter business model that aims to deliver
top quality services at affordable prices on an ongoing basis.  It discusses the
links between infrastructure investment, efficiency gains, price restraint and
profits and how this drives performance and further investment (in a “virtuous
circle”).  It also points to challenges facing letters and to future directions.

Section 5 highlights the positive outcomes resulting from the present mix of
competition and regulation.  Through a series of indicators, eg: price,
efficiency, service quality, innovation and profitability, the evidence attests to
postal performance of high quality, over time, and internationally.

Section 6 considers the question of “Effective Competition” and how “more”
competition may be introduced.  The section identifies issues that pose risks
to Australia Post’ s ability to continue to deliver its current level of service
excellence, and Australia Post’s capacity to underpin the universal service,
especially as future letter demand declines.

In Section 7, the concluding comments emphasize that the gains from further
competition must be balanced against the risk of damage to the postal
infrastructure and the capacity to maintain the universal service in the face of
falling letter demand.
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2. COMPETITION IN THE AUSTRALIAN MARKETS

This section focuses on competition from both outside and within the postal
industry.  The competitive forces involved are significant and enduring.

The Postal Industry

A discussion of the effectiveness and extent of competition requires that the
industry be defined.

A wide definition would take in a range of postal products including letters,
parcels, logistics, financial services, retail and many more.  In this case,
however, the focus of the session is to be on letters, and hence the narrower
industry scope has been adopted.

The focus on letters derives from the current reservation of services and the
universal service obligation involving Australia Post.  In this regard, postal
reform in Australia over the past two decades has led to some liberalisation of
the letters market and to the postal enterprise expanding its product offerings
in markets other than letters.

While letters are of obvious significance, the other products and businesses
should not be overlooked in the context of Australia Post’s role and
performance.

Australia Post’s Businesses and Major Products

Australia Post is one, but by no means the only, major player on the domestic
scene.  It operates the following four core businesses:

•  Letters;

•  Parcels and Logistics;

•  Retail and Financial Services;  and

•  International postal services.

In 2002-3, the last year for which there are published figures, Australia Post
reported total consolidated revenues of $m 3,970.3.

The services reserved by legislation to Australia Post (described later)
accounted in 2002-2003 for $m1753.5 or 44. 5 per cent of corporate revenues
and $m148.2 or 32.4 percent of corporate profits.
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The significance of the reserved letter services in the Australian market is
illustrated in Table 1.

Table 1

Reserved Services In The Australian Market

Pieces Million

Category Australia Post Other Operators Total

Reserved

Non Reserved

4,095

796

-

5,589

4,095

6,385

Total 4,891 5,589 10,480

Reserved letter services accounts for 39% of the Australian market.  Australia
Post’s competitors have a 53% share of the total market.

Key products of the Letters business include Ordinary letters, International
letters, PreSort letters service, Print Post (publications) Unaddressed Delivery
Service, Registered Post, Reply Paid, Clean Mail, and Charity Mail.  Letters
related services include EDI Post, Geospend Direct, Response Post, and
Addressing Services.

The Parcels and Logistics business offers among other products Ordinary
parcels, eParcel, EMS International Courier, Cash on Delivery, Express Post,
Express Post Platinum, Express Post Two-Way Envelope, Express Post eParcel,
Express Post International, Post Fulfillment Online, and Messenger Post
Couriers.

The Retail business provides mail related products, philatelic merchandise and
a range of mobile phones, stationery and gift lines.  Financial services
transacted include banking (GiroPost), bill payment (Postbillpay), money
transfers and third party agency services.

All products other than “reserved” letters are operated commercially and in
open competition.
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Impacts of Indirect Competition to Letters

In a generic sense, a letter is a paper-based communication conveyed by
physical means from sender to receiver.  As such, letters are in competition
with all alternative modes of communication, within the postal industry, but
much more significantly from outside industries like electronic
communications.

The alternatives range from electronic products (eg telephone, fax and email), a
variety of hybrids (eg products where paper and electronics are mixed in the
path from sender to receiver) and even radio and TV services.

The type and range of modes of communication has increased dramatically
over the years and is continuing to change.  This proliferation has brought
with it increasing and cumulative competition for letters.  In a range of
applications, phones, faxes and e-mail via the Internet have substituted for
letters.  Latterly, SMS messaging has begun to impact the demand for letters.

Indirect competition has affected letters in other ways.  For example, electronic
payments have increasingly substituted for payments by cheque and displaced
the letters enclosing them.  All major financial institutions now offer electronic
bill payment and presentment (EBPP) facilities.  The decline in cheque usage is
illustrated in Table 2:

Table 2

Cheques Processed in Australia - 1994-2003

Year Average per
Month

(Millions)

Annual
Change

(%)

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

81.4
85.2
81.9
82.2
77.3
67.5
71.1
61.6
57.6
50.6

4.7
-3.9
0.4
-6.0
-12.7
5.3

-13.4
-6.5
-12.2

Source:   APCA (Aust Payments Clearing Assoc Ltd)

The usage of cheques in 2003 was almost 40% below the level in 1994

The significance of major alternatives to the physical letter in the Australian
setting, currently and over the years is illustrated in the following Tables:
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Table 3

Messages – Market Shares in Australia – 1960-2003
(in billions)

Table 4

Messages – Market Volumes in Australia– 1960-2003

Year
Communications Type

1960 1996 2003

Postal Services 1764m 3952m 4721m
Telecommunication
services

1548m 12688m 19417m

Other Services 288m 4160m 5474m
Total 3600m 20800m 29612m

Notes:
Postal Services (All mail)
Telecommunications (Phone, telegrams, telex, fax, etc. Excludes e-mails and

EFTs such as bill payment, EFTPOS & ATM transactions)
Other (Includes courier, freight and

unaddressed leaflets).
Source: Various and Australia Post Research

The share of postal services has declined from 49% (1960) to 16% (2003) while
total messages increased eight fold.

-
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19% 16%

Source: Various and Australia Post
Research
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The strengthening impact of indirect competition is reflected globally in the
slowing down in mail volume growth as noted in a recent International Forum.
Table 5 refers:

Table 5

Western European Domestic Mail Growth 1995-2002

“Until mid 2002, many analysts were expecting future growth of about 2% annually, similar to
the last five years.”

Post 95-00 CAGR (%) 00-02 CAGR (%)
France 1.8 1.0
U.K. 3.5 2.1
Germany 1.8 -0.2
Netherlands 2.8 -0.7
Italy 3.5 1.6
Sweden 6.2 -3.5
Switzerland 1.2 0.0
Spain 3.3 2.1
Belgium 2.5 -2.9
Austria -0.7 1.7
Norway 0.0 0.0
Finland 8.4 0.0
Denmark 1.2 -3.0
Portugal 5.9 4.1
Ireland 3.7 8.0
Greece 4.6 0.0
W.Europe Total 2.6 0.5
Canada -2.7 -2.5
USPS 2.4 0.5

Source: Luis Jimenez, Evolution of Mail: Lower Growth, Bigger Challenges, International
Forum: Pochtovaya Troika – 2003, St Petersburg, June 29 – July 1, 2003, Table2,
Pitney Bowes, Postinsight.

Corresponding figures for Australia are in the following table:

Table 6

Australian Domestic Mail Growth 1995-2002

Post 95-00 CAGR 00-02 CAGR
Australia 4.2% -0.5%

Source:   Australia Post
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Evidence from the US on the competition from substitutes in the main
segments of the Letters markets is shown in the following table:

Table 7

U.S. Annual Growth of Mail vs Alternatives (1992-2002)

“Mail growth slowed down in the last decade compared to other alternatives for
communications”

2.8%

3.0%

4.7%

4.8%

4.1%

22.8%

6.3%

5.3%

7.0%

6.5%

0% 5% 10% 15% 20% 25%

Messages

Publications

Advertising

Transactional services

Total Market

Mail Alternatives

Source: Luis Jimenez, Evolution of Mail: Lower Growth, Bigger Challenges, International
Forum: Pochtovaya Troika – 2003, St Petersburg, June 29 – July 1, 2003, Table 14,
Pitney Bowes, Postinsight.

On the other hand, some competing electronic alternatives have made a
positive contribution to mail volumes.  The following table illustrates trends:

Table 8

Trends In Mobile Phones and Credit Cards (in millions) 1995-2003

Date at July Mobile phones (1) Credit cards (2)
1995 0.2 6.7
1996 1.9 7.1
1997 3.7 7.7

1998 6.1 8.1
1999 9.9 8.6
2000 15.1 9.2
2001 21.0 9.6
2002 NA 10.6
2003 NA 10.6

Notes:   (1) Cumulative import figures – source ABS (only shown up until July 2001)
 (2) Source:   Reserve Bank of Australia
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Future Outlook

Australia Post has modelled future letter volumes for Australia on the basis of
three alternative scenarios about future substitution impacts.  (Similar
scenarios have been formulated by other Posts, eg the USPS).

Table 9

Australia Post Letter Volumes – Future Trends 2003-2012

Scenarios:

No Impact Underlying letters volume growth is based on 2%
average growth per annum.

Most Likely 21% of Transactional, 3% of Promotional and 8% of
Social mail will be lost to substitution in the next 10
years.

Worst Case 42% of Transactional, 6% of Promotional and 15%
of Social mail will be lost to substitution in the next
10 years.

4.1 4.1

3.7
3.5

3.3
3.1

2.9 2.8

0.7
0.8

1.0
0.9

0.3 0.4 0.5 0.7 0.8 1.0 1.2

4.04.1 4.0 3.8

0.10.1 0.2 0.3
0.4

0.5

0.2
0.10.1

2.0

3.0

4.0

5.0

02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14

Vo
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m
e 

(b
)

Worst Case Most Likely No Impact
Source: Australia Post
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Competition Within The Industry

Processes

Creating and delivering paper-based messages (ie. documents) requires a
number of process steps that involve the conversion of information stored
within electronic databases into paper messages/communications.  This can
be broken into the following process steps:

While these processes can be simply classified as being either upstream or
downstream activities, choices made upstream have a considerable impact on
the efficiency of the entire value chain.

Data preparation and document construction processes are activities that
senders generally outsource, in part or full, to dedicated service providers (eg.
computer bureaus, mail houses and printers).  These providers can add
significant value in several ways, eg:
- Maintenance and cleansing of data files (to ensure accuracy and

completeness of address lists);
- De-duping of address lists;
- Linking of marketing information with addresses for use in direct mailings;

and
- Appending Delivery Point Identifiers (DPIDs) to enable an address barcode

to be generated.

A large number of companies operate in these markets, from those that
provide a broad range of services to those who meet specific niche needs.

The industry has made significant investment in technology, which has
allowed some operators to broaden their capabilities from document
production to providing comprehensive Information Technology capabilities for
management of communications, eg:
- archival and retrieval,
- call centres,
- disaster recovery systems

Delivery
to
Customer

Processing
(sorting)

Lodgement
and
Collection

Document
Printing

Computer
Bureau:
Cleanse
and
enhance
data.

Customer
Database

Data Preparation and document
construction

Collection, Processing and Delivery

Folding
insertion
enveloping
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This industry acts as a partner to both the customer and Australia Post.  By
utilising their expertise they not only achieve efficiencies in the physical
production of the message, but can also ensure that the message (letter) can
be processed downstream as efficiently as possible.

While Australia Post provides collection, processing and delivery processes, the
extent to which a sender uses them is largely dependent upon the effectiveness
of upstream activities. ie. Post provides collection facilities from over 15,000
points across Australia, however, senders have the opportunity in the
preparation and production of their documents to access Post’s services at the
terminating processing centre.

Products

The services “reserved” by legislation to Australia Post relate to letters that fall
within specified weight and price criteria.  They are often referred to as “basic”
in the sense that they;

- are used nationally;
- are offered at a price that is “affordable” (and regulated);
- do not provide value added services such as speed and track & trace;

and
- require a relatively basic standard of quality.

Business letters posted in bulk account for a large part of aggregate letter
volume.  In this area, Australia Post’s role begins with the lodgment of the
items at mail centres – generally following completion of the inward transport
phase.  For all other letters, Australia Post handles the items from the
beginning of the collection phase (eg from street posting boxes).

Some letter services including for example letters above 250 grams, or $2.00,
Print Post (publications), Registered Post, and Unaddressed Mail are carried by
Australia Post in full competition with other suppliers.  The delivery of
catalogues, leaflets, pamphlets and similar material to businesses and
households whether addressed or not, is predominantly handled by
competitors to Australia Post.

Operators

Within the postal industry, operators other than Australia Post operate
upstream and downstream.

Upstream, in the mail preparation and aggregation phase, the mail house
industry is a major customer and partner of Australia Post.  It includes some
large enterprises (eg Salmat & HPA Ltd, both listed companies on the
Australian Stock Exchange) and many other private companies.

Over and above the basic processes of printing and inserting of letters in
envelopes, mail houses value add through data management processes.  These
processes are an essential component of mail preparation.
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The Australian mail house industry services many sensitive industries such as
banking, finance & insurance.  It is considered to be a global leader in these
services.  It is well equipped and has had decades of experience in the
successful preparation and lodgment of bulk mail.  Collaboration between
Australia Post and major mailers has helped raise the efficiency of the industry
in Australia.

Nearly one half of Australia Post’s letter volumes are PreSorted, and carried at
a substantial discount from full rate mail.  This has been achieved through the
efficiencies gained in mail preparation and processing from the postal
industry’s investment in technology.  Those efficiency benefits have flowed on
to customers.

It is relevant also to observe that the modernisation of Australia Post processes
(eg. barcoding technology) opened up opportunities for efficiency gains by
mailhouses.

In the end to end letters market, Australia Post has to compete with delivery
networks that carry newspapers, magazines, catalogues &, leaflets.  Australia
Post also has a small share of the “unaddressed” mail market where it
competes with large delivery networks.

Also, in the delivery process, many hundreds of small private couriers, as well
as some major operators (eg Toll, DHL, TPG and UPS) handle high value added
domestic and overseas letters and other mail (eg: courier and express services).

3. POSTAL REGULATORY ENVIRONMENT

Introduction – Striking a Regulatory/Competitive Balance

The postal regulatory system is an artful construction.

It balances commercial and social imperatives.  It reconciles narrow and public
interests.  It imposes some commercial and competitive restraints in exchange
for social benefits.  It creates a limited monopoly, but mimics competitive
pressures through statutory intervention.

At its broadest level, this policy and legislative craft is embodied in the
Australian Postal Service Act 1989 as it balances the benefits and risks of
unrestrained competition with those of a monopoly:

•  by reserving certain services to Post, by providing exceptions to those
reserved services, by specifying Post’s community service obligations
(CSO), by building in protection against monopolistic
pricing/behaviour and by setting commercial, governance and
performance frameworks that stimulate efficiency.
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Within the Act, the balanced interplay of interests is illustrated by:

•  Post being required to operate commercially;

- while also meeting postal social objectives in a non commercial
manner (by pricing carriage of domestic standard letters by
ordinary post often below cost while cross subsidising that loss
within the overall letters service to fund its CSO).

•  Post’s Board being empowered to decide objectives, strategies and
policies;

- while the Minister retains certain (transparent) public interest
powers of direction to the Board (eg. on CSO strategies, corporate
plan financial targets and on the performance of Post’s functions).

•  Post’s Board being empowered to determine the terms and conditions
of postal services;

- while being constrained by the requirement to notify reserved
service price proposals to the ACCC (who may, inter alia, propose
lower prices) and by the Minister’s power to disapprove a Board
proposed determination (for the basic postage rate).

•  Post’s CSO being broadly defined;

- while associated “public interest” performance standards are set
by regulation and are independently monitored and reported
upon.

This balancing characteristic is not confined to Australia Post.  The ACCC, in
exercising its pricing responsibilities is required to have particular regard, on
the one hand, to the need to maintain investment and employment and, on the
other, to discourage a dominant supplier from taking price advantage.

- The ACCC also has a strong focus on efficiency.  In its recent
decision on postal prices it indicated that “the Commission will
balance Australia Post’s desire to increase profits with the need
to ensure that it does not increase prices over and above a level
that is economically efficient”.  (Page 6, ACCC Decision, APC
Price Notification, October 2002)
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Commercial Obligation – Major Stimulus

Post’s commercial obligation (Section 26 of the Postal Act) is expressed as:

“Australia Post shall, as far as practicable, perform its functions in a
manner consistent with sound commercial practice”.

Australia Post came into existence in 1989 as part of the (then) Government’s
drive to establish a range of Commissions and Statutory authorities as
Government Business Enterprises.  The Australian Postal Corporation Act
1989 established Post as a Corporation, defined its functions and powers,
made provision for a Board of Directors, established accountability for the
direction and day to day running of the business with the Board and
management, articulated Post’s commercial and social obligations (and related
reserved service) and created the broad governance, accountability, reporting,
financial and legal frameworks within which Post was to operate.

In introducing the Bill the then Minister stated that:

“It is an integral feature of the reform packages for GBE’s that commercial
performance is the primary responsibility of the enterprises.  (Second
Reading Speech, 13 April 1989)

The simply expressed commercial obligation was a major stimulus - which saw
Post’s culture change, over time, from an inward looking, inefficient,
industrially torn government commission to a business focused on customers,
service, price restraint, industrial harmony, productivity, investment in the
latest technology and profit and dividend growth.

This cultural shift was founded also upon a Board with business, legal,
industrial and government experience.  There was also an injection of private
sector business experience, and practices, at the senior Executive level.

The commercial obligation has impacted both reserved and non-reserved
components of the business.  In directly competitive areas (eg parcels, express
services and financial services) both increased market shares and profits have
been achieved through high quality, innovation, and cost and price
competitiveness.  In the reserved area indirect competition in the form of
substitution and consolidation, and the need to drive growth through price
restraint, has seen a strong focus on lowering costs through technological
investment and people initiatives.

Outcomes from meeting Post’s commercial obligation are outlined in Section 5
of this Paper.
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Community Service Obligation/Reserved Services

Post’s community service obligations (Section 27 of the Postal Act) are:

(1) Australia Post shall supply a letter service.

(2) The principal purpose of the letter service is, by physical means:

(a) to carry, within Australia, letters that Australia Post has the exclusive
right to carry;  and

(b) to carry letters between Australia and places outside Australia.

(3) Australia Post shall make the letter service available at a single uniform
rate of postage for the carriage within Australia, by ordinary Post, of letters
that are standard postal articles.

(4) Australia Post shall ensure:

(a) that, in view of the social importance of the letter service, the service is
reasonably accessible to all people in Australia on an equitable basis,
wherever they reside or carry on business;  and

(b) that the performance standards (including delivery times) for the letter
service reasonably meet the social, industrial and commercial needs of
the Australian community.

This CSO is funded by internal cross subsidy within the letter business – the
capacity for which is created by reserving certain services to Post.  Essentially
that is the reservation of the carriage and delivery of letters (weighing up to
250 grams or priced below $2.00).

CSO cross subsidy funding was reaffirmed in 1994 by the (then) Government
in introducing amendments to the 1989 Act which, inter alia, reduced the size
of the reserved service (from limits of 500 grams and “$5.00”) to current levels
ie.

“The benefits of competition are balanced by the Government’s ongoing
commitment to provide for its community service obligations to make a
standard letter service reasonably available to all Australians at a uniform
charge, wherever they reside.

Community Service Obligations will continue to be funded by a cross
subsidy on the letter service.  This is an efficient and equitable approach
that shares the cost of providing the service among all postal users.”
(Second Reading Speech, 30 June 1994)
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Some Regulatory Issues

From time to time, the level of the reserved services, and the funding method
for Post’s Community Service Obligations have been the subject of debate.

For its part, Australia Post:

•  maintains that postal regulatory policy decisions are properly within
the purview of the Government;

- as a major postal industry participant, however, Post can (and
does) assist that process by inputting relevant factual
information, by assessing and advising on potential impacts of
regulatory change and by putting views and proposals in the
policy development stage.  It then has a major role in
implementing those decisions;

•  has supported phased reductions in the reserved service;

- with the impacts assessed to ensure no unintended
consequences and to establish an informed position from which
to consider further liberalisation;

•  has supported the CSO’s costs being funded by cross subsidy from
the reserved service;

- on grounds of certainty (budget funding is subject to the
vagaries of budget priorities);  and

•  has supported Government legislation, recently given Royal Assent,
to legitimise certain aggregation and Document Exchange practices.

In short, Post acknowledges the potential benefits of regular reviews of the
postal regulatory environment, however, it is paramount that an appropriate
balance between competition and social imperatives be maintained to ensure
that the nation’s postal infrastructure is not put at risk.

Access

Australia Post and the postal industry have worked collaboratively over many
years in the development of extensive non-mandated bulk mail access to
Australia Post’s processing network at prices well below the basic postage rate.
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Prices have had regard, among other things, for costs saved to Australia Post
by work undertaken prior to lodgment, for Post’s efficiency initiatives, for the
statutory requirement for the reserved services (of which bulk mail is an
important component) to fund Australia Post’s community service obligations,
and for Australia Post to generate a commercial return on its operations.

Statutory provisions were also introduced in 1994 which provided for
lodgment of interconnected mail at specified Australia Post offices and for the
rate reductions on such mail to include a component that is Australia Post’s
estimate of the average transport costs per letter avoided by Australia Post in
relation to the lodgment.

Important principles underlying this regime included:

•  access had to be offered at points in the network equipped to accept
such mail;

- ie. the mailer could not seek access at points which the
infrastructure operator (Post) system did not provide for;  and

•  the discounts offered had to relate to costs saved by the
infrastructure operator as a consequence of the mail lodger having
undertaken part of the carriage;

- effectively a “top down” (retail price less savings) approach to
setting the access rate.

These principles suggest an acknowledgement that access should not operate in
such a way as to act as a disincentive to (expensive) investment in the postal
infrastructure.

The ACCC has just been given power to inquire into disputes about any of the
terms and conditions of the bulk mail service (not only the rate of discount
offered).  In the event that such powers need to be exercised Australia Post is
confident that this will not put at risk the commercial viability of the postal
infrastructure upon which the industry relies.

This reliance was recognised by the major postal industry group:

“The importance to major mailers of the (Post’s) two way network cannot be
overemphasised”

(Source:  MMUA submission to Senate Committee Inquiry into Postal Services Legislation
Amendment Bill 2000, dated 1 May 2000.)
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4. AUSTRALIA POST LETTERS BUSINESS MODEL, CHALLENGES,
FUTURE DIRECTIONS

Introduction – Key Business Model Components

Post operates within both the regulatory and competitive environments
outlined in this Paper.  In doing so, three key components of Post’s Letters
Business Model have been:

•  investment in the latest sorting technology and the most efficient
network configuration;

- to enable large scale, upstream, automated sorting and speedy,
reliable down stream delivery.

•  reduction of other costs across the network;

- eg through transport and delivery efficiencies, increased part
time and casual employment;  and

•  the exercise of price restraint;

- achieving real reductions, since 1992, for both business and
social mail.

These components are fundamental to Post’s “virtuous circle” of investment,
productivity, price restraint, growth stimulation, profit and reinvestment, ie

Table 10

The “Virtuous Circle”

Targeted Infra structure
Investment

Leading to Combined with
Profitable Other Efficiency
Outcomes Initiatives

Which Leads to Improved
Assists Productivity
Growth

Creating Increased Capacity
To Exercise Price Restraint
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Overlaying this model is Australia Post’s close collaboration with customers,
and other major industry players to:

•  work with them in the design, testing and rollout of new systems,
products and services;  and to

•  work collaboratively with them to improve the efficiency and
effectiveness of the end to end network.

Challenges

This model has been effective, however, major external and internal challenges
are confronting Post, particularly in its core letters business which could lead
in the medium term to unsatisfactory returns and strain the longer term
viability of the nation’s postal infra structure.

The major external challenges include:

•  technological

- technological substitution (particularly of transactional mail)
will increasingly offer scope to business to explore efficiency
savings through electronic channels;  and, as they mature,
electronic alternatives will become more attractive to
consumers;  and

- it must be recognised that there is still strong consumer
preference for paper based communications in certain
applications.

•  social/cultural

- continued growth in the penetration of PC’s, and Internet
(including broadband) will broaden the base for electronic
alternatives;

•  economic

- an increasing focus by business on achieving an acceptable
Return On Investment on marketing spend;  development of
“push” strategies for electronic billing and payment;  and
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•  regulatory

- changes to the current regulatory regime could see increased
direct competition;

- the 2002 ACCC decision on prices will lead to lower rates of
return for the letters business;  and

- modifications to the access regime could erode the FuturePost
investment (reducing the incentive to invest in the businesses).

Coupled with these external challenges are productivity and cost issues,
including:

•  further productivity gains will be incremental and will decline, by
comparison with the past decade;

- Post has already adopted the best available mail processing
technologies and processes in its FuturePost program, and the
scope for further technological improvements is marginal (with
no substantial world investment occurring in R&D on letter
automation).

Further processing refinements and network consolidation will, of
course, remain a strong feature of Post’s productivity drive –
together with better matching of workforce and demand levels;
and

•  Delivery points are expected to continue to grow at an annual rate of
around 2 to 2.5%;

- under Post’s Community Service Obligations, such growth will
continue to inject increased delivery costs (of the order of $7m
to $9m annually without any commensurate increase in
revenues).

Future Mail Volumes – Most Segments in Decline

In broad terms, within the future letter volume projections outlined earlier, it
is expected that:

•  transactional mail will decline;

•  social mail will decline;  and

•  growth will need to be secured from promotional mail (but this will be
a real challenge as 6% growth in promotional mail will be needed to
offset only a 1% decline in all other mail).
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Future Directions

Faced with potential letter volume decline, productivity ‘hard yards’ and
regulatory interventions, Post’s objective is to seek to provide continuing
profits from its letters business through:

•  increasing the volume of promotional mail:

- by continuing to reposition mail from simply being one element
of direct marketing to a medium that competes for a share of
the total advertising and marketing spend;  and

- Post will assist customers to use promotional mail and establish
industry and market acceptance of promotional mail;

•  defending transactional mail business from electronic substitution:

- by reducing costs of acceptance, processing and delivery, by
enhancing the value of the letter mail supply chain and by
promoting the value of letters;  and

- Post will simplify production and lodgement of bulk mail,
implement a Bulk Mail Partner accreditation program and
undertake research on, and promote, consumer preferences for
paper based transactional mail;  and through

•  maximising the financial return on letters products:

- particularly through lowering costs, enhancing revenue
collection activities and working closely with the ACCC on
determination of “reasonable” returns for reserved letters.

5. OUTCOMES FROM CURRENT COMPETITION AND REGULATION

In discussing the issue of “towards effective competition in postal services” a
useful reference point is how effective the current competitive and regulatory
regimes have been in producing outcomes beneficial to postal stakeholders.

Measuring “effectiveness” might best be done, for the purposes of this
discussion, by reference to the outcome measures used by the proponents of
competition – eg price, efficiency, service, innovation and rates of return.
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Prices

Prices paid by Australia Post’s customers have fallen significantly, in real
terms, since 1992 – as illustrated in Table 11:

Table 11

Real Letter Prices Paid 1992 - 2004

Absorption, by Post, of GST on the BPR (and the flow on to bulk mail)
produced a diminishing price yield per letter to Australia Post – as illustrated
in Table 12:

Table 12

Price Yield per Letter 1992 - 2004

The price relativities between barcoded and unbarcoded PreSort mail and the
Basic Postage Rate are shown in Table 13:
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Table 13

Price Relativities, Barcoded, Unbarcoded, Basic Postage Rate

Importantly, the January 2003 price adjustments met the ACCC’s general
pricing principle that “the average price for ordinary mail could increase, but
the average for bulk mail should not” and the adjustments were assessed by
the ACCC as “reasonable” (Paper 14 and 15, ACCC Decision October 2002).

45.5
45.0 BPR since 1992

40.9 Clean Mail

40.0

39.1

37.3

35.8

04-Oct-99 01-Jul-00 01-Jul-01 01-Jul-02

Price Variation Comparison between PreSort (Barcode) Weighted Average Price vs PreSort (unbarcoded
Mail / BPR

Assumes dispersion of 60 % Same State, 40% Other State, Depth of Sort 90% Direct Tray, 10% Residue, DPID Assignment of 84%, 10,000 articles

13-Jan-03

BPR after 13 Jan 2003

BPR after July 2000

PreSort (Unbarcoded) Weighted Avg Price

PreSort Barcode Weighted Avg Price

3.3 cents
after price adjustment for

GST

5.1 cents

2.7 cents
pre GST

5.1 cents between
Clean Mail & PreSort

9.7 cents
between Basic

Postage &
PreSort

UnBarcoded PreSort
Service abolished

7.7 cents
pre GST

Introduction of GST
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International comparisons (which take account of both purchasing power
parity and the application of VAT/GST, where applicable) show that Australia
enjoys one of the lowest postage rates in the world – eg New Zealand 42.7;
Australia 50; USA 51.2; United Kingdom 71; Japan 80.8; Germany 90.5) – see
Table 14:

Table 14

International Comparisons – Basic Postage Rate – Purchasing Power
Parity (PPP)

Notes:
- Purchasing Power Parity in Australian cents
- Includes GST/VAT where applicable
- Based on postage rates current as of April 2004
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Efficiency

Two productivity measures (labour and total factor productivity) show
sustained, substantial and relatively superior outcomes.

•  Labour Productivity

Between 1993 and 2003, Post’s cumulative labour productivity
growth has more than doubled that of the Australian economy (ie
Australia Post 62%; Australian economy 26%.

In that period, through a range of technological and human resource
initiatives, labour costs as a proportion of total costs were reduced
from 62.1% in 1993 to 49.5% in 2003.

This compares to Posts overseas where labour costs are a much
greater proportion of total costs (eg. UK 57.3%, Canada 63.5% and
USA 78.9%).

•  Total Factor Productivity

Post’s total factor productivity has secured sustained gains over a
long period – substantially ahead of the economy generally, ie

Table 15

Total Factor Productivity Growth – Post/Australia

% p.a.

Period Post Australia

1975 – 1981
1982 – 1988
1989 – 1999

3.0
2.4
5.5

1.1
0.6
1.3

Source:   ABS and Australia Post

Service

Key service performance measures in the postal industry are delivery
performance (speed, frequency, reliability), access (spread, convenience) and
complaint resolution.
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In the last reporting year (2002 – 2003) Post met, or outperformed, each of its
regulated performance standards, ie

Table 16

Australia Post – Satisfaction of Performance Standards - 2003

Performance Indicator Standard Achievement

On Time Delivery

- Non Bulk Letters (%)

Delivery Frequency

- 5 deliveries/week (%)
- no less than 2/week (%)

Access

- Total Retail Outlets
- Rural Outlets
- Metro :  Residences

within 2.5km (%)
- Non Metro :  Residences

Within 7.5km (%)

Complaint Resolution *

- Resolved within 10 days

94

98
99.7

4,000
2,500
90

85

10

96.5

98.8
99.9

4,493
2,588
94.1

86.8

6.5

(*  Not a statutory obligation, derives from Customer Charter)

Source:   2002/03 Australia Post Annual Report

Innovation

Post has been particularly innovative in meeting the challenges of direct and
indirect competition – through technological, product and service initiatives
across its three core commercial activities (letters, parcels and retail services).
For the purposes of this Paper, however, innovation is restricted to letters
services, ie. Post has:

•  Letters

•  equipped Mail Centres with world leading technology that automates
the address reading and processing of small and large letters;

- through the $520m FuturePost, and $80m Large Letter,
Programs;
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•  implemented customer barcoding of bulk mail lodgements (in close
collaboration with major mailers, Mail Houses, the Major Mail Users’
Association and address software developers)

- facilitating access to lower prices, greater opportunity for
envelope creativity and improved addressing accuracy;

•  offered a range of services to support accurate customer barcoding
and correct addressing;

- eg. the Address Matching Approval System (AMAS), a
certification program for address matching software;  the
Barcoding Quality Program;  Customer Barcode Quality
Assurance Software;  the Mail Piece Testing Consultation
Service and the Presort Accuracy Testing Program;

•  established new bulk mail services;

- eg. Clean Mail (a discount service designed for customers who
do not barcode or presort their mail, but who can present
machine addressed letters suitable for processing by Post’s
mechanised equipment;  and Charity Mail (for eligible charities
so they remain unaffected by changes to AdPost);  and has

•  enhanced its focus on, and service range of, its Direct Mail Services –
to meet the challenging growth targets essential to offsetting other
mail volume decline;

- eg. creating a dedicated Mail Marketing Unit (to stimulate use of
Direct Mail as a key communications marketing medium);
creating Response Post (a new service which quickly measures
the effectiveness of direct mail campaigns);  as well as
continuing to offer list rental and customer profiling (through
Geospend Direct) and addressing services.
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Rates of Return

Notwithstanding its Community Service Obligation, Australia Post has
delivered a creditable commercial performance – as evidenced in the following
rates of return:

Table 17

Australia Post Rates of Return

1998/99   -   2002/03

Year Corporate
ROA %

Letters
ROA %

1998-99
1999-00
2000-01
2001-02*
2002-03*

13.8
14.0
13.4
12.9
14.0

9.6
10.1
9.9
12.2
12.6

Source:   Australia Post

Note: * A new methodology was used in 2001-02 and 2002-03 for determining product ROA,
which resulted in increased rates of return.

Conclusion

It can be reasonably concluded from this brief overview that the current
competitive and regulatory regimes have been effective in producing price
restraint, superior efficiency, quality service, industry innovation and
substantial returns to the community on the postal infrastructure investment.

6. “TOWARDS EFFECTIVE COMPETITION”

This section focuses on the central issue of this conference, namely
competition.

Australia Post does not accept the inference that competition in the postal
industry in Australia is ineffective although it understands that from a
regulator’s perspective, “more competition” is accepted as leading to “better”
outcomes.
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Previous sections have explored in some detail competitive conditions in the
postal industry, involving:

•  the growing and cumulative pressure on the postal industry from
faster and lower cost electronic alternatives to the traditional letter
and other services;  and

•  the competition present in all the productive processes of the
industry, including mail preparation, mail sorting and processing,
transport and delivery.  Even the legislated restrictions on
competition in the specified high volume, low value added domestic
letter market are balanced by the universal service obligation and are
subject to effective regulation.

We believe the current competition and regulation mix in Australia has yielded
very effective outcomes by international standards, including the maintenance
of a high quality universal service.   Nevertheless, we are always willing to
explore new ideas provided that they do not involve putting at risk Australia’s
postal service and infrastructure.

In this section, we comment on two reform models that may provide for further
competition in the domestic postal markets;  and then make some
observations on specific competition issues raised in the preliminary material
circulated earlier for this conference.

Two Reform Models

Stepped reductions in weight and price barriers

Postal reform in Australia has proceeded on this model; and as already
indicated, the evidence is that it has been effective in simultaneously
delivering good service at affordable prices and maintaining universal service
at high standards.

Australia Post has supported this approach to reform as it enables assessment
of the impact after each step.  Of course, it is also true that this approach has
been characteristic of reform in a majority of countries in recent years
including the European Union.  In essence, it is an effective step-by-step way
of capturing the benefits of progressive liberalisation without the risk of
serious failure in the social field.

Access regimes

There is growing interest in the subject of access, especially for industries that
seem to exhibit “network” conditions (Gemeinhardt-Brenk and M Paulus,
Postal Market – a Typical Network Sector?  Eleventh Conference on Postal and
Delivery Economics, Toledo, June 6, 2003).  The contributions to the present
conference also attest to this interest.
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Australia Post therefore wishes to highlight relevant factors and considerations
as theoretical research seeks to inform regulatory policy.

In Australia, as outlined earlier, postal industry collaboration has produced
long standing non-mandated access.  There is also statutory interconnection.
These arrangements have worked effectively and Australia Post considers they
are not far off the optimum in current Australian conditions.  In particular:

•  The points of access are designated mail centres, located in the
main in the State capital cities.  This level of access to the network is
highly indicated given the high population (and business) densities
characteristic of this part of the world.  Also, this allows competition
upstream while it enables users to benefit from the economies of
scale uniquely achieved in the national network.

•  Prices are regulated in accordance with the legislation and hence are
fair.  They are also efficient in that they pass on the savings from
economies of scale and scope that would not otherwise be available.

•  Fine tuning: Australia Post recognizes that, from time to time, some
modifications to arrangements may be possible and better meet
customers’ needs.  For example, time of access or lodgment times
may be made more flexible where network capabilities can be
modified.  (Trials are underway)  To this end, Australia Post consults
regularly with its customers.

With regard to possible future modifications to the current postal access
regime, Australia Post suggests important issues must be explored and
satisfactorily resolved.  The following are among the more important:

•  Providing mandated deeper access to the Australian network – for
example at Delivery Office level - would undercut the underlying
network approach which has been to concentrate processing to take
advantage of the scale economies offered by technology and volume.

Question:
Should national network efficiencies be foregone just to provide
“more competition” in the form of wider access?

•  Lower access prices would call for tariff rebalancing.  For example,
the rate of 50c for a single standard domestic letter posted by
households (the very symbol of the USO) does not currently cover its
cost by quite a margin.

Question:
How amenable to ready reform are cross-subsidies and tariff
rebalancing underpinned by social/political considerations?
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•  Access to the network at lower levels may well conflict with the
geographic price averaging implied in the “uniform price or tariff”
underlying the present objective. This is a related point to the
previous one.

Question:
How is the potential conflict to be resolved?

•  In relation to the universal service obligation, it is conceivable that
an extension of the access regime may curtail and perhaps even
eliminate Australia Post’s capacity to underwrite the universal
service.  The warning about the damage done to the incentives to
invest in infrastructure by the incumbent in the telecommunications
industry through wide access to the “last mile” is just as relevant to
the postal industry (Beardsley S., Enriquez L., Garcia J.C., The
McKinsey Quarterly, A new route for telecom deregulation, The
McKinsey Quarterly, 2004, Number 3).

Question:
How are the conflicting objectives of maximum competition and
least cost funding of a sustainable universal service to be
reconciled?

•  If, through an extension of access, prices are lowered while costs
remain unchanged this would not only adversely affect the financial
viability of the incumbent Post but it would also increase the cost of
the universal service obligation as measured by existing models.

Question:
If the cost burden is to rise, what are the policy implications? And,
how beneficial would the redistribution of income from producer
to consumer be, given the low price elasticity of letter services?

Other specific competition issues

Information asymmetry between new entrants and the established national
postal operators has been raised as a competitive barrier to postal competition.

Currently, in the Australian markets there are many operators upstream,
downstream and end-to-end.  There is no shortage of skills or entrepreneurs,
including some of large size and with transnational links, operating in what
are lively competitive markets.

Australia Post does not believe that it has “unique” intellectual property
advantages that might inhibit entry relative to existing operators.  More
significantly, the factors that tend to inhibit potential entry include the large
size of investment required to reach efficient costs given the economies of scale
available; the prospects of low market growth, the low margins available
(except in small market niches);  and the social obligations potentially
attaching to such ventures.
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The Universal Service Obligation (USO) and Competition.  Postal reform in
recent years has given priority to liberalizing the market  progressively while
leaving the incumbent (government owned) postal enterprise with the
continuing obligation to underwrite the universal service.  Many countries
have adopted this approach, which generally has been effective in achieving
the social objective at no direct cost to government.

In principle, restrictions on competition benefiting the posts are a quid pro quo
for the USO.  It is therefore appropriate in this forum to ask if the restrictions
are abolished, how is universal service to be provided?

A variety of answers have been provided to this question, often based on
speculation.  It is fair to say, however, that there is currently no generally
accepted answer as evidenced by the caution shown by policy makers
worldwide with regard to postal liberalisation.

Australia Post does not wish to speculate on this issue at this point.  Rather,
some observations are made that may be of interest to others based on Post’s
circumstances.

Australia Post’s experience is that a healthy viable postal enterprise is best
placed to underwrite the delivery of the USO on a sustainable basis.  A poorly
performed enterprise would have neither incentive nor suitable access to
resources to deliver.  Furthermore, Post’s experience clearly shows that the
quality of service is demonstrably better for the postal user where the postal
enterprise operates under effective commercial incentives and with appropriate
commercial freedoms.

Clearly, any change to the existing balance between calibrated restrictions on
competition and a regulated, accountable USO raises complex issues, not the
least of which include costing and funding in the face of declining demand,
and the all important matter of the incentives to maintain service levels and
other measures of performance.

Post’s view is that the universal service is, and will continue to be, a social
objective for the foreseeable future; hence the need to carefully balance
benefits and risks.

7. CONCLUDING COMMENTS

From the preceding discussion Australia Post concludes:

•  mail users in Australia have a wide and ever increasing range of
traditional and alternative products and services from which to
choose;
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•  in the letters field:

- the part of the letters market reserved to Australia Post is a quid
pro quo for the maintenance of the universal service;

- several operators and networks of large scale and national scope
compete with one another and with Australia Post in two main
segments, the low volume/high value end (eg Express and
Courier markets), and the very high volume/very low price end
markets (eg unaddressed mail).

- The reserved services cover the high volume/low price market
envisaged by the universal service. Letter services provide an
essential component of the national infrastructure. In this
market, cost is critically dependent on volume and hence a high
throughput with consequential low production costs benefit all
industries using the product.

- an effective and efficient regulatory framework currently ensures
Australia Post does not take advantage of any market power.

•  The record shows that under current conditions of competition and
regulation, postal users in Australia enjoy high quality services at
affordable prices.  The present institutional settings with its built in
incentive structure has produced very effective outcomes for postal
stakeholders.

•  the inference that competition is “not effective” at present, and thus
depends on further intervention by regulators in the postal market,
is not consistent with an objective assessment of prevailing
conditions.  Rather the suggestion might simply stem from a belief
that “more” competition is “better”, regardless of other
considerations;

•  Australia Post has supported progressive liberalisation when it has
not posed a threat to the postal infrastructure or to its own capacity
to underwrite the universal service.

•  Australia Post is aware of the current interest overseas in extensions
to access arrangements to the national postal network, and will
consider with interest the results of this work.  At this early stage,
some questions and issues arising in the Australian environment
warrant consideration:
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- currently, Australia has a mix of voluntary and legislated letter
access arrangements that flow on to postal users the benefits of
an efficient national network.  Those arrangements are under
the active supervision of the Australian Competition and
Consumer Commission and to Post’s knowledge are accepted as
effective by customers;

- while Australia Post’s network is national in character and
includes segments that might not be replicable on simple
commercial criteria, it is not the only delivery network in
Australia.  The analogy with telecommunications, power, water
or the like - where networks have characteristics which
economists assert justify mandated access - needs to be
evaluated in relation to postal services in this country;

- providing for further access at a lower level in the network than
at present could shift work from Australia Post to its
competitors.  To this extent, the move would result in “more
competition”, but it could also lead to the loss of economies of
scale upstream in the national network;  and

- changes in the present access arrangements designed to result
in lower prices for mail users in some regions could also:

� conflict with the objective of maintaining uniform tariffs
and the pricing structure;

� reduce Australia Post’s capacity to support the universal
service;

� reduce the incentive to invest in infrastructure;  and

� with a reduction in prices, with costs unchanged, the cost
of the universal service obligation as currently calculated
could rise.

•  At another level, changes that adversely affect the long term financial
performance of Australia Post may risk damaging the incentive
structure that has underpinned the high quality service now
normally taken for granted.

In short, postal services in Australia today already realise the benefits that
active competition and competent regulation can offer.  Any additional
benefits from further regulatory change, therefore, are likely to be small.  And
they would have to be set off against the risk of damage to Australia Post’s
excellent performance, and the maintenance of a high quality universal
service at affordable prices.
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