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Oral evidence

Trade and Industry Committee: Evidence Ev 1

Taken before the Trade and Industry Committee

on Tuesday 18 October 2005

Members present:

Peter Luff, in the Chair

Roger Berry

Mr Peter Bone

Mr Michael Clapham
Mr Lindsay Hoyle
Miss Julie Kirkbride

Judy Mallaber
Anne Moffat

Sir Robert Smith
Mr Mike Weir

Mr Anthony Wright

Witnesses: Mr Allan Leighton, Chairman, Mr Adam Crozier, Chief Executive, and Mr Alex Smith, Director

of Strategy, Royal Mail Group, examined

Q1 Chairman: Gentlemen, welcome to this first
evidence session and first public meeting of the
Trade and Industry Committee of this
parliamentary session. Can I begin by welcoming
you very much personally and asking you to
introduce yourselves and tell us what you do?

Mr Leighton: 1 am Allan Leighton. I am the
Chairman of the Royal Mail.

Mr Crozier: 1 am Adam Crozier, the Chief
Executive.

Mr Smith: 1 am Alex Smith. I am the Director of
Strategy.

Q2 Chairman: Can I begin by making a comment, if
I may? We got some excellent evidence from the
unions, some excellent evidence from Postcomm
too. Your evidence to us was a photocopy of your
submission to Postcomm. It is a very interesting
document, which I have actually read, but I was a bit
surprised that you did not target it to us. Were there
any particular issues you think the Committee
should be focusing on that are distinct from your
evidence to Postcomm?

My Leighton: Probably not. The thing is, there is so
much stuff floating around at any one time, as you
can imagine, about this particular issue. We are very
consistent, and I think it is often more important to
be consistent than tailored, so we try and provide the
same information for everybody so that everybody
is looking at the same interpretation of the same
things, and so this was done by design.

Q3 Chairman: That is looking at the past. Let us
look at the future, shall we? The new access regime
has been going for some time now; I have been to see
its operation locally in my own constituency. Do you
feel your charges to competitors are about right for
the access regime?

Mr Crozier: Yes, 1 think they are. As it currently
stands, we have lost around one billion items
annually to access, which is actually about the level
that Postcomm in their predictions are suggesting we
might lose by 2009—-2010; so that would suggest that
clearly the market has opened up a great deal further
than the regulator expected and has been very

successful both for end customers, competitors
entering and, indeed, the Royal Mail as it stands
today, so I think ‘so far so good’.

Q4 Chairman: You have not lost those items; you are
still actually delivering them, are you not? You are
actually taking them and putting them through the
letterbox at the end of the day?

My Crozier: We are still doing the final mile.

QS5 Chairman: I find lot of resentment among the
unions at the level of work they were having to do
compared with the work your competitors were
doing in delivering into the sorting office. They felt
they were doing all the hard work and their
competitors were doing all the easy work. Is that
not fair?

My Crozier: 1 can understand the point of view, but
the fact is that the issue we have with access business,
as we have with a lot of the ways in which
competition is coming in, is that clearly the
competition do not look to target social mail, clearly
the competition do not look to target unprofitable
mail, what they look to target is the mail that makes
money and leave the Royal Mail with the mail that
does not make money. The thing about access
arrangements is that they can make money on those.
It is very difficult for us to take much of that cost out
of the business once we have lost that business, and
therefore it really does hit our bottom line. So I can
understand why people feel like that, but it is a fact
and it is here to stay, and obviously part of our job
is to try and combat that.

Q6 Chairman: Of course, if you put the prices up too
much, if you were able to put the prices up too much
for that part of the work, it would encourage your
competitors to develop their own distribution
networks sooner as well?

My Crozier: Indeed; I think it is a fallacy that people
seem to have that somehow we will lose just
upstream business and that the Royal Mail will
always do the final mile for everyone everywhere,
because our belief is that that is not what will
happen, that in fact competitors will actually set up
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My Crozier: 1 offer it as a small point.

Q32 Anne Moffat: It is a small point. I am just
intrigued by the possibility of you being able to
introduce all-day mailing and stopping deliveries on
Saturday. Would that be a ripple in the ocean for
you or would it be a great help if you were to
introduce such a thing?

My Crozier: 1 think the problem with all those things
is the classic thing that you start from where you
start from. The service we provide is a six-day
service, that is what people are used to, that is what
they want, and we have never tried to challenge that
and we work around that. I do not see that changing
for us in the short-term, or even in the long-term
frankly. It is not something we have really
considered.

Q33 Mr Clapham: Getting the balance right is
obviously extremely important. Definitions can play
a very important role, and what we have been told
by Postcomm is that you have not yet agreed the
modification of the licence that will allow for the
change in the definition of the USO. Could you tell
us how the definition that is being proposed by
Postcomm differs to the definition in your licence
and how it compares, for example, with the
definition in the European directive?

My Smith: Our licence defines the set of products
which should be considered to be universal service
products. At the moment the current licence is pretty
much all of them. Pretty much everything we do,
with a few exceptions, is considered universal
service.

My Crozier: About 90 per cent.

My Smith: What Postcomm is proposing is to allow
us to take several business products out of the USO;
and if you want to get into detail they are Mailsort
120 and 700. The crucial thing is they want to keep
our biggest bulk product in the USO. Our biggest
bulk product is called Mail Sort 1400. That they
want to keep in the USO. That means that that big
bulk product would have to be priced uniformly in
the UK.

My Crozier: Which is the main area our competitors
will attack us on. We have a very simple view of the
USO, which is that the USO should be about all of
those products which are for everyone everywhere
every day, and Mailsort 1400—Iess than two per
cent of our customers could ever use that product,
because you have to post a minimum of 4,000 items
a day; so that is not a USO product because it is for
a very, very small piece of the marketplace and the
USO products are about everyone, everywhere,
every day and we think that very clean definition is
the right one.

Q34 Mr Clapham: It is crucial to getting that
balance?

My Crozier: Absolutely.

My Leighton: Let me be very clear on the USO again.
We think it is fundamental to what we do and we
have every intention of keeping it. That is what we
want to do, but we think the USO should be about
all the products that Adam determines and we

should not get business products put into the USO
where only two per cent of the customers use them,
where we therefore have to keep the price and we will
lose a load of volume; but as far as what I describe
as social mail, that should be protected and we
should go any time, any place, anywhere every day.
That is what we want to do.

Q35 Mr Clapham: What is the indication? Has
Postcomm got their head around this?
My Leighton: No.

Q36 Mr Clapham: If so, are you likely to be able to
agree a definition?
My Crozier: No, I think we have a disagreement.

Q37 Chairman: What is Mailsort 1400 and why do
Postcomm think it should be part of the Universal
Service Obligation?

My Smith: Mail Sort 1400 is mail that is pre-sorted
by customers to 1400 destinations, namely to each of
our delivery offices; so they sort the mail down to the
delivery office. That it what it is. Postcomm has
always, for some reason, said that they want one
bulk mail product to be in the universal service. They
have never explained why.

Chairman: I think we will be asking them when they
come before us.

Q38 Sir Robert Smith: Would it not be that
businesses, wherever they are in the UK, should
have a level playing field for some of the products?
My Crozier: 1 could understand it if what they
wanted was one business product in the USO that
was particularly available for all businesses, small
businesses particularly, so there was some element of
protection, but the point is this product is only
available for very large businesses because less than
two per cent of them ever post that number of items;
so you have to disconnect. I could absolutely buy
into that, that that would potentially be a very
sensible thing to do, but that is not what they are
doing at the moment.

Q39 Mr Weir: Would you not be able to do a mailing
on one occasion? Is the point that they are not doing
this every day? Somebody may use this for one
specific general mailing?

My Leighton: But only two per cent of the
customers do.

Q40 Mr Weir: The point is that any business might
want to mail out. You say it takes 4,000 customers.
Any business at any one time might want to mail out
to 4,000 people. They will not be doing it every day
but they may wish to do it on an occasional basis. Is
it not right that they ought to have the ability to
do so?

Mr Leighton: They do. The issue is that only two per
cent do. Where do you draw the line on this? As I
say, if you leave it in there all it will mean is that we
will lose a load of that business, because actually it
is the big customers who use it.
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My Crozier: Mike, this is where regulation catches
you because, clearly, if we want to give people a
discount, we have to be able to justify that on the
basis of the work that they give us and the work that
they do, and, clearly, unless they are posting at that
level, we cannot justify those discounts, therefore we
would be non-compliant.

Q41 Miss Kirkbride: First of all, you mentioned
earlier about mail moving much faster to
competition than European rivals. Why is that and
what is Europe doing to force the pace of this? Why
are we so much more ahead than the others?

My Crozier: To be honest, I think that is a question
for Postcomm. It is very much driven by Postcomm.

Q42 Miss Kirkbride: Is there nothing in Europe
causing this?

My Crozier: There is nothing in Europe. In fact, to
be honest, it is quite the opposite, not surprisingly,
and most people are now building barriers to make
sure that does not happen. I think we are very much
atypical in a sense, and, again, just to repeat it so we
are clear, we are not anti-competition at all. In many
ways it is helping us to drive through a lot of the
changes in attitude, culture and behaviour and
things that we need to take our business on as long
asitis donein a level way, and that is what concerns
us. We are way in front.

Q43 Miss Kirkbride: I suppose the reason why there
is regulation of what you do is because of the final
mile. It is because it actually is not that easy to
replicate all these postmen running round the
country in their little vans going down country lanes,
etcetera. You said earlier that you thought that an
alternative delivery service would emerge in the big
cities. I wonder if you could explain to me what kind
of business that is, because I do not really
understand your business but it would seem to me
that a lot of the stuff that is going to be taken away
from you is Nat West banking or O2’s account, and
they could live anywhere. They could live on the Isle
of Skye or they could live in Bromsgrove or they
could live anywhere. Therefore setting up a city
delivery service is not going to help that. What kind
of business would make it worthwhile people setting
up a cherry-picked delivery service for the final mile?
Who are they?

My Crozier: There are two ways in which they might
do that, they could do a mix of the two as well. They
are not necessarily mutually exclusive. The simplest
way is to set up a city delivery, just pick the major
cities and to take all of O2’s mail—to use the
example you gave, or whoever it might be—and to
deliver themselves, to collect, ship and deliver all the
mail in those cities, to then take the mail that goes to
all those other customers and metaphorically put it
in the post box so that we are delivering all the
unprofitable stuff and they are delivering the
profitable stuff. The second way they can do it is that
a lot of the bigger customers are less interested in
speed (i.e. the next day) and more interested in
reliability, and so the way that they could also
provide the final mile in all the other areas is to do a

once a week delivery. It is only through the USO that
we deliver to every address every day. They could
quite easily decide just to deliver once a week in each
of those other areas. So they could do either of those
two things or a combination of those two things.
My Leighton: The way I would look at it is I always
think about what would I do if T was in competition.
I would build a couple of mail centres. That would
cost me £35 million each. So I would put £70 million
of capital down. Then I would go to the top 70
accounts, all roughly in London—

My Crozier: Try not to give too many people too
many ideas!

My Leighton: Because everyone says how easy or
difficult it is, so that tells you how much the capital
is. Then I would go and get five or ten per cent of
their business, and I would collect their business, I
would put it through my mail centres, I would drop
it off into our mail centres and get access to delivery
and I would make a lot of money.

My Crozier: There are two things worth
remembering. We have a huge fixed cost-base,
because no matter how much business we lose we
still have to deliver to every house every day. A
certain amount of work goes with that no matter
what the size of the company. The second thing is,
unlike other utilities, we are very dependent on GDP
for growth or non-growth, we are a barometer of the
economy, because people cut back when things are
tough, they spend more when things are not. We are
not a copper wire, or a pipeline, or anything, we are
people, so again it is a fundamental difference on our
business from some of the other ones that perhaps
regulation is more used to working with.

Q44 Miss Kirkbride: Basically your picture would be
that if you could price competitively with your
business mail then you would be happy to
compromise on the USO social mail, but on bulk
business mailing, if you could . . .

My Crozier: We have to be able to price and compete
on the business side because that is the only bit that
would be competitive, and part of bringing those
prices down or holding those prices will be the need
for social mail stamp prices to go up a little bit,
because clearly you have to balance between the two,
and that is—we are back to where we started earlier
today—the basic cross-subsidy that exists, as it does
in every original monopoly.

Q45 Mr Weir: We have touched on price and price
controls to some extent. Obviously you are not
happy with what Postcomm are proposing, but what
alternatives to Postcomm’s price control proposals
have you investigated?

My Crozier: The most basic thing that needs to be
right is that prices need to be cost reflective. Any
customer has the right to expect that the price that
they pay bears some resemblance to the cost of
providing the service that they are buying. It cannot
be right that people currently pay 30 pence for a
service that costs 35 pence, and the true economic
cost is probably 45 pence, so clearly there is a
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difference there. Our proposals are very clear that by
2009-2010 we would like to see a first-class stamp
price of 39 pence.

Q46 Chairman: How much?

My Crozier: Thirty-nine pence by 2009-2010.

Mr Leighton: Four years’ time.

Mr Crozier: Which is still well below the true
economic cost of 45 pence and would still make us
pretty much the cheapest country in Europe by quite
some way. Our view is that if we do that sensibly over
a period of time with rebalancing, that has got to be
better than the USO hitting some real problems and
then needing an enormous fix further down the line.

Q47 Chairman: You mentioned earlier the concept
of zonal pricing between rural and urban areas. I
understand what you are saying about social mail,
but there are businesses in rural areas as well. You
are citing the Swedish example, which sounds to me
very much like you perceive that the cost of
delivering in rural areas... You already say in your
submission that there is a much higher cost for
delivering in rural areas than there is in urban areas.
Is the subtext to this that delivery in rural areas is
going to be more expensive to the customer than
delivery in urban areas once we have liberalisation?
However you want to dress it up, that is the subtext
that seems to be coming through here. You will have
a Universal Service Obligation at point X but you
will be under-cutting that, at least for business
customers, within urban areas so that the Universal
Service Obligation will, if you like, become the
maximum price which will be paid by rural areas
whereas a much lower price or substantially lower
price will be paid in urban areas?

Mr Smith: The thing to remember is that it is the
posting customer that pays. So someone posting, a
business posting to a rural area will pay more than a
business posting to an urban area.

Q48 Chairman: You talk about businesses—I find it
difficult to get my head round this—you talk about
mail sort, you talk about business mail, are you
talking purely about bulk business postings? It
seems to me the small business is writing out to
customers in rural areas, in effect they are going to
have to pay the cost of the social mail because they
are not going to be able to get into this large-scale
mail, so the cost to business in rural areas who are
dealing with relatively small volumes of mail could
increase quite substantially. Would you agree on
that?

My Leighton: 1 do not know if I agree or not. Itisa
bit complicated.

Q49 Chairman: It is not that complicated.

My Leighton: Let me come at it the other way round.
If the point you are trying to make is if you are a
rural business it is not very good for you, I am not
sure that is the case. That is the point. It goes back
to Adam’s point. We have our friends from the press
here and before you know where we are it is a 39p

stamp. Let us be very clear. We are talking about a
39p stamp in four years time of which the economic
price of delivery will be 45 pence.

Q50 Chairman: I understand that. You are getting
away from the point. The point I am trying to get to
is to this. You are talking about lower costs for
businesses based on large-scale bulk mailing, the
mail sorts and such like. You also made the point
earlier that most of your customers, less than two per
cent, can do this mail sort because of the volumes
required. Following the logic of that, most small
businesses do not use mail sort so the costs to them
are about to increase. Is that not the case?

My Leighton: On the assumption that if you put the
price of the stamp up, that is an increase, yes.

Q51 Chairman: Yes. They are going to increase, but
if you are only reducing costs to businesses for the
large scale, there will be a disproportionately high
cost for smaller businesses?

Mpr Smith: That is not quite true, because what you
will see also is that we are proposing to increase the
discounts for people who use meter products or pre-
paid postage products as opposed to stamps, as most
small businesses do. They use meter mail and PPI.
Mr Leighton: If the price of a stamp goes up, does it
mean that people are paying more? Yes, it does.

Q52 Anne Moffat: Not much more, because it was
the price of the stamps. What about the second-class
stamp, and will you be able to link the price increases
to improving the quality of service or is it just to keep
a level playing field?

My Crozier: With second-class we have got to 29
pence in the same time period, which is not much.
The quality of service: we are now producing our
best quality of service results literally in our history.
We are currently up to about 94 per cent next day
delivery for first-class mail. We have never been at
those levels before. The great thing from our point
of view is that we have now been consistently
delivering on target first-class mail for about 15
months, and we really have built on that base. I think
that is because people rightly assumed in some ways
that a lot of the changes we made were about cutting
costs, but they were also designed to improve quality
of service, and they genuinely have delivered that on
the ground. We are seeing that right across the
country and, clearly, we think there is the
opportunity to continue to improve that, because in
any competitive market your quality of service is
absolutely crucial. Why do people want to stay with
us? It is because we provide a great service. It has got
to be the number one priority. It has to be.

Mr Leighton: When you earlier pointed out: why
would we want to maintain the USO as it is, which is
five days and a Saturday, is that as soon as you start
taking away from quality of service that is an issue
for us. We also collect on a Sunday. You can look at
the economic costs of delivering on a Saturday and
collecting on a Sunday and you have not got a very
strong case. Actually if you then say, but that is what
there is today, that is the benchmark and that is what
our competitors have to be up against, we are very



Ev 10 Trade and Industry Committee: Evidence

18 October 2005

Royal Mail Group

much in a position of saying we have got to improve
services rather than take them away, and that is
fundamental for us.

Q53 Sir Robert Smith: In answer to Michael Weir’s
question you did not mention obviously that the
rural delivery costs you more, and therefore,
although you say the poster is the customer, the
person paying the postage, what we have seen with
parcels in the Islands and the more remote parts of
the UK is that you are no longer a customer because
the complete opening up of the parcels market and
cost reflective pricing in those rural and remote areas
meant that basically people said, “We will deliver to
you anywhere in the UK as long as it is not in the
Highlands or the Islands of Scotland.” The worry
could be that whilst you have a Universal Service
Obligation, if your bulk mailers start to see a real
difference in price for reaching those last few
customers, they start to put a surcharge on to their
customers and therefore the universal service
disappears in terms of the recipient of mail in this
country.

My Leighton: That is a potential issue, but I think the
whole thing—. Going back to the USO, the bits that
we can drive, the bits that we can control, we
fundamentally believe that we have to keep it in
place as it is, and, as I say, both Adam and I over a
period of time, it is the heart of what we do. The USP
of the Royal Mail is the USO, every day, the same
price everywhere, and certainly while we are around
that will be the case.

Mr Bone: [ am beginning to think that I am listening
to a monopoly industry here, or a nationalised
industry, defending greatly the need to stick the price
of stamps up and forgetting to look at the efficiencies
of delivery. You talk about putting stamp prices up
over the next few years, but you could also be
looking at reducing the costs of your delivery and
being more efficient and helping the consumer in
that way, or have I got that wrong?

Mr Hoyle: You mean scrap their own deliveries?

Q54 Mr Bone: No, I am suggesting that the quality
of service would be a more efficient way of doing it,
which is what other businesses have to do?

Mr Leighton: Can I answer your question by asking
one specific?

Q55 Mr Bone: You are looking for one and a half per
cent service and efficiency, Postcomm is looking for
three per cent.

My Leighton: Let us come to Peter’s first question,
and you are right to raise the point, and we are a
monopoly, but let us just position ourselves where
we have come from. The reason the business survives
today and is in a reasonably good case is not because
we acted like a monopoly, it is because we drove the
revenue up and took the costs down huge amounts.
We did not ask for a penny from anyone, we
generated reasonable levels of profit, generated a
load of cash, got no debt, moved everything around,
changed the whole thing around. We have not acted
like a monopoly. Our performance in the last three
years will stack up to any company in Britain at any

time. That is the number one thing. The second thing
is that the reason we did that is that we could not rely
on just putting the price of stamps up, we have had
to take the costs out of the business, we have had to
become more efficient, we have had to deliver more
products, we have had to do all the things that a
normal company would do, and our whole point is
that I wish people would just treat us like a normal
company, because that is what is not happening to
us. Because we are a monopoly we have to have a
regulated guardian. Do not believe for one minute
that this is a monopoly talking. No monopoly I
know has done what we have done in the last three
years. You will remember we have got 33,000 less
people in this organisation. You do not think we
stripped costs out, talk to them. This has been
serious stuff.

Mr Crozier: Peter, to pick up on your point, we do
not want to put prices up. We want to rebalance
prices. We need to put some up and we need to put
some down. So it works both ways. It is not just one
thing. You have to have both sides. That is the
problem. We have taken £1.4 billion worth of costs
out of the business, we have parted company with
33,000 full-time people, 25,000 temporary people,
we have made a massive inroad into the cost base.
Even with all those one-offs during the renewal plan,
we ran at 2.2 per cent efficiency above inflation and
wage inflation and all those things. The idea that you
can sustain that every year and actually put it up to
three per cent, we believe is not doable. We think one
and a half per cent net improvement is going to be
going some to do that, and again we are trying to
push ourselves incredibly hard, as we have done
already, but also be realistic, because again, if you
assume you are going to get something which you
are never going to get, then all the risk is on the
business, all the risk is on the USO and you have to
get the balance right. So we are far from a monopoly
sitting here being smug, actually we have done an
incredible amount to sort out this business, but let us
be clear. The danger is you get to the end of the
three-year plan and everyone thinks it is done. We
have got some huge challenges. We have got a £4
billion pension deficit we have to fix, which is
historical, we need £2.2 billion to modernise the
business and the only way we are going to drive that
efficiency is if we invest that capital sum in
automating our processes. You cannot have the
efficiency without putting some investment into the
company. It is very important we accept those
challenges are still there. They have not magically
gone away.

Q56 Miss Kirkbride: I just want to finish off the point
about the business service and how you would like
that to be the unregulated bit, without the price
control on it. I suppose the comparison Postcomm
might be making is BT where the copper wire is the
end of the line and your copper wires are your
postman, etc; they are not that easily replaceable, it
cannot be done overnight, and you have got a
monopolistic position on that. So what is your
answer? If you do not have price control on some of
your service provider business then why should you
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not abuse your monopolistic position by increasing
the price in a disadvantageous way, thereby
preventing competition? What is the answer to that?
My Leighton: The simple answer is we would lose
business.

Q57 Miss Kirkbride: Not in the short term.

My Leighton: We would. We could lose it now. We
are exactly the same as everybody else; if you did not
need to price up in any business you would not price
up; in fact, you would always try and price down
because you get more business that way round. The
fact of the matter is that if we priced up, if we used
that in business, then I can guarantee we will lose a
bucket-load of market share. That is the answer. It
is as simple as that.

Q58 Roger Berry: Can we turn to the £4 billion
pension deficit?
Mr Leighton: Do we have to?

Q59 Roger Berry: Yes, please, because (a), as you
rightly point out, it makes you technically insolvent,
but (b) you identify the solution as being (to use your
phrase) “creating the right pricing framework”,
which basically does mean, does it not, that
consumers will have to pay more for their postage?
I understand that. My question is: have you looked
at alternative ways of dealing with the £4 billion
pension deficit other than through charging
customers more?

My Crozier: We currently pay £400 million a year
into the pension fund, about £140-150 million of
which is historical deficit. With the change to FRS17
that payment will go up next year to about £800
million, with somewhere between £400-500 million a
year of that being historical pension deficit. So it is
the historical part that is a real issue. Clearly, we can
look at lots of ideas as to how we might look at that
liability going forward, but what that does not do is
sort out the historical part of it. That is the real nub
of the issue—for the regulator as well, in fairness.
Again, just to be clear, the prices that we mentioned,
including the 39p, take that pension issue into
account, so it is not “add more money on top of
that”; that is what we are proposing as the 39p in
2009-10.

Q60 Roger Berry: So the answer—it was a yes or no
answer, really—is you think there is no alternative,
basically.

My Leighton: 1 think it is very difficult just because
of the size and the scale. Remember, on the deficit we
have been paying in £140 million cash. This is cash
generated, we have not gone and got anybody for
this; we had to generate the cash to put it in there.
Going forward, that number could be £400 or £500
million cash, just for the deficit. So our pension cash
payments that come straight out of the business were
£400 million and are going to be £800 million, of
which £400 or £500 million is the deficit. There is no
way that in a business like ours you can generate
sufficient cash to be able to do that unless you deal
with that deficit. Short of robbing a bank and
probably the Bank of England (probably not the

Bank of England because they have not got that
much), that is where you are. Itis such a big hole that
it has got to be dealt with in some way, shape or
form. If we could do it out of our own resources we
would try and do it, because that is the way we have
always done it, but the scale of the cash amount is
just too big.

Q61 Roger Berry: I agree. Let us be blunt about this:
the pension deficit is, to a substantial extent, the
result of decisions of government in previous years,
decades. Is what you have just said that you think
there is a responsibility therefore on government, or
not? I think you are implying that but you are being
a bit coy in saying it.

Mr Leighton: 1 think we have always taken it that
anything that has happened in the last three years we
will take the good and the bad, and take it on the
chin—that is the way we have done it—but this is
such a big difference and it has such a big impact, not
just on the balance sheet, as you say, which therefore
looks negative and gives you problems, but it is the
amount of cash you have to pay. You have to
generate that cash to pay it out of the business. We
have gone from, really, putting no cash into the
pension deficit three years ago to paying £400 or
£500 million of cash going forward, and that is just
too big a thing for us to take on when we have got
all this other stuff going on as well. In the end you
would go pear-shaped.

Q62 Roger Berry: Am I being unbelievably dim or
have you not answered my question?

My Leighton: 1 could not comment on whether you
are dim or not, Roger, and neither would I want to
be drawn on it!

Q63 Roger Berry: Given the second part of my
question, is that a yes or a no?
My Leighton: 1 think it is an unanswerable question.

Q64 Roger Berry: If I were you I know what I would
be arguing.
Mr Leighton: What would you be arguing?

Q65 Roger Berry: I am asking the questions!
Mr Leighton: Y ou might have an argument we have
not thought of.

Q66 Roger Berry: The number of times you have
referred to the “historical deficit” and the number of
times you have referred to £4 billion and the number
of times you have pointed out that is why you are
technically insolvent—why are you not saying what
I would expect someone in your position to say
about that historical deficit?

My Leighton: 1 think we have always been the same.
What we have been saying, consistently—

Q67 Roger Berry: It is not in the submission and you
have not said it this morning. Third time lucky.

My Leighton: There is an issue, and the issue has to
be resolved. How the issue gets resolved is for debate
because, first of all, it is a big sum of money and we
cannot get away from that. Secondly, there are a
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number of ways that it could be approached,
including not doing anything about it at all, but all
we can do, in terms of the regulatory bit we are
talking about, is say: “Look, this is the impact of
that deficit on our numbers going forward and
unless in some way, shape or form that gets picked
up then it gives us a problem”.

Q68 Chairman: I think I am being dim now, actually.
When were the pension holidays taken?

My Smith: The pension fund was in surplus until
2001, and in fact it was 105 per cent funded, which
means the company could not put any more money
into it. So it was the 13 years prior to 2001 when the
pension fund was, I believe, in surplus for the
whole period.

Q69 Roger Berry: It seems that figure came from
you, Chairman, rather than from Allan, but there we
go, he is being very coy on this one. It is most
unusual, but there we go.

My Leighton: Sometimes you have to be coy about
things, Roger.

Chairman: So that deficit has come since 2001?

Q70 Sir Robert Smith: But not in the last three years?
My Leighton: No, it has been building.

My Smith: The pension fund was, I believe, under-
funded in 2002.

Q71 Roger Berry: Can I say, in all seriousness, and
I was not being flippant in trying to press the issue,
I would dearly like to see some figures on how we
arrive at the current position of £4 billion.

Mr Leighton: We can do that.

Roger Berry: I think that would be incredibly helpful
in terms of what it is reasonable for Royal Mail to
do, and to explore the alternatives.

Chairman: I think we will move on to a less
contentious area now: the ownership of the Royal
Mail group.

Q72 Mr Hoyle: Obviously, we would not expect too
many problems with this, but there is a difficulty:
whatis going on? We read in the press that there may
be shares given to employees and we read in the press
that there may be a sell-off. What is the situation?
Mr Leighton: What does it say in Voice? You have
Voice there.

Q73 Mr Hoyle: I can read it if you want me to, but
I think you will have read this already.

My Leighton: The way we have always thought
about the business is in chunks. After three years of
renewal we are now thinking about the next three
years. The thing we have always been consistent in is
that from day one we have always felt that our
people should have more of a share in the company.
We have always said that because we think that the
more our people are involved, basically, you get a
better performance and that has turned out to be the
case. We have put in Share in Success, everybody got
their one share and the net effect of that is we paid
out £200-odd million as a dividend to our people and

that had a huge effect. It had a huge effect because
the business performed, everybody knew what they
needed to do and for once people got what they were
supposed to get. It was over £1,000, and to our
people that is a lot of money and they did some great
things with it. That is really what it is all about.
Therefore, we have been consistent from day one
and we have said we want to be able to build on that.
At some stage would I like to give our people some
shares in this business? Yes, I would. I think it is
fundamentally the right thing to do; I think our
people actually believe it is the right thing to do,
which is the most important thing as far as I am
concerned. Our recommendation is we should find a
way of doing it. There are many ways of doing it, we
think it should be done and we think it is the right
thing to do.

Q74 Mr Hoyle: Let us press you a little more on that
because I think it is interesting. People would say
everybody has got a stake in the business because it
is owned by the people of this country, so our people
have already got a shareholding. In fact you can
actually use profit-sharing to give people the belief in
the company they are working for and they also get
it direct without: “Who has got shares, who has
not?” because people come and go out of a business.
So would you allow the trading of shares or would it
be on the stock market or would they have no value
whatsoever? There is a great danger—and we have
seen this with Rover, where employees were given a
share that was worthless; it was a junk bond. I am
not suggesting you are offering junk bonds but there
is a danger; if you cannot trade it what is its value if
somebody leaves? It is all a bit of mystery and smoke
and mirrors, if we are not careful. I am sure you must
have a better explanation.

My Leighton: Tt is none of those things. It is very
straightforward. First of all, it cannot be traded on
the stock market because it is not a publicly quoted
company. There are all sorts of different ways: you
can create a trust, the shares can be bought by the
trust, the trust can issue the shares to our people, our
people can trade the shares within the trust, the trust
never sells the shares and the trust pays a dividend.
So this is very easy to do; it is not all complicated and
our people would understand it and actually the
general consensus around the business is that people
want to do that. That is a very different way. We
have moved our people’s pay up—the basic pay was
very poor and we have done a lot on that from where
we started out because we always thought our people
were underpaid—and we have simplified the bonus
scheme, and this would be a way in which the people
shared in the success of the company. So it was
always going to be a matter of debate, depending on
whether you think it is right or wrong, but clearly the
view of the business is that this is the right thing to
do and we should do it.

Q75 Mr Hoyle: So rather than setting up a trust and
deciding whether you give shares—do you take them
back off them when they retire? Or once somebody
leaves the company? How long do you have to be
there—so long before you get shares? It seems a very,
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very complicated system when surely, surely, the
quickest way and the cheapest way to ensure they get
a fair dividend is actually to have profit sharing so
you give it automatically and people understand
where it is coming from. Everybody reads this in the
press but what discussion has taken place with the
shareholder for this agreement?

My Leighton: Let us go back to where we started out.
We have been very consistent from day one in
saying: “This is what we want to do”. I am very
consistent in saying to you, as I say to everybody
else: “This is what I think we should do for our
company.” More importantly, if I ask the people in
the company they say: “That is what we should do;
we would all like to be part of it.” So the only
discussions that have taken place with anybody,
whoever I get a chance to talk to, whichever the
stakeholder, from Postcomm through to the DTI
are, consistently: “This is what I think we should do.
This is what I would like us to do.”

Q76 Mr Hoyle: There is only one stakeholder; there
is only one shareholder. I think we have got to be
clear and we have got to get it on the record,
Chairman. Has the stakeholder had discussions
about this and has an agreement come through?
My Leighton: There has been no agreement with the
stakeholder.

Chairman: There are lots of stakeholders.

Q77 Mr Hoyle: There is only one shareholder.
My Leighton: The shareholder has not agreed to
do this.

Q78 Mr Hoyle: But discussions are taking place?
Mr Leighton: Of course discussions take place. I
think the DTI have always said, and I think Alan
Johnson got up in Parliament and said that this is
something that he would be interested in, and he was
very categoric and on the record in saying that.

Q79 Mr Hoyle: This is critical: if the shares were
offered to people within Royal Mail, would the
number of shares be equal between wherever you are
in the company, if it was envisaged to go ahead?
Also, would these shares be used to reduce pension
rights and the pension funds, and have you had
discussions and talks to envisage a way of reducing
that pension fund?

My Leighton: The answer to your question is that the
number one thing is they would be done equally,
because I think that is the way to do it—that is the
way we did it on Share in Success; everybody gets the
same, it does not matter who you are; that is
fundamental to this. Secondly, there is no linkage at
all between this and anything that might happen in
terms of the pension deficit, pension schemes or any
other part of the business. It is a completely
different thing.

Q80 Roger Berry: So employee ownership would
neither directly nor indirectly generate revenue for
Royal Mail?

My Leighton: We would absolutely directly generate
revenue for Royal Mail.

Q81 Roger
whatsoever?
My Leighton: The reason that would drive it is: if
your people are involved in owning the company
and have shares in the organisation does that drive
the profitability of the organisation? Absolutely,
1,000 per cent, I think it would make a huge
difference, and I think Share in Success absolutely
demonstrated that.

Berry: No financial advantage

Q82 Roger Berry: So coming back to Lindsay’s
original point, I absolutely understand the argument
you are making. Therefore, why employee
ownership rather than profit-sharing?

My Leighton: Because in our judgment and in the
work that you look at, in terms of organisations,
when you get to that stage, ie it is a share, then that
has a more motivating effect. Roger, you have to say
the other way round is that if we did not think that
was the case then we would not be suggesting that
that was the way to do it. I genuinely believe that.
From all the evidence in all the organisations I have
worked in that has been the case, and certainly Share
in Success was a great example of that.

Q83 Roger Berry: I would be interested to see the
evidence that you cite, because I know of evidence
that was addressed that employee share-ownership
is not preferable to profit-sharing in terms of
motivation of employees. I would be delighted to
know what evidence you have got for that, because
clearly you are saying this is not just a guess, this is
actually based on hard research, and I would very
much like to know what research you are referring
to.

My Leighton: We can give you that with pleasure,
Roger.

Mpr Crozier: Can I come in here, because I do not
want to lose the thought? Again, the danger is one
looks at each little piece in isolation. The start point
for this is the one you have rightly identified, which
is that the trading performance now is very good but
we have got some historical issues there—the
negative balance sheet. So there are actually three
conversations that kind of go on, in terms of what
needs to be pursued. One is how do we fund the
pension deficit, because that lies at the heart of a lot
of this. The second question that lies there is how do
we fund the modernisation of the business, and the
third is how do we engage with our people for them
to want to make this modernisation happen? Just to
go back, what we did was get much smarter at what
we already did. The next stage is about
fundamentally changing what we do. It really is
about automating the pipeline and a lot of capital
investment, and that is going to require a huge
amount of change from our people and they need to
be fully engaged in that level of change. That is why
we believe this is the right route to go. Clearly we can
provide the evidence, but it is just important to join
up with all the other bits because they all work
together; you cannot just fix one piece. For instance,
if you do not figure out how to sort the pension
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deficit and how to fund the modernisation, what
exactly are you going to give people a share in? So
they are all linked.

Q84 Mr Hoyle: What percentage, because it is
absolutely critical, are you envisaging? Fifty per
cent? Twenty per cent? One hundred per cent?

My Leighton: We think we should start with 20 per
cent.

Q85 Mr Hoyle: So you start with 20 per cent. That
is the ownership. Am I right to think that you have
been using Morgan Stanley, and they have been
doing some reports for you? Has that been part of
what could be capitalised on other shares if they
were to come to the market? What have they actually
been advising you on? Has it been part of this
shareholding for employees or is it whether to advise
you to then say to the Government: “We have an
ownership here by the people within it but we do
believe that you have got a problem with the deficit
in your pension fund”? Are you then going to
consider a further percentage to be opened on to
the market?

My Leighton: Just so that we are very, very clear: the
only thing we are proposing is that we have three
things to fix: the pension deficit, capital into the
business and we think we should give our people a
share, in some way, shape or form... that is all we are
interested in. That sees us through the next three or
four years, which for us is the next three or four years
of our horizon. The shareholder has already made it
very clear that the shareholders will not entertain
privatisation of the company. That is the context of
it. Any advice we get from any advisers is in that
piece of context.

Q86 Mr Hoyle: So they are advising you on
employee shareholding and nothing else?

My Leighton: They could be advising us on the
balance sheet and all sorts of different things. I do
not want to go into the technicalities, but are they
advising us on full scale privatisation—you know
they are not.

Q87 Mr Hoyle: Therefore, which Roger and I have
been chasing, if you give the shares (and I
understand that that is what you wish to do and that
is what is in discussion at the moment) how do you
get round the deficit within the pension fund, if you
are not getting a value on the shares, and everything
else? That is not being addressed, is it, through any
of this?

Mr Leighton: It goes back to Adam’s point (and, for
once, I am not being evasive): the three bits are really
quite important. You have to do, in our view, all
three. This is a hat trick. You cannot have any one
of them; any one of them does not give you what you
need. It is a joined-up business with a joined-up issue
that needs those three things being dealt with.

Q88 Mr Bone: If I was, as I was in the past, deciding
who to use as a postal provider and we have got full
liberalisation, do you think there would be some
reliable measurement of the service management so

that I could transparently see which service
provider, yourselves or other licensed providers, is
actually right for me?

Mr Crozier: Tt is a good question actually. If you
take some of the learning from Sweden earlier, when
it was first introduced, you had literally hundreds of
companies diving in and providing mail services and
the vast majority of those companies disappeared
very quickly. I have no doubt a lot of customers were
hurt in the meantime. We have been very clear with
Postcomm that we would like to see everyone
operate under the same rules and regulations. So, for
instance, we check all our employees’ records in
terms of criminal records and all sorts of other things
to make sure that we have got that integrity there.
We provide independently done quality-of-service
research that tells all our customers how well or not
we are doing on their behalf. As it currently stands,
none of our competitors publish any quality-of-
service data. So we would like to see everyone
operate under the same set of rules, so that people
genuinely can make a comparison. Clearly, we say
that because we think we are bloody good; we think
we provide a really good quality of service and we
think that should be one of the things that customers
are really interested in. As always, it is very easy to
say: “I will deliver you this” and then not do it,
whereas ours is all independently researched, and I
think that is the way everyone should be.

Q89 Mr Bone: That is clearly a yes to that. Who
should draw this up? Should it be some independent
body? Does it happen on the continent?

My Crozier: In fairness, Postcomm are drawing up a
sort of code of conduct, if you like. It does not cover
quality of service, interestingly, as far as [ am aware;
it is more around the way that the business is done.
I think quality of service is actually pretty crucial to
just about any company and certainly we have
always published that. It has always been
independent, we will continue to do it and we would
like to see other people do the same.

Q90 Mr Bone: Does it happen in the EU at the
moment?

My Crozier: 1 do not think it does. I am not sure.
There are not really any direct comparisons, to be
honest, but I do not think it does.

Q91 Mr Bone: Is this because we are moving into
uncharted waters?

My Crozier: We are ahead of the game, so it is
difficult to find out.

My Leighton: None of the national players have to
set out quarterly their quality-of service data.

My Crozier: If you take Germany, their first-class
target for the next day is 80 per cent; ours is 93 per
cent. So it is a very different regulatory regime. They
do not have compensation payments like we have.
When Alex talked earlier on about our operational
window being shorter, there are all sorts of other
things that are different, too. We have got tougher
quality of service targets, we have got compensation
and all sorts of other things, so the regime is very
different.
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Mr Bone: I want to give you an example, and this is
not flippant but it is one of the problems that a
business would have. During the General Election
we employed some sort of Mailsort and my election
address went out in Sherwood, and I went down very
well in Sherwood, but I was standing in
Wellingborough. The election address eventually
finished up in Wellingborough the day after the
election. Now, I am not sure whose fault that was. If
you take that into a business, you have got to have
clarity so you can decide: “It is the fault of the Royal
Mail because, actually, they are very poor at doing
this” or “It is actually the fault of—

Mr Hoyle: The agent!

Chairman: That certainly would not be true.

Q92 Mr Bone: It certainly was not the fault of the
agent then. That was subcontracted to Central
Office.

Mr Crozier: Clearly, 1 cannot comment on the
specific issue but I am very happy to go away and
look at that. We have independent, incredibly
detailed quality of service analysis, and the other
interesting thing about this, if you just move away
from first class and second class, is that we are hitting
pretty much all of our business targets, but the truth
is more and more we will move away from that
because if I am a major customer, actually I am not
very interested in the fact that Mailsort 3 is at 99.6
per cent nationally; what I care about is what is it on
my mail. More and more quality of service will
become part of an individual contract, where T will
deal with you, customer X, and these national
things—other than for things like first class and
second class—will go because everybody wants a
different kind of delivery. If I am running a call
centre and I am trying to generate response for that
call centre, actually the worst thing we can do for
them is deliver all their mail the next day because
they could not cope with all the telephone calls.
Actually they might want 10 per cent of it delivered
every day for ten days. So, more and more, what
people want is a tailored service, and that is part of
our problem with all the regulatory set-up as it is. We
find it almost impossible to treat customers as
individuals, and actually what does everyone want
now—they want to be treated like an individual
customer; they do not want to be given the same as
everyone else. So we are kind of fighting against a
natural way of working, but which customers do not
want. They are quite happy if the improvements
come from us rather than from other people.

Q93 Judy Mallaber: The Government has
committed itself to not privatising Royal Mail. How
confident are you that Royal Mail can stay as a
public sector organisation and still compete against
private sector competition when the postal market is
fully liberalised?

My Crozier: First of all, technically, we are a stand-
alone plc that happens to be 100 per cent owned by
one shareholder (just to be technical for a second).
Can we compete in a competitive market? Yes, if
given a reasonable run at it. We have absolute
confidence in our company’s ability but it depends

on the regulatory set-up that is concluded sometime
in the next two or three months and it also partly
depends on how we look at these funding issues that
we have just discussed around the pension deficit
and around the money to modernise. It partly
depends on our ability to engage with our people. So
the road takes you back to: as long as we have a
reasonably level playing field and we can tackle the
things that need to be tackled, then yes. I know that
is a qualified answer but it needs to be a qualified
answer.

Q94 Judy Mallaber: Setting those aside, because I
think we have explored those quite fully, will
previously  state-owned  national  operators
elsewhere in the EU still have advantages over Royal
Mail after January 2006? If so, what are those
advantages?

My Crozier: They will have huge advantages because
the modernisation that we are talking about
embarking on they did without any competition and
over a 10-15 year period. So they have already done
what we have not even started, so clearly there is an
advantage there. There is also the advantage that
there is therefore no risk for them. We have got to
cope with competition while we seamlessly transfer
from one kind of operation to another.
Operationally, that is a very difficult thing to do.
They do not start with any costs or prices that are
misaligned, they just come in and they charge what
they want to charge. They do not start with any
problems around creating new products; they can do
it overnight, we might take 12 months with
Postcomm. So their ability to be agile and compete
from day one is far greater than ours, so, yes,
absolutely, they have advantages, not least of which
is they are making enormous profits somewhere else.
Mr Leighton: This will be an unregulated business
for them. So you go and attack everybody else’s
markets and you try and create big business in
everybody else’s markets because they are not
regulated. That is where you make your money.

Q95 Judy Mallaber: This comes back to your
original pleas for all the flexibility that you are
seeking.

My Leighton: Absolutely. I always feel as if we come
away sounding as if we are a bunch of wimps, but the
big deal is it goes to the same old thing, which is that
potentially we could still have a very strong Royal
Mail in a very competitive environment. That is
what we could play with here. It gives us the
opportunity to go and attack a few people on their
back doorsteps in the same way, but the only point
I think we are trying to make to you—and it does go
back to the same three things—is that there is the
pension deficit, there is where is the capital coming
from and what can we do for our people. They are
the only three core issues, and if we get any one of
those three wrong or all three of them wrong then it
is going to be pretty bloody difficult.

Mr Crozier: And the regulation, secondly, is the
absolutely pivotal part of that.
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Q96 Miss Kirkbride: I am bemused by so much of
what you have said today because it seems to me that
certainly one of the answers to all of your three
problems would be privatisation. Therefore, I
wonder if you could tell us, in your discussions with
the Minister, why it is that he has set his face so much
against it? After all, we have a Government which is
prepared to privatise air traffic control and other
things, so what is the big deal about the Post Office?
Mr Leighton: You will have to talk to the Minister.
The other thing which I have to say (forget about the
Minister) is that actually the only thing on which I
have ever been on the record in relation to
privatisation is saying that we should not privatise it.

Q97 Chairman: Should not?
My Leighton: Should not.

Q98 Miss Kirkbride: Why not?

My Leighton: My sense is this is a commercial entity.
Everybody keeps thinking it is a public service, it is
not; it is a commercial entity that provides a public
service and only if it is a commercial entity can it
provide the public service without the taxpayer
picking up a load of costs for it. So the idea of the
way in which it was set up was actually quite a clever
idea; the problem is the execution all fell to bits, as is
always the case. My view is that if you have got an
entity, which this is, which is primarily a commercial
entity but provides a public service, of which there
are two chunks—the USO and the rural network—
which are the things that are supported by the
commercial entity that we have got here, this
business is not in a state where it could be privatised
anyway, and, secondly, I am not sure that that is
naturally the next step. I think the big opportunity
of the next launching pad of the business is to get it
to a real commercial entity that provides a public
service that does it extremely well. Therefore, it
might well be a role model for how these businesses,
these great national enterprises, should work going
forward. I still think that you can get all the benefits
of privatisation without going the whole hog and
that is why I think it is really important that you get
your people to take a share of ownership in that, in
some way, shape or form.

Q99 Miss Kirkbride: You could raise capital.

My Leighton: We could raise capital if we wanted to
anyway, provided we have got a balance sheet which
is fine, no debt and great assets.

Mr Crozier: That leads straight back to the need to
sort out the pension deficit, because clearly you
cannot go and raise capital while you have got a
negative balance sheet.

My Leighton: 1t is part of our debt.

Q100 Chairman: You just mentioned the rural
network there. We have had evidence from the
National Federation of Sub-postmasters expressing
concern that if this all goes wrong there could be
implications for the Post Office network. That is a
fair concern.

My Leighton: Absolutely. Under the umbrella of
Royal Mail we try and look after all the businesses
and make sure that they are all aligned.

Mr Crozier: Do not forget, some 40 per cent or so of
their business derives from the Royal Mail, so the
two businesses are absolutely, inextricably linked.

Q101 Sir Robert Smith: You still have not said what
your vision is for this pension deficit to be solved.
My Leighton: 1t is very straightforward: somebody
has to put in the money, it has to be paid over a
longer period of time than the 12 years, which is
what is in there today, or there is some partial way
of taking the pension deficit down. The only way it
gets solved is in some way the cash has to come from
somewhere. That is the reality of it. I think that is
what is exercising people’s mind, and people are
looking at what is the best way to try and solve this
in some way, shape or form, because it is the one
thing that is pivotal to everything.

Q102 Sir Robert Smith: If you have got your £2
billion and your £4 billion and everything else,
basically the only lever left is the regulator getting
the playing field right for you to be a viable,
commercial business.

My Leighton: Absolutely. To go Roger’s point
regarding the pensions deficit, you can either put the
prices up to such an extent it covers the pension
deficit—well, that will be death for everybody, so
that is not really an entity—or somebody puts the
cash in. It is as simple as that.

Q103 Mr Hoyle: It is a knock on Number 11 for you.
My Leighton: Lindsay, you are closer to that than
me. If you could knock on the door for us it might
be very helpful!

Q104 Mr Weir: We have heard a lot this afternoon
of pleas to be treated as an ordinary business, but
there are some advantages over your competitors
which are currently protected by the regulator and
the Government, such as VAT exemption and the
Postcode Address File. Do you believe that you
should be allowed to have these advantages after full
liberalisation and why?

Mr Leighton: We had this conversation this morning
and I am just relieved to have any advantage. I will
hang on to any advantage as long as we possibly can,
because in the end we will have all our advantages
taken away and, to a degree, over time perhaps all
the advantages get taken away but our problem is:
let us not take them all away at once. Actually, let us
not make it disadvantaged. The VAT thing is very
interesting because it is not quite all that it seems
because if you are a business and you charge VAT
you can claim VAT back. It is not exactly as it seems.
There are one or two customers who you know do
not pay any VAT so there is an issue on the back of
that. In the mix of stuff, do I expect a situation (if you
take a 5 or 10 year view) where all this will get
dissipated in some way, shape or form? Answer:
probably. However, the issue for us is everybody
wants to do everything to us all at once, and that is
the only thing that we object to. To be honest, we
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would not be doing our job if we were not coming
and saying: “Look, can you help us out a bit on a few
things because everything is not perfect?” This
business was -6 out of 10. Today itis + 2. So we have
come a long way. Hang on a minute, we are at +2
against 10 but our margins are not anywhere near
our competitors’, our regulated business is 90 per
cent of what we do, we are under pressure on a lot of
fronts and we have got the volumes going down off
the back of it. We are not saying: “Bail us out” but
we are also saying “Don’t sink the ship just at a time
when, actually, we might be able to keep ourselves
afloat and get ourselves into a reasonable position”.

Q105 Mr Bone: I am not entirely sure but are you
suggesting that it would be good to postpone the
final stage of post service reform in the UK for some
of the reasons you have mentioned? I just want to
ask you that question first.

Mr Leighton: 1t is too late. My sense of it is we are
where we are, it is going ahead, let us be real about
what the situation is. So we have to accept all that
and take that on the chin—that is life—but in the
mix of this it just happens to be life at a time when
we are going to get a bit of regulation that is
probably the most important piece of regulation that
any national entity has had, actually. When all the
others went—and Judy mentioned BT—they had a
much better balance sheet and a much better profit
position than we did. I think we are where we are, we
have got to go with it and it is not going to change
anything off the back of that.

My Crozier: It is more important to get the
regulation right.

My Leighton: Absolutely.

Q106 Mr Bone: Listening to you, I understand the
problem because you want the freedom that a
privatised company would have, you want less
regulation but also, to a certain extent, it has been
decided that you need protection in some regard of
the monopoly for the very peculiar reasons that you
do have to do this special delivery—if you like, social
mail. You did say very early on, Adam, and I
remember this and I thought to save this one for the
end, that “competition is not good for everyone.” I
have never thought that; I think competition is good
for everyone, but it is certainly good for the
consumer, is it not?

Mr Crozier: 1t depends on which consumer you are.
If, for years, people have been artificially keeping
stamp prices low and to pay for that you keep your
business prices high then you have got to rebalance
and, clearly, in the short term if you are a social
customer and the price goes up to 39p in 2009-10 you
are paying more.

Q107 Mr Bone: We are going to go round the old
argument of whether you can improve efficiency
rather than just putting the price up.

My Crozier: To get to keeping it at 39p we have to
improve by 1.5 per cent plus cover all the wage
inflation and everything else. So that is doing that,

that is not just people sitting back and saying “Let’s
raise the prices”. I think our track record shows that
we have done that.

Q108 Mr Hoyle: Just taking you back to what you
were saying about VAT, you are absolutely correct
that it does not matter to businesses; okay they have
to fill in an in-and-out form to the VAT but it does
not cost them anything; they pay it out and they
claim it back. The person that will get hit if VAT
comes in is Auntie Nancy who sends the birthday
card, the Christmas card—all those people out there
would suddenly have to pay VAT that they could
not claim back. Let us hope that you do not have to
impose VAT because we will hit the customers that
we are meant to be looking after. Never mind what
they tell you, you hold firm.

Mr Leighton: You can lead that campaign for us,
Lindsay.

Mr Hoyle: With pleasure!

Q109 Chairman: Can I conclude by asking one semi-
personal question, if I may? I run my constituency
from the constituency, so the quality of the postal
service to Worcester and Worcestershire matters to
me a lot. It has got a lot better recently and much
more reliable, so thank you for that. However, what
used to drive me absolutely scatty—and the British
Chamber of Commerce evidence struck a real chord
with me—was when it used to arrive at totally
unpredictable times of day. They are making a plea
in their evidence, they are saying your quality is not
all you say it is; they are saying your quality has not
got as good as you claim because the targets you are
setting are, effectively, not the kind of targets that
businesses want you to have. Having a target of
getting it there by around lunchtime is not good
enough; businesses need it by 10.30 or 11.00 in the
morning, to cash cheques and so on, and actually
what they really need is predictability—it is coming
at roughly the same time every day. Do you think
your quality is really all you say it is?

My Leighton: 1 am going to let the CEO answer that.
Mr Crozier: Absolutely I do because it is
independently done. It is the best quality of service
on record that the Royal Mail has ever had. Our
delivery performance, in terms of getting it there by
lunchtime is, frankly, better than any other country
that T am aware of in Europe. Secondly, for
businesses we do get mail there before 9 o’clock but
the problem we have—

Q110 Chairman: For businesses you have it there for
9 o’clock?

My Crozier: By 9 o’clock. We have one issue, which
is how do we deal with very small businesses. This is
something we are talking to the Small Business
Federation and others about. With a lot of small
businesses nowadays (and we mean by that they
receive less than 15 letters a day—just to give you a
rough cut-off point) the problem is they are very
hard to identify because a lot of them are run from
residential areas—whether they are businesses or
homes. That is something we are looking into trying
to improve. Even the Small Business Federation



Ev 18 Trade and Industry Committee: Evidence

18 October 2005

Royal Mail Group

does not know what is a business and what is a
residential address. So we are trying to get inside that
and find a way to improve the service to smaller
businesses. So, for very small ones, I absolutely
accept we have got to find a way round that. The
consistency of time of day should have very much
settled down now; I accept that a year ago when we
put all the changes in it was moving around a fair bit,
but I hope pretty much everywhere has settled down
now and people should not be seeing that. In relation
to the very small businesses run from homes, we are
talking to a number of people about how we can
improve that because that does need improving.

Q111 Mr Hoyle: What I am interested in, which you
have not mentioned and I thought you might have
done, is Deutsche Post and the tie up with Exel/ where
they have taken them over. There we see somebody
who has not got the same constraints, who has had
a different liberalisation because the market has
not been opened up in the same way—great
advantages—yet they have bought straight into our
market and straight into direct competition. What
does it mean and what is it going to do? What is the
disadvantage?

Mr Leighton: First of all, it shows the scale of that
organisation. They have paid a huge premium for
that.

Q112 Mr Hoyle: Way over the top.

My Leighton: So it demonstrates they are a big scale
player and they are interested in being in this
marketplace. Exel is a global business, it gives them
a different angle in that it gives them access to the
retailers—they do a lot of distribution for retailers—
and it is possible that they could use that as a way of
moving mail around the UK.

My Crozier: 1 think the biggest thing—to go back to
what Peter said earlier, which is why it is not about
being monopolistic in any sense—is that the rest of
the world is not hanging around while we have all
these conversations; the rest of the world is getting
on with it. Therefore, it is a competitive
marketplace. We have lost a billion items already to
access. This market is opening and opening very,
very quickly and we need to have the agility to
compete in that market.

Q113 Mr Wright: You have talked at length about
the need to increase the price of postage over the next
three or four years to 39p. One of the things you have
not mentioned is the fact that there are also plans to
shed the workforce by 30,000 over the next four or
five years or so. How much of this is actually being
driven by the liberalisation of the market and has

this also been driven by, and connected to, the
pension deficit? Finally, has there been consultation
with the staff side or, indeed, with the shareholder?
My Crozier: There is no consultation because there
is no firm idea around job numbers at all because it
depends on a huge number of factors: it depends on
market share and what happens with the
competition; it depends on the regulatory settlement
and it depends on how much capital expenditure we
are allowed to go forward with because that will
determine how much automation we can bring in,
which determines what the effects are on jobs.
Again, without trying to avoid the question, it
always goes back to the fact that these things are all
connected, and until we know within the next couple
of months what the settlement is going to be from
Postcomm, what cap-ex is going to be allowed, and
all sorts of other things, we literally will not be able
to answer that question. We are very happy to
answer it, Chairman, in two or three months’ time
when we know where we are, but until we know that
anything is just pure speculation, because that is all
it can be.

Q114 Mr Wright: So although we take things we
read in the press with a pinch of salt many times, the
report that was in the Telegraph, 1 believe, is that
according to plans that the Royal Mail has
submitted to Postcomm, the mail regulator, the
management is planning to reduce the workforce by
a further 30,000. So it is pure speculation on their
part, there is not a final figure?

My Crozier: There are lots of different scenarios, but
the final one depends on where we get to on all these
settlements.

Q115 Mr Wright: There will be consultation
presumably?

My Crozier: Of course there will be. It goes without
saying that we will have to, through competition,
become more efficient, and that will absolutely lead
to a number of job losses, but the extent of that we
just cannot say until we know where we are.

Q116 Mr Wright: Is that also linked to the £4 billion
pension deficit—the need to cut costs to try to save
money to put extra resources—

Mr Crozier: Not directly. The need to do that is to
be competitive, because the only way for this
company to thrive and to have the possibility of
fixing the pension deficit is to be a successful,
commercial organisation, and to be successful
commercially we have to be at least as efficient, if not
more efficient, than our competitors, and that is the
drive behind this.

Chairman: I made a quality of delivery promise to
you that we would finish at 12.45; we are a minute
over already, but I do not think that is too bad. I
hope you do as well in the future. Gentlemen, thank
you very much indeed.
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Q117 Chairman: Mr Carr, welcome to you and your
colleagues. Can I ask you, for the record, to
introduce yourselves to the Committee?

My Carr: 1 am Peter Carr, the national Chairman of
Postwatch. On my left is Gregor McGregor, the
Chief Executive of the organisation, and on my right
Dr Roisin Doherty, who is our Policy Director.
Chairman: Thank you very much. Mr Marris will
ask our first question.

Q118 Rob Marris: In your submission to us you
talked about serious barriers to entry into the postal
market. Could you tell us briefly what you think
those barriers are and say also just how serious you
think they are?

My Carr: 1 will take the first part of the question and
give the overview to Gregor who will tackle the
detail. The first thing is, I think it is a good point that
you are making here, that liberalisation in itself does
not equal competition, they are two separate things.
Obviously, the biggest of the barriers, in our view
anyway, is Royal Mail itself. It is a very dominant
organisation, it is heavily branded, it has currently at
least 97% of the market and of course it is
perceptibly, in people’s minds, a very powerful part
of the country really, of the social fabric. At the
moment there is no regulated access regime, and that
of course is absolutely fundamental to the future
development of a competitive market. The other is
VAT. This is a very big and important issue, as far
as new entrants coming into the market is
concerned. Also it is important to note here that the
letters market is one of very thin margins and
therefore the room to manoeuvre as between access
prices and the end price to consumers, especially for
the new entrants, is very small indeed. It is a feature
of Royal Mail, which is unusual by comparison with
the more successful competitors, that some 75% of
their revenues lies in their letter post, as opposed to
the alternatives of parcels and express, where they
are much more balanced in the other parts of Europe
and that is why their average margins are much
higher than those of Royal Mail. It is an industry
where the medium and small customers have not
been very well informed about progress towards
competition and that will become an important part
of our job in the future and also that of the regulator.
Mr McGregor: Just picking up on that last point,
obviously customers can only benefit from
competition if they know how to access the
competitors and what kinds of products they are

offering. Experience from other marketplaces which
have been opened up to full competition shows that
there is quite an important role both for the
regulator and the consumer council in giving fair
and independent advice to customers about the new
services and the new operators. Obviously, you have
to draw a fairly fine line between appearing to
market on behalf of the new competitors and just
providing honest and open information. As Peter
said, that is why we are now starting, jointly with
Postcomm, in a series of briefings so that customers
can be aware of the benefits that are available to
them.

Q119 Rob Marris: Would it be fair to characterise
the position of Postwatch as being in favour of
further liberalisation and more competition?

Mr McGregor: Yes, indeed. I think it might be
worthwhile briefly just to look back at the customer
experience over the past five years.

Q120 Rob Marris: Can we just leave that there. Is it
a yes or no answer?
Mr McGregor: 1t is a yes.

Q121 Rob Marris: Many of us perceive the
liberalisation and more competition in Directory
Enquiries on the telephones as a complete disaster:
higher prices, worse service. Why do you think that
would not happen in postal services if there were
more liberalisation and more competition, both of
which you favour?

Mr McGregor: 1 think you are quoting a very specific
example from one part of the regulatory regime,
which I think the National Audit Office investigated
and, indeed, I think endorsed those conclusions. It is
very different, I think, if you are looking at one
product, the liberalisation of which was not well
managed by the regulator, and the liberalisation of
an entire marketplace. We have every confidence
that the regulator is approaching the liberalisation in
a sound and well-managed way and therefore we see
the very considerable advantages in the flow-
through to customers.

Q122 Mr Hoyle: Just to follow up on that. It is very
interesting, because obviously we hear this great
word “liberalisation” but we are still waiting for the
utilities to be opened up in Europe. Even though
they made all the promises, it still has not happened
to this day. I am pleased that you believe them



Ev20 Trade and Industry Committee: Evidence

7 November 2005 Postwatch

because I do not think anybody else in this country
would ever believe that it will come, because we are
talking about 2009, are we not?

Myr McGregor: Yes, that is right, that is the current
timetable.

Q123 Mr Hoyle: Let us be honest, under their own
timetable they will not meet 2009. I think we have
got to be quite honest and open that we are three
years ahead of them with ours and that it will not
happen in the rest of Europe in the same way that it
did not happen with the utilities. To move you on to
another subject, and it is about something which
matters to everybody, does it matter whether the
letters are going to Number 10 Downing Street, a
remote farm in the Chorley constituency or Lands
End, they are all equal, because of the Universal
Service Obligation. That is key in people’s minds;
that is what matters. Do you share my concerns that
already we are seeing cherry-picking taking place
with business mail and we will see more and more of
that because we have opened up the competition
three years ahead, and the fact is now that the
Germans own DHL, Excel, is it, and the Dutch own
TNT? These are major players in the market which
have been given an unfair advantage. What do you
see is the future?

Mpr Carr: Can I begin by taking up the cherry-
picking point, because it is a phrase which has been
bandied around, and cream-skimming, I think, is the
other one, for all the time we have been talking about
the competitive marketplace. I really do not
understand what it means, other than in its simple
definition. For example, would you say that Tesco,
in deciding to sell petrol, were cherry-picking the
market of BP, likewise for Sainsbury’s? In other
words, anybody coming into a marketplace which is
dominated by monopolies inevitably is bound to
cherry-pick. Is that necessarily to the disadvantage
of customers and is it necessarily to the disadvantage
of the dominant monopolist?

Q124 Mr Hoyle: Peter, I thought you were going to
answer the questions, but if you wish me to answer,
yes, it is unfair competition, yes, where Morrisons or
Tesco are all competing together on the same rules.
What we are talking about is a Europe which is not
on the same rules and we both know that.

Mr Carr: 1 will pick up on the opening remarks you
made. For example, the Dutch are opening in 2007,
by the way at the same time as us, more or less,
anyway within a few months. The Germans have
access arrangements now. Admittedly, it is
extremely difficult for anybody to get them. I do not
think it is about the comparison with Europe, is it?
Is it not about the comparison with what we need to
have here? We have rules which say that the
regulator must open this market to competition and
do so in the way which is fair in his judgment and the
judgment of others in order to benefit the consumer.
It is our contention that the way in which this is
being done is entirely fair and is not putting Royal
Mail at any disadvantage whatsoever.

Q125 Mr Hoyle: If T had to deliver to every postal
address in the country and my competitors did also,
I think people would judge that as equal and fair
competition. We know that is not the case. We know
it is the case that people will take major cities and
major conurbations throughout this country and the
rest can whistle. Whether it is the Highlands and
Islands of Scotland or the remote farms in Chorley,
that service will be at a disadvantage unless Royal
Mail is allowed to make a profit. The competition is
a tilted playing-field, whichever way you want to
look at it, we know it is tilted and it is tilted against
them. What I want to know is how you believe that
full liberalisation, as it has been suggested, is going
to help us? We know, in Sweden and in Finland, that
is whipped against the consumer, and that is
everybody who accepts the Universal Obligation as
it stands at the moment. That is being put at risk.
There will be no profit if you take out the profitable
parts, because, as you know, there is cross-subsidy
and nobody is allowing for that.

My Carr: Can we comment about Sweden, because
I have to disagree with you there. I believe you were
told, in evidence from the company, that Sweden
had lost 25% of its market share. That is not the case.
They have lost only 8% of their market share and
during the time that this has been a liberalised
market, which is now, I believe, 11 years. Prices have
gone up in the public tariff sector quite a lot, by some
50% over 11 years. Incidentally, 25% of that 50%
was due to the Swedish Government’s decision to
deal with the VAT problem and they put 25% VAT
on post which was not there before, so half of the
50% increase in the public tariff volumes comes from
VAT. Over the same period the public tariff prices in
this country have gone up by over 30%, so by way of
comparison the Swedes have not done so badly at
all. Incidentally, also, the Q of S has improved in
Sweden, the business markets have become very
much more competitive, there is virtually no
competition in the public tariff sector and their
prices have gone down and generated a far higher
level of service. New products have come onto the
market and, as a consequence, it is a very
competitive and well-served market as far as the
consumer is concerned.

Q126 Mr Hoyle: I think we can disagree on the
figures but my understanding is that 25% of business
mail has been cherry-picked out of major cities. That
was what we were told. If you are saying that is
wrong, that can be checked. I suggest that I think we
will be correct, that it will also go on to say that in
Sweden part of the problem is that you do not get
it delivered to your doorstep, that you will collect
it from a shop, or 10 miles away, or you will
collect it from some mail-box, it does not go through
your letterbox. We have the best mail service in
Europe but I believe that is being put at risk. Also,
how do you see the finances, because we both know
that without the cross-subsidy, and that is what we
have not covered, you have got to be able to deliver
both business which is profitable and the Universal
Service Obligation and in order to do that there has
to be a cost to it? Do you see costs genuinely coming
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down, because that is what you are suggesting has
happened in Sweden, do you genuinely believe that
cost will be reduced, or do you think it should be
increased, if you are going to take away the
profitable parts? You cannot have it both ways. You
cannot take away the profitable parts and still say
that you are going to have a very good service but
maybe cheaper. We all know that cannot happen.
My Carr: Are you suggesting that the bulk mailers
are subsidising the public tariff mailers?

Q127 Mr Hoyle: We know there is a crossover of
business and ordinary domestic mail. We know that
large users help to assist throughout the country
because it is about a Universal Service Obligation
and that is what they have to compete with. This has
got to be a crossover because the other people that
will come in are not under the terms and rules of the
Universal Service Obligation, they do not have that
handicap. Of course, it has to be funded. How do
you suggest it should be funded?

My Carr: First of all, can I disagree with you again.
The bulk mailers are not subsidising the public tariff
users. The public tariff broke even last year and these
are figures that are published by Royal Mail. In your
cross-examination of the company you asked if they
could provide you with figures for the universal
service, and so on. In fact, they publish them and I
have got them in front of me and the public tariff
broke even and that is before you add in the benefits
of the USO. There is no subsidy coming from the
bulk mail sector into the public tariff sector.

Q128 Mr Hoyle: Chairman, I do not want to step on
somebody else’s toes. I will leave it there on this
subject. I think you will be asked a question, it is
called the deficit of a pension fund that my
colleagues will be asking about. You have got to take
that into account. You cannot pretend it does not
exist. There is a black hole there that has got to be
filled?

My Carr: 1 am not suggesting it does not exist.

Q129 Mr Hoyle: Therefore, you are not making a
profit?

My Carr: 1 beg your pardon. You do not bring that
into the account here, as between bulk mailers and
the public tariff.

Q130 Mr Hoyle: It is about their profit and the
overall service that has got to be paid for?
My Carr: 1 will wait for the question then.

Q131 Mr Weir: With many others, I have been very
alarmed at the comments you made on the Universal
Service Obligation in relation to comparing it with
petrol retailers, since indeed there is not a Universal
Service Obligation on Tesco or anybody else who
retails petrol. Anyone who resides in a rural area will
tell you what has happened with petrol retailing, that
petrol stations in rural areas have vanished and the
price has rocketed. Do you see that happening with
the postal service as well? Do you really accept that
we need a one price overall Universal Service

Obligation, and, if you do, how is the Post Office in
a full liberalisation going to deal with that when their
competitors do not have to?

My Carr: The quick answer is, obviously, we do
believe in the universal service at a uniform price to
all the destinations throughout the UK.

Mr McGregor: The key question which sits behind it
is will the introduction of competition somehow
erode or destroy Royal Mail’s ability to send mail
across the country at a uniform tariff. Our answer to
that, and it is after some clearly careful, independent
analysis, is no. Royal Mail has gone to some lengths
to nurture carefully the myth that the universal
service is indeed an obligation, as they call it, and
therefore there is a cost which can be met only by
cross-subsidies. This is not the case, as their own
accounts show. As their own regulated accounts
show, they break even on the public tariff products
and therefore there is no cross-subsidy coming
through from the bulk mail products. The other
point which it is very important to bear in mind—
and again, in the Royal Mail evidence of a few days
ago, Allan Leighton and Adam Crozier referred to
this—is that Royal Mail is now realising that the
universal service is a huge commercial opportunity
and it is not a cost or an obligation. We have
undertaken independent work and we forecast that
it is worth at least £500 million a year to Royal Mail,
so it is not a cost. Being the one operator which goes
everywhere, every day, with huge brand recognition,
the brand loyalty that goes with it and quite a
number of privileges that go with being the universal
service operator, we think it is going to be a benefit
to Royal Mail and not a cost.

Mr Hoyle: I think the jury is out.

Chairman: Mike Weir is absolutely right on petrol.

Q132 Mr Weir: We will move on from that. Royal
Mail have told us that they are concerned about the
methodology which Postcomm has wused in
developing its price control proposals and they claim
that the modelling of the impact of these proposals
is flawed. Have you looked at any alternative to
Postcomm’s proposals and is there an alternative in
particular which you support?

Mr McGregor: Postcomm is, of course, the
economic regulator. It is very much for Postcomm to
decide what methodologies it wishes to apply in
trying to arrive at proposals for the latest price
control. It is not our job, we believe, as a consumer
council, to be second-guessing the kinds of economic
judgments that Postcomm needs to make. We are
well aware that there is a dispute between Royal
Mail and Postcomm as to the appropriateness of the
methodology but the way of resolving that already
exists. If the two parties cannot agree then the issue
can be put to the Competition Commission who can
arbitrate between them, and that we think is the right
way to go.

Q133 Mr Weir: As a consumer body, how would you
feel if, for example, allowable increases in postage
prices were linked directly to improvements in the
quality of service to consumers?



Ev22 Trade and Industry Committee: Evidence

7 November 2005 Postwatch

My McGregor: Those elements of the proposals we
very much welcome. Postcomm has come forward
with a package of measures which indeed does
strengthen the links between prices that Royal Mail
can charge and the quality of service that it needs to
deliver. A major benefit of Postcomm’s latest set of
proposals is that there is a huge automatic element,
so that if in future Royal Mail fails, which we very
much hope it will not do, its quality of service targets
to anything like the same extent that it has in the past
then it will be penalised automatically in terms of the
prices that it can charge. This is a very strong and
very powerful incentive on the management to get
quality of service right and to get it right from day
one.

Q134 Mr Weir: Relating to that, you have said
yourself that Postcomm’s predictions have
underestimated future mail volumes and that Royal
Mail retains over 99% of a growing mail market.
Royal Mail, in their evidence, told us that since
January they have seen almost a 1% decline in the
market. Do you believe the market is still growing?
Myr McGregor: Yes. It is a remarkable coincidence
that just two or three weeks before Postcomm have
to decide on the final form of the price control Royal
Mail is forecasting a decline in volumes, declines
which come about in any marketplace from time to
time but only, I think, twice in the past 25 years. It
is very instructive that the last occasion when a
forecast decline in the market came out of Royal
Mail was just before the last price control was set by
Postcomm, some three years ago now. Royal Mail
forecast then that volumes were going to decrease
overall by anything up to 14%. In fact what has
happened over the past three years is completely the
reverse, volumes have increased by 80%, giving
Royal Mail a very nice windfall profit in the process.
We are confident that the market is still robust and
still capable of strong underlying growth. What is
needed is competition as a stimulus to innovation,
because it is through innovation that you get new
and better products and it is through new and better
products that you grow the market overall, to the
benefit of customers and of Royal Mail.

My Carr: All consumer markets are affected by
increases levelling off and downturns. By definition,
it happens that way. The best example currently is
the retail market, where they have had three, four or
five good years of year-on-year growth, it has
levelled off and now it is in decline. The important
thing is what does the private sector do, because bear
in mind here that the regulator is the surrogate for
competition. What happens in the private sector is
that they cut their costs, adapt to the current
circumstances and then attack the market to try to
rebuild it. What they do not do is put up the prices
just because their volumes are going down.

Q135 Mr Weir: The private retail sector is not facing
liberalisation, a complete change in the market in a
few months’ time?

My Carr: This is the point. The surrogate is the
regulator.

Q136 Mr Weir: We have heard a lot about the rise
in e-mail and most of us have seen a huge rise in the
amount of e-mails that we receive over the last year
or so, SMS messaging and all the other types. Do
you not accept that is having an impact on the
traditional postal market?

Mr Carr: Of course it is and the company has known
that this was going to happen for many years, it has
known for at least five years that competition was
going to come in and was imminent. It is what the
company does about it that is the most important
thing. They have to prepare and reckon what their
opportunities are to counter it and replace that
volume and revenue which will be removed from
them. At the moment, it seems to us that the reaction
of the company almost invariably is to ask the
customer to pay more money. What we do not hear
is what the proposals are from the company to
change.

Q137 Chairman: Can I be clear, because, to me, you
are saying two contradictory things. On the one
hand, you are saying actually volumes are beginning
to grow, there is a long-term trend in the growth rate
and the only reason why Royal Mail are saying that
volumes lack performance is that there is a price
check on the horizon. Now you are saying that you
think there is a fundamental change in the market
which might lead to a reduction in new volumes.
These seem to contradict each other, they are
different things?

My Carr: 1 do not think we were quite saying that.

Q138 Chairman: That was what you seemed to say,
to me?

My Carr: 1 think the reference that Gregor made was
to the fact that it is a bit coincidental that whenever
we hear from Royal Mail that volumes are going
down it happens to coincide with a price review.

Q139 Chairman: Let us be clear, it was a forecast
that we got from Royal Mail and the evidence they
gave us was that there has been a decline since
January?

My Carr: Six months; that is correct.

Q140 Chairman: You are saying that is just a blip in
the long-term trend?

Mr Carr: We are talking about a price control here
for years ahead.

Q141 Chairman: You are saying that the trend
growth rate is up and you do not accept there is a
change? It is very important for setting a price?

My Carr: We have not said the trend growth rate is
up. What we have said is that the report always
seems to come out at the appropriate time, and at the
moment, whilst the trend may be down, I believe
that the figures I have seen are for only six months
anyway. Do you base a forecast trend for the future
price control over at least the next four years on a
six-month downturn?

Q142 Chairman: What do you, Postwatch, think is
happening with volumes?
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My Carr: We share the view of the regulator.

Q143 Chairman: What you have just said about
SMS texting and e-mail is not the case. You said that
the Post Office should have adapted to reduced
volumes and now you are saying the reduced
volumes are not happening. I cannot understand
which one you mean?

Myr McGregor: Royal Mail is competing, and has
been competing for the past 30 or 40 years, with a
number of communications media. Over that period
you have seen changes in the other competing media:
telephones came in, then fax machines and mobile
’phones, e-mail has come in, e-substitution is coming
in, and at each stage it has been said that this is going
to be the death of the traditional paper mail. It has
not been, because at each stage Royal Mail and the
other mail providers have been able to compete with
those alternative channels. I think what Peter is
saying is that this is another phase of that. Royal
Mail has got to respond not only to the changes in
the competitive mail market but also to competition
from other media. If it fails to do that then, yes,
volumes inevitably will start to take a dip.

Q144 Chairman: An efficient and well-run company
will maintain the trend growth rate in accordance
with Postcomm’s recommendations?

My McGregor: Absolutely.

Chairman: Thank you very much. I understand that.

Q145 Mr Wright: Royal Mail has suggested that
what they need to do is increase the price of second-
and first-class stamps to 29 and 39 pence respectively
by the year 2009-10. Postcomm suggest that the rise
should be limited to 34 pence just for first-class
stamps with second-class stamps remaining as they
are at the present time. What is your understanding
of the difference in those two estimates and what
they represent?

Mr McGregor: 1t is back to the point we were trying
to make earlier, that the sole justification for moving
prices as high as Royal Mail were trying to see
them—this is for the public tariff—is on the basis
that they are being cross-subsidised at present and
that somehow the universal service is a burden and
a cost. There is no cross-subsidy and, as I was trying
to explain earlier, our analysis, and I think the
analysis is supported by Postcomm, is that the
universal service is a commercial opportunity for
Royal Mail. Therefore, price increases of the kind
that Royal Mail would like to see are simply not
justified. There is a separate argument which
underpins whether even the price increases that
Postcomm are willing to see should be justified,
because they relate back to the pension deficit and
who it is needs to pay for that deficit.

Q146 Mr Wright: You are falling on the side of
Postcomm in terms of the 34 pence and no increase
in second-class stamps?

My McGregor: Indeed, and if anything our view is
that 34 pence is erring on the high side.

Q147 Mr Wright: You would not have any increase
on the second-class postage?

Mr McGregor: There are issues around the
differential between the first-class price and the
second-class price, but I think probably the
differential that Postcomm has got at the moment is
about right.

Q148 Mr Wright: You have just touched on the
pension deficit and obviously the Royal Mail
submission was on the basis that they need to close
that gap concerning the £4 billion accounting deficit.
What proposal would you put forward to close that
deficit, because quite clearly it is unacceptable to be
in your position?

Mr McGregor: It is very much a matter of looking at
how Royal Mail would be able to respond in a
competitive marketplace, because, as Peter was
saying, Postcomm is simply the surrogate for a
competitive marketplace. There are many FTSE 100
companies which find themselves in a very similar
position to Royal Mail, with major pension deficits.
The one thing they cannot do is simply go to their
customers and push up the prices to pay for the
deficit. If they try to do that they will lose market
share and their profitability will fall even further.
Royal Mail, in line with the competitive pressures,
should be looking for a solution with the
shareholder, who is after all one of the prime
beneficiaries of the 13-year pension holiday that they
had. Secondly, the management themselves should
be looking to greater efficiencies in order to generate
extra surpluses to put into the deficit.

Q149 Mr Wright: What you are suggesting is that
the Government should plug the deficit of the
£4 billion?

Mr McGregor: There are timing issues around this
and it is interesting that Royal Mail, historically,
had looked to put right any deficits over, I think, a
30-year period. All of a sudden now they are asking
to put the deficit right over a 12- or 17-year period
and it is, I think, highly debatable whether action on
that kind of timescale is needed. Yes, I would think
there is plenty of scope as between the shareholder
and a more efficient management to arrive at a
solution to the pension deficit without simply
pushing up the prices to monopoly customers.
Customers were not the people who created the
pension deficit, it was management and the
shareholder who created the deficit. Now it is
management and the shareholder who are looking to
customers to pay and that simply is not right.

Q150 Mr Wright: In terms of the national operators
in the European Union, is there any other history of
where there has been a pension deficit and where that
deficit has been plugged?

Myr McGregor: We are not aware that other
European postal operators face the same kinds of
deficit problems, probably because they have been
more prudent in the past and did not take a 13-year
holiday from making pension contributions.
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Q151 Mr Wright: To sum up then, you are
suggesting that you would agree with Postcomm’s
recommendation of the 34 pence maximum and you
would like to see the pension deficit being plugged by
the Government, as the main shareholder?

Myr McGregor: Yes, 1 think that is right, simply
because it would be inequitable for customers to
have to bear the full cost of the deficit.

Q152 Chairman: Can I be clear on a point of fact on
one thing. You are saying that the public tariff items
are not subsidised by the business post. You are not
saying, are you, that first- and second-class post will
break even, because the evidence we have from
Royal Mail is that each individual item, everything
that bears a first-class stamp, actually is subsidised?
You are saying that the whole basket of public tariff
items is not cross-subsidised by the business post. Is
that the point you are making?

My Carr: There are three elements to the public
tariff. There is stamped mail, metered mail and
prepaid indices. That fits in first- and second-class
for all three products. The combined effect in the
year gone is a break-even.

Q153 Chairman: As far as I remember, I think within
that, the evidence we have from Royal Mail I think
were these words: “Every time that someone puts a
stamp on an envelope we lose money.” Are you
challenging that assertion?

My Carr: Stamped mail, yes, is a loser, but metered
mail is a profit-maker. They are all part of the
public tariff.

Q154 Chairman: What is sometimes referred to
pejoratively as “granny mail” is a loss-maker?
My Carr: That is not bulk mail.

Q155 Chairman: I understand that. It is subsidised
but not necessarily just by business post, there are
other items in that tariff?

My Carr: That tariff, that basket of products, breaks
even. It is not receiving any subsidy from the bulk
business mailers.

Q156 Chairman: It is receiving a subsidy from
somewhere. Every stamped envelope is receiving a
subsidy from somewhere else in the Royal Malil,
surely? If you choose to make a division between
business and the rest of the public tariff, yes, of
course, that is true, but every stamped envelope is
loss-making?

My Carr: We do not make a division; they did in the
way they set up their own companies.

Q157 Chairman: You do not disagree with the
evidence we had, that basic stamped mail, in a
letterbox, from individuals, loses money?

Mr Carr: Yes, you are correct.

Q158 Chairman: I am trying to make sure, is this
fact?

Mr Carr: 1t is cherry-picking the evidence that you
have received.

Chairman: That is all right. I am just trying to make
sure that is correct.

Q159 Roger Berry: Just briefly on the point you
made about it being a matter for the shareholder and
the improved management efficiencies, I may agree
with that but you almost suggested that if there is a
cost increase to do with pensions in a competitive
market consumers do not incur the cost. The link is
with National Insurance contributions, for example,
in a competitive market the burden falls on the
consumer, does it not?

Mr McGregor: Yes, that is correct.

Q160 Roger Berry: That is the comparison one can
have with the regulated monopolist, is it not, that if
there was a need to top up a pension fund in a
competitive market those increasing costs would be
passed on to the consumer? The idea that somehow
the revenue that the business receives from the
consumers has nothing to do with paying for this is
a matter of opinion, is it not, it is not a matter of
economic principle?

Mr McGregor: 1 think I might have painted it rather
too black and white in my earlier comments.

Q161 Roger Berry: I think that was what I was trying
to say.

My Carr: The proposition on the table at the
moment is that customers should have to meet the
whole of the £4 billion pension fund deficit, with no
contribution from management efficiency and no
contribution from the shareholder. What we are
saying is that there needs to be a much fairer balance
between contributions from the shareholder and
efficiency and the contributions that customers
would have to make in higher prices.

Q162 Roger Berry: I would never be able to say it
about the first statement, I agree with you on that.
On your note on the deficit, which starts with the
wonderful sound-bite, “Customers do not create
pension deficits”—it is a corker, that one—you
make the point, and this worries me, point 8., that
“price increases predicated on the basis of the need
to top up the pension fund (April 2000) apparently
did not find their way into the fund.” Tell me more,
please; this is a revelation?

My Carr: 1 think, on the evidence you received, we
were told that the fund remained in surplus until the
end of 2001-02.

Chairman: It said the pension fund was in surplus
until 2001; that was what it said.

Mr Hoyle: Efficiency savings.

Q163 Chairman: It said, in fact, it was 105% funded,
which means the company could not put any more
money into it.

Mr Carr: Indeed, yes. It is rather surprising why then
the increase in the year 2000, which was predicated
in 1999, should have been based upon the need for
money in the pension fund, because it was fully
funded.
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Q164 Roger Berry: I understand the answer. I did
not realise that.

Mr McGregor: As from April 2000 there was a
penny increase in the first- and second-class post and
the justification which was given by Royal Mail at
the time was that was needed to fill a pension deficit.
In fact, no money was paid to try to fill the pension
deficit until 200203 at the earliest and even then it
is difficult to understand from Royal Mail accounts
how much money they did put in, in that year.

Q165 Roger Berry: How did the regulator let them
get away with that?
Mr McGregor: This was not regulated at the time.

Q166 Roger Berry: Are you sure? You must know.

Mr McGregor: The price increase in 2000 was the
last increase of the old regime, when Royal Mail was
still a nationalised industry.

Q167 Roger Berry: How do you propose that the
regulator would stop this happening in the future?
Mr Carr: 1 am not an accountant but I think what
we have made quite clear is that if we do end up with
some form of price rule on the basis of topping up
the pension fund, because it is regulated and a plc,
probably it has got to go through the top line of the
accounts but it needs to be seen as a separate item.
We will be most concerned to make sure that the
benefits of these additional sales that arise through
higher prices do not benefit the bonus schemes of the
senior management.

Q168 Mr Hoyle: I am slightly baffled. Can I just get it
right, that what you are saying is the taxpayer should
pick up the liability to the pension fund?

My Carr: No.

Q169 Mr Hoyle: You cannot pretend the
shareholder is different from the taxpayer?

My Carr: No.

Q170 Mr Hoyle: It is as clear as that, is it not? There
is one shareholder, which is the Government, there
is a £4 billion deficit within the pension fund and we
are going to increase stamps and there should be a
contribution from the Government, which is the
taxpayer, the shareholder. Let us not hide, because I
think people ought to be aware that what you are
saying is you wish to see that hole covered by the
Government or efficiencies. The problem with
efficiencies is why you have got the pension fund
problems now. If you take 30,000 people out of
contributing to the pension fund you swap the
liability, that is the problem, and if you take more
efficiencies fewer people go into the pension fund so
it gets even greater. Let us be clear about what you
are saying. You do not want to see a price increase
from the stamp but you want to see it from the
taxpayer, because you cannot do it the other way
because people have to have wage increases as well.
Efficiencies will not cover it. You cannot do that
again, you get only one chance and nobody will
deliver the mail.

Myr McGregor: 1 think we are trying to make it clear
that there are three potential ways in which monies
can be raised to go into the pension fund. One is
through the higher prices, one is a contribution from
the shareholder/taxpayer, yes—and I am bound to
agree with you that, since it is owned 100% by the
Government, it would be the taxpayer—and the
other is through greater management efficiencies.
The 30,000 job losses you are referring to have
already been taken into account in existing prices.
Royal Mail has already had a price increase to fund
those 30,000 redundancies, so effectively what they
are doing is coming back for a second bite of the
cherry to say there needs to be a further tax on
stamps, to put it that way, in order to pay for the
pension deficit.

Mr Hoyle: That was over 18 years. You have got to
do it, chum, this is crucial, because the City says that
pension funds should be done over 12 years and that
is why Royal Mail says it has got to be over 12. You
cannot do it over 20 and 30, you cannot say one
minute, “We want to see them liberalise and brought
into competition,” at the same time as applying
different rules. I will leave it there, Chairman.
Chairman: Lindsay has made his point. I do not
think T want you to answer that particular one.

Mr Hoyle: I do not want an answer. I am just
proving a point.

Q171 Miss Kirkbride: One of the ways in which a
company might be able to claw back some money for
a pension deficit is through some form of equity
release scheme, by offering employees equity in
return for their pension rights, which I understand
has been done elsewhere. Would you see that as a
way forward of addressing the tricky issue of how
they are going to pay for their pension liabilities?
Mpr Carr: 1 am not quite sure that I understand the
question. Are we talking here about partnership or
are we talking about buying pension entitlements or
use of equity?

Q172 Miss Kirkbride: You tell me. There are ways
forward on this, either buying out the liabilities or
simply just selling off equity which will pay for some
of the liabilities. Is that a way forward?

Mr Carr: Sell the company, or sell part of the
company or some of its assets?

Q173 Miss Kirkbride: All of the above: discuss?
My Carr: 1 know other people have talked about
selling off GLS and some of the property assets,
which I believe have not been valued for some time
and therefore could be worth quite a bit more.

Q174 Rob Marris: What is GLS?

Mpr Carr: 1t is the General Logistics Systems, which
in effect is a parcel service in Germany. Reputedly it
is worth a billion pounds, but I think, quite
understandably, the Chairman does not want to get
rid of that, it has huge potential for the future.
Likewise, it depends what the priorities are. If you
see this as a major obstacle then that is one of the
options, you can sell equity or you can sell assets.
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Q175 Miss Kirkbride: What are your thoughts, as a
consumers’ champion, therefore is it price, is it the
taxpayer or is it the service?

My Carr: Our concern is that the customer is always
being asked to solve the problems, like the drop-off
in the pension deficit, it is always the customer who
is being asked to do the job. I take Lindsay’s point
about the Government being the taxpayer, but it is
a matter of the route, is it not? Shareholders can
always say “I won’t receive any dividends in future.”
I know they have just had a three-year period when
they did not take them but they could say that for the
future. That is one of the ways of keeping money in
the company. There are a number of devices which
other organisations which are in the public sector are
exploiting. For example, Marconi have sold off the
rump and I think it was £1.2 billion, and part of the
deal is that £600 million of that goes to knock off the
deficit. British Airways are approaching their own
shareholders at the moment to talk to them about
how they can solve the problem. The same is true at
BT, I believe, they are going down that route as well.

Q176 Miss Kirkbride: We will look at that. I think we
are all a bit bemused by what you have said today
about cross-subsidy in the post. Given that you said
there was a key commercial advantage to having a
Universal Service Obligation, why make it
compulsory?

My McGregor: Indeed, that is a very good question.
I think, as the marketplace opens up to competition
we would see a less important role for the universal
service, because competition, of itself, is a far better
customer protection than a rather inflexible,
statutory obligation to supply. It is interesting, you
can look at some other marketplaces, for example,
the newspaper marketplace is interesting. Overnight,
I think it is, some 12 million newspapers are printed
and distributed across the country, so it is not quite
on the scale of the Royal Mail which delivers
80 million but it is a major operation, and all
newspapers charge exactly the same amount
wherever they are in the country. For strong
commercial reasons, you can buy your copy of The
Times or The Sun or The Telegraph, or whatever it is,
in Lerwick or in Penzance and it is the same price as
if you were to buy it in Fleet Street. You can see that
there are commercial solutions which do deliver
uniform tariffs across the country, for very good
commercial reasons. I would hasten to add, that
example is looking many years down the track and
we have already made clear that, certainly, whilst
Royal Mail has got a very dominant share of the
marketplace, customers do need the protection of
the universal service, so we would envisage it being
in place for quite a number of years to come.

Q177 Mark Hunter: In the submission you made to
the Select Committee you suggested that robust and
reliable service measurement of Royal Mail and its
licensed competitors obviously is going to be
necessary for customers to make informed decisions
about which postal services provider to use. Could
you tell us a little bit more about what level of

detailed information you think it would be
appropriate to provide and who would be the people
best placed to compile such information?

Dr Doherty: 1 think you need to distinguish between
the level of information that you require Royal Mail
to provide, where their services are price-controlled,
and the level of information that you wish
competitors to provide. Royal Mail is under an
obligation to measure and to publish its quality of
service information. The licensed competitors to
Royal Mail are under a slightly lesser obligation.
From 1 January they will have to have systems in
place to monitor their quality of service and then
they will need to give the information resulting from
the systems to us and to Postcomm and we will need
to decide whether or not that should be published.
For competitors, I think the important thing for us
is that the information that is published, and we
support the publication of quality of service data, is
useful to customers because it would be used to
inform switching decisions from one operator to
another, so it must be meaningful to customers. The
services at the moment are quite different, so we will
need to think quite carefully about what we publish
for customers.

Q178 Mark Hunter: That is the point really that I am
trying to press you on, because you have suggested
in your own submission that this information is
going to be necessary for customers to make an
informed choice. The question is, at what level of
detail and who is best placed to provide that sort of
information?

Dr Doherty: 1 think the level of detail is difficult to
say right now because there are relatively few
products and services in the market among the
competitors.

Q179 Mark Hunter: When you put that in the
submission you had no particular view as to what
level of detail was going to be required?

Dr Doherty: 1t is a very different market from, for
example, telecoms or gas, where the comparative
indicators are things like what are the connection
times of one operator compared with another, or
how long does it take operators to deal with
complaints. When you talk about complaints
information, for example, I think we would like to
see published the level of the percentage perhaps of
complaints vis-a-vis the volume that the operator
has, and that broken down by categories, for
example, by loss, by damage, that sort of thing.

Q180 Mark Hunter: It is quite complex information
but you are still of the view that this can be provided
in such a way that customers can make sense of it
and use it to make an informed choice?

Dr Doherty: Yes. There should be the ability to get
to that point where we can publish some
information, but the key point is that it must be
meaningful to customers. At the moment it will be a
little bit like comparing apples with pears or with
bananas. We want to give them something which is
meaningful to them and allows them to make
genuine comparisons.
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Q181 Mark Hunter: Is such detailed information
being made available anywhere else in the EU at the
moment?

Dr Doherty: The universal service providers are
required to measure their quality of service and to
give the regulator the information. Some are
required to publish it and some are not. For
competitors in the market, we are not aware of that,
currently at least.

Q182 Mark Hunter: Are you aware, in the European
Union currently, of where that information is made
available for customers to use as a guide to which
service to choose?

Dr Doherty: For any licensed operators who are
competing with the universal service provider, I am
not aware of anywhere in the European Union at the
moment where quality of service or complaints data
is published.

Q183 Chairman: Do you think that Royal Mail, the
Post Office, can remain a nationalised industry in
this new, competitive, liberalised environment but
which does not have the full freedom of the private
sector?

My Carr: Certainly it can. I suppose one of the best
examples—Dbecause even though it is a free market
the national operators remain dominant—is
Australia Post, where profits have grown for 14
years on the trot, with only one price increase, just
by making themselves more and more efficient and
adapting their products and innovating.

Q184 Rob Marris: As you may know, we are taking
evidence from Postcomm next and from what you
have said today in your submission, and in their
submission, there is quite an overlap between
Postwatch’s views and Postcomm’s views,
Postcomm being the national regulatory agency,
and so on. As you have mentioned, if there is a
dispute it could go to the competition commission,
and so on. I am bemused. What is the point of
Postwatch when we have got Postcomm?

Mr McGregor: In a sense, I will throw the answer
back to you as legislators. When we were set up by
Parliament, Parliament took the view that there was
a strong need for better, more informed consumer
representation. This reflected, I think, the experience
of the previous 15 or 20 years of economic
regulation, where economic regulators do tend to be
rather academic, rather distant creatures, they love
their RPI-X+Y + Z type formulas, which are not

very customer-friendly and are not very easy to
explain. The Government, in its White Paper at the
time and in the announcements that it made at the
time, and it has done this across the utility sector,
said that there needs to be stronger consumer
representation, there needs to be a much better
dialogue with customers to understand what it is
they want and whether or not the system is delivering
it and there needs to be a customer champion who
can speak out volubly on behalf of customers and
not just on behalf of the industry or on behalf of the
economic regulator, which was the case previously.

Q185 Rob Marris: You have given me the
Government’s view, you have been talking all
afternoon, understandably, about efficiencies,
would it not be more efficient to get rid of
yourselves? You must have a view on that.

Mr McGregor: 1 would like to see us abolished,
because at the time that it would be right for us to be
abolished there would be a fully functioning
competitive marketplace and there would not be the
need for a consumer council, nor probably would
there be a need for an economic regulator.
Competition is the best protection that customers
can have.

Q186 Mr Hoyle: Obviously, you are looking at new
jobs, but I believe, Peter, that you are leaving us and
can I say how pleasant it has been over the years that
you have been coming before this Committee. You
are going off to the private sector. Are you going
back into the postal business?

My Carr: No. I can assure you that [ am not. As you
know, I have always been a shopkeeper and I shall
be continuing my interest in the retail end of the
market.

Q187 Mr Hoyle: You will not be advising any of
these new companies?

Mr Carr: No, I do not think they would even seek
my advice, Lindsay. Chairman, can I take this
opportunity of saying I have been coming here for
six years. I will not say I have enjoyed every single
minute of it and most of the ferocity has come from
Lindsay Hoyle, but we know it is well-intended and
he has been a great combatant, but I have enjoyed it.
Thank you very much for the work that your
Committee has done in helping us to do our work,
even though you want to abolish us.

Chairman: And you yourselves, it seems; an
admirable point of consensus on which to end.
Thank you very much indeed.
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Q188 Chairman: Welcome to the second part of this
afternoon’s evidence session. For the record, can I
ask you to introduce yourselves?

My Stapleton: Thank you, Chairman. Nigel
Stapleton, Chairman of the Postal Services
Commission.

Ms Chambers: 1 am Sarah Chambers. I am Chief
Executive.

Myr Moriarty: 1 am Richard Moriarty. I am a
Director of Postcomm.

Q189 Chairman: Thank you very much. This is quite
a time for the UK postal market, it is quite a busy
time, quite dramatic things are happening. Why
have you chosen to open up the UK market ahead
of the rest of Europe?

Mr Stapleton: Just a bit of context, Chairman. Full
liberalisation, as you have remarked, takes place on
1 January 2006. We have had partial liberalisation
for 30 months, so there has been a significant test
market. We opened a third of the market in April
2003, it was the most attractive part of the market,
bulk mail, where Royal Mail says it makes its biggest
margins. We have got quite a test market and I think
the results of that test market are very encouraging.
Royal Mail’s profits are at an all-time high, its
service quality is at an all-time high, they have lost
just 3% market share and there has been no cream-
skimming. Indeed, the real cream-skimmer, Express
Dairies, who bring mail with the milk, have been
forced out of the market. Royal Mail has used
competition to get concessions on working practices
and we have just completed a 1,200 mail user survey
which shows that customers find Royal Mail more
responsive as a result of competition and they like all
the innovative products. There has been a good test
market, but I will let Sarah tell you why we have
opened ahead of our original schedule.

Ms Chambers: 1 think the short answer, Chairman,
is because it is in the interests of UK customers and
our job is to regulate the UK, it is not our job to
regulate for the rest of Europe, we regulate for what
is in the interests of our people only. We did a very
long consultation to work out what people in the
UK wanted. We did a lot of analysis to see what the
implications were going to be. After all of that, we
decided, and we decided in a way which generated an
enormous amount of consensus, that now was the
right time to complete the final process of
liberalisation. As the Chairman has said, a lot of the
market has been opened up already, we are doing
just the final stages in January, and even Royal Mail
have agreed with us that this is the right thing to do,
that they are ready for competition and they want to
see it come forward.

Q190 Chairman: Your remit, as you see it—it is a
perfectly reasonable thing to say, a number of us are
in agreement with this—is just to protect the
consumer, and the fact that opening up the market
ahead of the rest of Europe might give state-owned
companies elsewhere in FEurope a greater
opportunity to penetrate the UK market is not an
issue for Postcomm?

Ms Chambers: Our job is to look at the interests of
the UK. We have a 