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THE POSTAL SECTOR IN DEVELOPING AND TRANSITION COUNTRIES

From the Editor

The World Bank Group has been involved in
postal sector reform for over adecade. At present,
we support reform in about 25 countries in al
regions of the world, with specia emphasis on
Africaand Latin America. During this decade,
the sector itself has changed significantly. The
erstwhile paradigm of public sector monopoly
justified by the need to deliver and finance spe-
cific universal service obligations is crumbling
under the dual forces of competition (from other
providers of postal servicesaswell as substitute
services such as el ectronic communications) and
fiscal restraint.

The postal sector has started atransition process
witnessed beforein telecommunicationsand other
network industries, from state monopoly to pri-
vate-sector-led competition. We are only in the
early stages of this process and no clear models
or consensus have yet emerged asto the best route
to follow, in particular in developing and transi-
tion countries. While sector reform in telecom-
munications started over 20 yearsago and istill
in process, timeisrunning out for the postal sec-
tor and reformswill need to beimplemented at a
faster paceif the sector isto be saved fromiirrel-
evance.

This compilation was prepared as a contribution
to the Universal Postal Union's 23 Congress
(Bucharest, September-October 2004) and its
World Postal Strategy Forum. It includes sev-
eral articles addressing key issues postal
policymakers, regulators and operators are fac-
ing today. Each chapter looks at the reform pro-
cess from adifferent angle, and the views of the
various authors do not always coincide.

Several challengesexist to rigorousresearch and
policy analysis on the postal sector. These in-
clude the confusion surrounding the use and scope
of the terms postal sector or services, aswell as
the paucity of data and benchmarks on sector
development. While information on the perfor-
mance of postal incumbents or operators is a-
ready limited and uneven, information on other
sectoral actorsisquas non-existent in any stan-
dardized or consolidated format. Thisisan area
where the UPU and its membership could pro-
vide an increased and much needed contribution.

We hopethat thiscompilation will provideause-
ful contribution to postal sector reform in devel-
oping and transition countries and welcome com-
ments and suggestions.

s

Pierre Guidain
Manager, Policy Division

Global Information and Communication Technologies Department

The World Bank Group




Chapter 1
Introduction

T he scope of the postal sector broadly cov-
ers pick-up, transport and delivery of
letters and parcels, post office counter
servicesrelated to letter and parcel delivery, and
other related services such asmailbox rental (see
Box 1). At the same time, post offices (the in-
cumbent operator that provides postal sector ser-
vices, usualy under legal monopoly) often offer
arange of servicesoutside of the postal sector—
pensions payments, telephone or Internet access,
financia services, andretail servicesfor example.

Postal services have existed for over two thou-
sand years and have historically been important
to the development of nations. The Roman postal
service, the cursus publicus, used a network of
messengers carrying mail up to 80 kilometers per
day; illegal use of the postal system was punish-
able by death. The modern postal service goes
back to 1840 when the stamp was introduced in
Great Britain. The Postal Sector in Developing
and Transition Countriesreportson severa em-
pirica studies that posit a link between postal
sector development and broader development
progress.

At the same time, it is clear from the evidence
presented in this compilation that in many de-
veloping countries the postal sector is far from
healthy. The sector, and in particular the in-
cumbent post office, is characterized by low vol-
umes, poor quality of service, and weak finan-
cia performance. Inthe magjority of developing
countries both the postal sector and the post
office urgently require reform—from the level
of policy, through regulation, and to corporate
restructuring.

The papers in this collection suggest the extent
of the policy, regulatory and corporate reform
agenda in improving the performance of the
postal sector in developing countries, aswell as
some approaches to such reform. At the same
time, the papers suggest that the future of the
post office in developing countries as a viable
business, restsin part on the provision of arange
of services that extend far beyond the postal
sector.

INTRODUCTION




Box 1. Defining the Postal Sector

Webster’s provides an interesting word history for
post: “Theword post, meaning “mail”, isultimately
derived from Latin ponere, “to place, put in posi-
tion.” This meaning of the word post was aresult of
the method of delivering mail. In the 16™ century,
horsemen were stationed at designated places along
certain roads to ride in relays, with royal dispatches
and other papers. These courierswere called * posts.”
As the system of mail delivery expanded during the
next two centuries, post was applied to a delivery of
mail and then to the organization responsible for the
entire system of delivering mail.” “In Middle En-
glish times the word mail meant smply “bag,” espe-
cialy one used by a traveler for provisions. Such
bags were used to carry letters, and the word mail
eventually came to designate the contents rather than
the container.”

The United Nations I nternational Standard Industrial
Classification, Rev. 3.1 (ISIC), breaksthe “post and
courier activities” sector (group 641) down into “na-
tional post activities’ and “ courier activitiesother than
national post activities.” National post activitiesin-
cludes “ pick-up, transport and delivery (domestic or
international) of mail and parcels; collection of mail
and parcels from public letter-boxes or from post
offices; distribution and delivery of mail and parcels;
mailbox rental, poste restante, etc.; mail sorting; and
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sale of postage stamps. This class excludes postal
giro and postal savings activities, and other financial
activities carried out in combination with postal ac-
tivities” Courier activities other than national post
activitiesincludes “ pickup, transport and delivery of
letters and mail-type parcels and packages by firms
other than national post. This class excludes similar
activities carried out by the national postal author-
ity.” The distinction between postal and courier ac-
tivitiesishighly interesting asit is based more on the
provider of the service than the activity itself, which
isunusual for an ISIC classification.

There is a somewhat indistinct border between the
postal and logistics sectors, with the postal sector tend-
ing towards ongoing collection and delivery networks
providing services covering comparatively small items
to awide popul ation base while the logistics sector is
characterized by point-to-point deliveries of bigger
itemsto and from acomparatively small base of large
customers. The definition of logistics provided by
theWTO isasfollows: “Logisticsdea with the sup-
ply chain process that plans, implements, and con-
trolsthe efficient and effective point-to-point flow and
storage of goods, services, and related information,
throughout the production, distribution and delivery
stages, from the initial suppliers of inputs to final
customers of products.”

What do the papers suggest about the nature of
the postal sector and the incumbent postal op-
erator in developing countries?

m  Posta volumesin poorer countriesare low.
Questioning the Monopoly suggests that,
on average, countrieswith GDPs per capita
below $1,000 see fewer than one letter per
capita, per year delivered, compared to

about 100 letters per capita, per year in
countrieswith GDPs per capitaover $5,000.

The quality of service provided by the in-
cumbent operator is often poor. Trust in
the postal sector islow and legal universal
service obligations (requiring letter deliv-
ery to dl citizens at agiven quality) are far
from being met by the incumbent (Postal
Policy and Regulatory Reform and Ques-
tioning the Monopoly).




m  The efficiency of incumbent operators is
weak. Questioning the Monopoly suggests
that developing countries deliver perhaps
one-tenth or fewer | etters per employeethan
developed countries.

m  Whilemost postal sectors have a significant
dejure monopoly in place covering letter de-
livery (frequently up to 1 kg), de facto the
positionisone of competition. Postal Policy
and Regulatory Reformsuggeststhat thelow
qudlity of incumbent service hasdriven many
businesses to provide their own postal ser-
vicesto deliver bills, for example.

m  The financial situation of the incumbent
operator isdire. Postal Policy and Regu-
latory Reform suggests cumul ated | osses of
incumbents can run as high as 2 percent of
GDP, and that three-quarters of African
public postal operatorsreport anegative net
financial position.

Theselinked problems suggest the urgent need for
reform, and the conclusions drawn by the papers
might be usefully divided into those that suggest a
policy and regulatory reform agendafor the postal
sector, those that look towards the restructuring
of the post office to better provide postal services,
and those that discuss an expansion of the post
office into new sectors or activities.

The papersare all agreed that the broad approach
to policy and regulatory reform should involve
greater competition and a reduction of the mo-
nopoly as well asimproved regulation and are-
definition of the universal service obligation.
Reform to allow de jure competition has an im-
pact even though (as we have seen) de facto com-
petition is frequently widespread. Postal Policy
and Regulatory Reform notes that the Chinese
express mail segment might triple in value under
animproved regul atory environment that allowed

for more open competition. The discussion of
Tanzania in the Case Studies suggests that in-
creased competition can beintroduced in tandem
with operator reform to strengthen overall sector
performance. It should be noted that the papers
take different positions on the speed of reform
towards competition. Questioning the Monopoly
suggests an immediate opening to full competi-
tion, while Postal Policy and Regulatory Reform
suggests a more gradua approach modeled on
the European Union’ s experience.

Along with competition comes an increased need
for regulatory instruments to ensure that compe-
tition isfair. Postal Policy and Regulatory Re-
form discusses the General Agreement on Trade
in Services Reference Paper on regulation as a
useful set of guiddines for the design of aregu-
latory framework in the postal sector.

As part of policy and regulatory reform, it is
also important that the universal service obli-
gation isrevisited. The demand for postal sec-
tor services is highly correlated with income.
What Drives Postal Performancesuggeststhat
about 73 percent of the variation in letters per
capita across countries can be predicted by
variationsin GDP per capita. Questioning the
Monopoly notes that, even in the best of cir-
cumstances, demand for postal sector services
especialy in the rural and remote areas of de-
veloping countries will remain low. The paper
suggests that given the limited demand for uni-
versal postal service, aong with limited finan-
cial capacity to support its provision, it might
be abandoned in developing countries, to bere-
placed by agovernment commitment to provide
arange of services in greater demand by poor
people. At the least, as suggested in Postal
Policy and Regulatory Reform, thelevel of ser-
vice demanded of the incumbent should be ad-
justed to be financially feasible.

INTRODUCTION
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Regarding incumbent reform, the inefficiencies
in most incumbent post offices suggest that there
IS no necessary trade-off between reducing in-
cumbent losses and delivering improved ser-
vices. Both the Case Studies and the cross-coun-
try analysis carried out in What Drives Postal
Performance suggest that reformed post offices
can deliver more post with greater efficiency and
reliability all while reducing the need for finan-
cial transfers. Reform techniques discussed in-
clude management and performance contracts
as well as franchising retail outlets. Experi-
ence suggests that capacity building is a key
success factor in restructuring the incumbent,
together with improved accountability, and gov-
ernance mechanisms.

Reinventing the Post Office and Questioning the
Monopoly discuss the potential for the post of-
ficeto provide more and different services. Given
alimited demand for letter servicesin poorer de-
veloping countries, but a significant and geo-
graphically widespread demand for a range
of services from other sectors including retail,
financial and government services, the future of
the post officemay rest in provision of those other
services. A globa network of 700,000 post of-
fices suggests considerable reach for their deliv-
ery, argues Reinventing the Post Office.

Whatever this potentid role, expanding therange
of services delivered by post offices clearly be-
longs at the end of a sectoral and corporate re-
form agendawhich seesthe emergence of acom-
petitive sector and an efficient incumbent. Fur-
thermore, if the service delivery involves an ex-
plicit or implicit government subsidy to extend
access, Questioning the Monopoly arguesthat a
careful economic analysis of the benefits of the
service, aswell asatransparent and nondiscrimi-
natory award of the subsidy would be important
components of a new universal service agenda.

In sum, the papers suggest that in developing
countries there are benefits to be reaped by re-
form of the postal sector and of the post office.
Given the weak state of sectors and incumbents
in many countries today, reform will frequently
be able to deliver more widespread quality ac-
cess to a greater range of services in higher de-
mand by poor people in particular, while reduc-
ing thedrain on government revenues. All of this
might deliver considerable improvementsin eco-
nomic performance, income generation, and the
quality of life in developing countries.




Chapter 2

REINVENTING THE POST OFFICE

Pierre Guislain
Graeme Lee

Reinventing the Post Office

odern postal services have been pro-

M vided for well over a century by post
office administrationsin virtually ev-

ery country in the world. Today the future of
these pogtd officesisin question in many devel-
oping and transition countries.! Traditional postal
services (mail and parcels) remain their core prod-
uct, but cannot by themselves cover the costs of
post office networks. A more dynamic pogt office
requiresamanagement structurewith thefreedom
and incentives to increase efficiency, client orien-
tation and innovation. Severa approachesfor in-
creasing the flexibility and dynamism of post of-
fice management are described in this paper.
Longer term sustainability may involve: in-depth
restructuring and corporate reform; asmaller post
office-owned network supplemented by private-
public partnerships and franchising schemes; di-
versfication of services with post offices serving
asaplatform of service delivery for private sector
partners; and provision of abroader range of gov-
ernment services. Such transformation will also
require changes in policy and regulation regard-
ing the scope of themonopoly and of the universal

service obligations (USO). Theseissuesare cov-
ered at greater length in chapters 4 and 5 of this
publication.

The Postal Dilemma

Of the 1.2 hillion items posted daily worldwide,
the United States Postal Service (USPS) handles
almost 50 percent with an average of closeto 700
items per capita, per annum. Yet 25 percent of al
countries generate less than one item per capita,
per annum, and 50 percent of al countries gener-
atelessthan 10items. Theselow volumesprevall
evenin countrieswith considerable post office net-
works, which were developed when mail was the
main communication mode and maintained in an
attempt to meet USOs.? As an example, the
Maldiveshasapost officefor every 1,500 people,
with each office handling an average of only two
mail items per day (compared to France which
hasapost officefor every 3,000 people, with each
post office handling on average 5,500 mail items
per day). Over 50 percent of all countriesaverage
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less than 200 items per post office per day.® Post
office networks can only be sustained on such low
volumes with significant transfers of scarce gov-
ernment resources.

Mail volumesare highly correlated with per capita
GDP (see chapter 3) and developing country post
offices may thus expect future increases as their
economies grow, through this may arrive too late
for many of them. Indeed, globd trends are not
particularly encouraging for devel oping country post
offices, as competition from email and the Internet
is cutting down on traditiond mail volumes, and
competition from couriers and express carriers is
putting pressure on their parcels business.

The desireto ensure widespread accessto the post
office network (as embodied in USOs in many
countries), combined with very low demand for
the core service provided by that network, isadi-
lemmafacing most of the devel oping world' s post
offices. The main optionsin the struggle to over-
come this dilemma are greater efficiency in net-
work and service provision, more commercia ap-
proaches and innovative product development, as
well as greater use of that network. Reinventing
the post office encompasses these various dimen-
sions and requires significant policy and regula-
tory reform (see chapter 5 on postal policy and
regulation). This paper focuses on the post office
itself, rather than on the postal sector, and looks at
the main business and organizationa models that
can structure a modern postal enterprise, and at
the scope of services and business lines that post
offices can offer or deliver.

Is there Political Will to Reform
the Post Office?

The Pogt Officeisalarge employer in most coun-
triesand sometimesthe sole presence of the State

in remote areas. Politicians, employees, and the
public-at-large know reform can lead to areduc-
tion in post office jobs and closure of some post
offices. Trade-offs need to be made. Do they
want to serve rural areas with limited demand
for pogtal services? If so, how will thisbefunded,
and are government or politicianswilling to alo-
cate scarce budget funds to support this pres-
ence? Are politicianswilling to forgo the oppor-
tunity for patronage, too often provided through
posta employment?

Wherethewill toreform exists, governments must
be ready to tackle resistance to postal reform.
Postal reform may indeed lead to staff reductions,
closure of post offices, and changesin the status
of employees. Butit should asolead toimproved
productivity, performance, customer and em-
ployee satisfaction, and in the longer term new
jobs. Post office closures can be mitigated
through franchising post office servicesin rura
areas|eading to better accessto customers. Staff
reductions can be managed in a gradua way,
starting with early retirements and voluntary sepa-
ration packages, for example. Staff may for in-
stance be encouraged to leavethe pogt officeranks
to establish franchise operations, with initial sup-
port from the post office.

Restructuring the Postal
Incumbent

Until recently the postal sector was among the
few sectors where little attempt was made to at-
tract private sector involvement. It was only to-
wardsthe end of the 1990sthat privatization was
initiated in countries such as Argentina. Market
liberalization has been undertaken at an even
slower pace and many countries still cling to the
traditional public sector monopoly model.




Figure 1. Legal structure of incumbent operator
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Globally, postal sector reform and post office
corporate reform tend to be in their early stages;
the record of reform attempts to date is some-
what mixed and best practices have not yet fully
emerged. Nonetheless, reform experience tends
to suggest that, in common with other sectors,
greater private participation in the postal sector
can improve the quality and efficiency of service
delivery. Commercialization isanecessary part
of this processinvolving greater customer orien-
tation, introduction of commercial and account-
ing practices, enhanced professionalism of staff,
afocus on profitability, and more generally the
development of a business culture.

Today many incumbent post officesin the devel-
oping world remain postal administrations, often
departments of a ministry that may also include
communications, telecommunications or trans-
port. They lack appropriate accounting proce-
dures, operate from a government-defined bud-
get and are usually loss making, although profits
and losses are often difficult to determine due to
thelack of commercial accounts. Political inter-
ference tendsto be high with political appointees
managing the organizations. Thereisfrequently
a lack of management accountability or objec-

tives, over-employment, inefficient operations,
and tariffs (at best) cover only operating costs
leading to no investment. The network is typi-
caly fully owned and operated by the post of-
fice, poorly equipped and under capitalized, and
retail outlets lack technology. Marketing and
customer service are not emphasized leading to
poor brand image and falling volumes.

Effective Corporatization and
Commercialization

In order to increase efficiency of the postal ad-
ministrations, corporate reform usually starts
with achangein thelega structure moving from
public administration to statutory corporation,
and subsequently to apublicly or privately owned
limited liability company (Figure 1).

While the lega transformation from a govern-
ment bureaucracy to a company operating on a
commercial basisisnecessary for successful post
office restructuring, it is not sufficient and needs
to be accompanied by a strong commercializa-
tion effort by introducing commercia objectives
and practices into management and operations
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Box 1. Correos de Chile

In Chile, postal reform has been ongoing since 1982, when Correos de Chile became a statutory corporation
governed by a board of five non-executive directors designated by the government through the board of the
Sistema de Empresas Estatales. The Correos board meets twice a month, selects the CEO, establishes the
strategic plan and supervises the administration of the enterprise. Employment contracts are governed by the
labor code.

Between 1982 and 1989 the postal network and staffing were restructured to improve productivity and to
more closely respond to market demand. From 1989, the reform of the postal operator has focused on creating
amarket and customer driven culture, which hasincluded the forming of commercia allianceswith the private
sector and significant product and service diversification. In October 2002, over 300 rural postal outletswere
franchised to reduce costs and extend service hours. In 2003, Correos de Chile delivered areturn on equity of
11 percent after paying 57 percent tax on profits (17 percent general tax and 40 percent tax applicableto state
owned enterprises).

and establishing a business culture in the postal
enterprise. This may also include greater pri-
vate sector involvement through outsourcing, sub-
contracting and franchising activities to private
companies.

Whilereform is seen asanecessity to improvethe
viability of the posta incumbents, thereisnosmple
universal blueprint. Indeed, one of the most suc-
cessful posta operators in the world, the United
States Postal Service (USPS), remains a public
administration but operatesin acommercial man-
ner. In the case of USPS, governance reform is
not likely to take place in the short term but that
doesnot stop them from outsourcing and sub-con-
tracting key elements of their work to the private
sector. Correos de Chile, which was transformed
from a public administration to a statutory corpo-
ration in 1982, is another example of apostal op-
erator that has applied the principles of commer-
cialization (see Box 1).

Moving from a postal administration to a com-
mercial organization and transforming the post
office into a statutory corporation or limited li-

ability company isan essential step in reforming
theincumbent. Thisincludesamong others, sepa-
rate budgets and accounts, creation of aboard of
directors, application of commercial and labor
laws, and so on.

A useful tool to monitor the performance of the
state owned postal operator isthe performance
contract by which the government and the postal
operator negotiate and agree on objectives and
the means to reach them (see Box 2). Typicaly
performance contracts deal with: (a) legal and
institutional changes; (b) economic regulation
such as tariffs, price caps, salary increases, and
employment targets; (¢) scope of universal ser-
vice, and subsidies to compensate for their cost;
(d) financial commitments to increase capita or
provide loan guarantees, and (€) financia and
operational performance targets (revenues, cost
reductions, productivity, quality of service and
customer satisfaction, etc.). They tend to be an
excellent tool to track success in efforts to im-
prove public sector performance, but typically
lack the incentives needed to make significant
improvements or sustain them.
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Box 2. Performance Contracts

In Tanzania, reform of the postal operator began in 1994 with the creation of Tanzania Posts Corporation
(TPC), Tanzania Communications Commission (the regulator), and a clear definition of responsibilities be-
tween government, regulator and operator. TPC operates under a performance contract with incentives and
penalties for achieving and failing targets. The reform has resulted in a viable postal service in one of the
poorest countriesin theworld, with increased access and diversification of services. Market liberalization has
taken place and new licensed competitors are now operating within Tanzania.

In Morocco, Barid Al-Maghrib (BAM) was established as a state-owned company in 1998, and has since been
constantly profitable, funding its own retrenchment plan and investments. A performance contract was signed

with the State. BAM has entered a number of partnerships with private sector firms.

See chapter 6 for more details.

Establishing the post office as alimited liability
company aso givesthe government the option of
salling sharesto privateinvestors, since the com-
pany is aready established under company law
(see section on privatization below).

Private sector participation can aso be devel-
oped through outsourcing non-core activities,
franchising retail outletsand providing third party
servicesthrough postal outlets. Non-core activi-
ties such as staff restaurants and cleaning ser-
vices can easily be outsourced. Building owner-
ship and maintenance are another example.
Postal office buildings can even be sold to an-
other company and leased back (beit in part) to
the core business. Even core functions such as
transport services can be provided by third par-
ties who can share logistics costs and reduce
postal fleet costs. Inanumber of countries, fran-
chising hasled to asignificant increasein access
points in rural areas. Provision of non-postal
services on behalf of other companiesisauseful
waly of generating additional income and expand-
ing the scope of the postal retail service, as fur-
ther discussed below in the section on diversifi-
cation.

Management Contracts and
Concessions

A number of governments have opted for aman-
agement contract to rapidly (and drastically) im-
prove the operations and the financia perfor-
mance of the postal incumbent. Trinidad and
Tobago and Guatemala offer good examples of
such a scheme (Box 3).

Although management contracts do not involve
as strong incentives than would be the case with
private ownership and investment, they can bea
good way to achieve a quick transformation of
the postal operator through the introduction of
experienced and focused management. The two
management contract examples shown in Box 3
werevery different in concept but resulted in Smi-
lar transformations. The key to the success in
both was the incentives given to the management
contractors. Inthe case of Trinidad and Tobago,
the contractor was paid for performance in five
key areas, whilst in Guatemal athe contractor re-
ceived payment for every universal service letter
posted, aclear incentiveto increase mail volumes.
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Box 3. Management Contracts

Trinidad and Tobago outsourced the management of TT Post to help transform the company into a commer-
cially focused business which the government could later privatize. In atwo-phase reform process the initial
focuswas on the rehabilitation of the incumbent postal operator through a del egated management arrangement
(DMA), afive-year management contract. Payment of the fees of the DMA wasrelated to the achievement of
five key performance targetsin theareasof: customer satisfaction, universal delivery, quality of service, total
revenue, and net income. Four of the five targets have been met with substantial increases in volumes,
revenues, and delivery, significant improvementsin customer satisfaction and quality, but TT Post has not yet
achieved a pogitive net income. See “Case Sudies’ for more on Trinidad and Tobago’ s reform.

In Guatemala a management contract was awarded in 1998 to take over the management of the postal service.
The contractor had an obligation to provide a basic service for letters weighing up to 20 grams. In return the
contractor received a government subsidy per item, and had exclusive rights to the postal network which was
used asaplatform to provide other services. The management contract resulted in increased volumes, improved
quality and efficiency, and areduction in subsidiespaid by government. The success of the management contract
led to the Signing of a10-year concession agreement in May 2004. The agreement changesthe method of paying
for the USO, and aregulatory function is being established to regulate al operatorsin the market.

Concessions are another approach to introduce
private participation by providing aprivate com-
pany with the right to operate the postal enter-
prise a itsown risk for afixed period. Inreturn
the concessionaire commits to investing in the
company and to the provision of specified ser-
vices. The most cited example of concessionsin
developing countriesis Argentina (Box 4).

Degpite the recent failure of the Argentine con-
cession, the concept remains an attractive way
of introducing private sector participation in the
postal sector. The key ingredients to successful
concessions are to ensure that the government,
the concessionaire and the customers all benefit
from the concession agreement. Therecent Gua-
temala concession is a good example. Govern-
ment paysthe concessionairefor the provision of
universal service (per item) andin return receives
a percentage of al revenues. It also receives a
fixed rental payment for postal outletsand build-
ingsand therightsto certain services. Other key

ingredients to a concession agreement are clear
service targets and access goals.

Privatization

Thefina step of the reform of a state-owned en-
terprise may lead to privatization. This gener-
aly includes the transfer of ownership from the
public to the private sector through the sale of
shares. The German and Dutch post offices are
among the few examples of privatized postal
operators.

Aninitia 29 percent of Deutsche Post shareswere
sold in November 2000 through aninitia public
offering, alowing the government to maintain
control over the public operator, while introduc-
ingamorecommercidly minded management struc-
ture. The diversfication, growth and profitability
of Deutsche Pogt sinceits 1 PO illustrate the oppor-
tunitiescreated by privatization. The German gov-
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Box 4. Concession Contract in Argentina

In Argentinag, a30-year concession was awarded in 1997 to operate the ailing and |oss making postal operator
for aconcession fee of approximately $100 million per annum. Correo Argentino SA transformed the organi-
zation, gave it anew corporate image, increased quality of service, diversified products and services, reduced
employee numbers by 40 percent and invested over $350 million in the company. However, the mgjor reces-
sion that hit Argentina, the high price of the concession fee, the failure to properly assess the cost of the
universal service requirement, the failure to regulate illegal competition, and difficultiesin dealing with labor
agreements ultimately led to the concession being revoked in November 2003 due to nonpayment of the fee.

ernment still owns about 62% of the company (di-
rectly and through KfW), with over 37 percent fredy
traded on the stock exchange.

TPG the Dutch pogtal operator wasprivatizedina
process that began in 1994 when the government
sold 30 percent of its share in KPN (the combined
post and telecommuni cation holding company at the
time), followed in 1996 by a second tranche of 25
percent. In 1998, post and telecommunications
activitieswere split and TPG demerged from KPN.

In Maaysia, Pos Malaysia was corporatized in
1992. Sharesin the company have since been sold
with 30 percent owned by government, 15 percent
by employees, and the remainder owned by afinan-
cid services company. The Minigtry of Energy,
Tedecommunicationsand Multimediaregulatestar-
iffsand international mail tresties, and the Maay-
san Communication MultimediaCommisson regu-
lates Pos Mdaysia and courier companies. Pos
Malaysia has a specia license (through 2034) to
maintain the role of the universa service provider.
Thepartid privatization has contributed toimproved
financia and operationd effectiveness and the di-
vergfication of products and services.

However, privatization may not be afeasible op-
tion in many countries for political and opera-
tional reasons. The privatization of the British
Post Office was prevented in the mid 1990’ sdue

to political pressure. Implementing a successful
divestiture will generally be more difficult for
countrieswith limited postal markets and aweak
incumbent. 1n developing countries, privatization
may not be attractive to the private sector with-
out significant prior restructuring of the business
and theenvironment it operatesin. In such cases,
postal strategy should aim at optimizing the postal
system performance through management reform
and efficiency gains.

Sustainability of Restructuring

Concessions, management contracts, and exter-
nal consultants have been used to introduce man-
agement expertise and commercia practicesinto
postal operators. They have led to significant
operational improvementsin most cases. Whilst
some may consider Argentina s reform afailure
after the concession wasrevoked, the government
hastaken over amuch improved operation which
is more customer focused and quality managed.
The Trinidad and Tobago operator is till not
profitable, but 97 percent of the populaion now
recelvesdaily delivery to their homes, compared to
50 percent in 1998. Both are in afar better Stua-
tion than they were prior to the process of reform,
which isan important measure of success. Tanza:
nia and Brazil perhaps best demondrate the key
ingredients of successful reform (Boxes 2 and 5).
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Box 5. Postal Reform in Brazil

Correios de Brazil is undergoing a commercidization process based on strengthening the postal operator’s ca-
pacity and expanding the product offering through a wide range of joint ventures and partnership agreements.
Correios de Brazil has a strong socia obligation and has successfully introduced a range of financial services
reaching asector of society that previoudy did not have accessto such services. Correlosde Brazil isfinancialy
viable and has the highest rating of public services in the country with a 98 percent satisfaction measure.

Their reform contains the elements of private sec-
tor participation, independent regulation, manage-
ment accountability, and political commitment all
of which are key to a successful reform process.

Financid sustainability requiresadditional changes.
Sgnificant improvementsin efficiency ofteninvolve
areduction in staff numbers. Labor costs account
for asmuch as 80 percent of total post office costs
and yet, in a retail context, staff numbers cannot
eadily be changed to reflect volumes of transactions.
In France, 33 percent of post office outlets oper-
ated by La Poste have dalily activity levels of less
than 2.5 hours resulting in a high cogt per transac-
tion. LaPogte s solution isto maintain the number
of access points through agency agreements with
local government offices, and retailers. But the
challengeis even greater for an incumbent opera-
tor in a developing country, where mail volumes
are sgnificantly lower and the scope of services
narrower.

In addition, to the extent governments wish to re-
tain universal service obligations in a competitive
market, they will need to be carefully costed and
rescaled to afinancialy sustainableleve (seechap-
ters 4 and 5). Some post offices may be closed,
deliveries may be cut, and/or customers asked to
collect their mail from post offices, for example.
Thecase of Tanzania, where areformulation of the
USO has accompanied broader reform, is further
discussed in chapter 6.

Diversification

Asemphasized above, inmos developing and tran-
Stion countries, pogd servicescannot by themsdves
sustain exigting post office networks. Volumestend
to besolow, and demand for postal servicessolim-
ited (in particular among the poor) that the survival
of the pogt office network may depend not only on
higher qudity servicesand proactive marketing and
posta product development, but aso on the ability
to provide other servicesfor which thereisahigher
demand in the communities served.  With a net-
work of dmost 700,000 postd outlets, post offices
areindeed wel| placed to provideawholevariety of
sarvices to those communities. Diversfication en-
tallssgnificant risks however, which should not be
underestimated. Many pogt offices worldwide al-
ready provide services in multiple markets or seg-
mentsin which competition exists (see Table 1).

Postal Financial Services

Financial services may account for a significant
proportion of postal service revenues, up to 90
percent in the cases of Algeria and Azerbaijan.
Pogt offices play asgnificant and, often, unrecog-
nized rolein accessto basic financial services(pay-
ments, remittances, savings, giro). Of the 750 mil-
lion accountsin socid financia inditutions world-
wide, 56 percent are believed to be postal accounts:*

Inditutional frameworks vary from region to re-
gion. Poga financia services are usudly man-
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Table 1. Segmentation of Services Offered by Post Offices

CORE POSTAL SERVICES

Service Product Competitors
Letters Letters, registered mail, telegrams, Internal/private distribution, fax,
newspapers email; often still postal monopoly
Parcels Parcels and registered parcelsto local couriers and express carriers,
20Kg such as DHL, FedEx, UPS, TNT
Express Mail Letters and Parcels - Express same as above
OTHER SERVICES
Service Product Competitors

Mailroom management

managing and sorting mail for large
mailers

facilities companies; direct mail
companies

Hybrid mail email delivered by hand telecommunications

Electronic Internet, SMS, Postal Telecenters I1SPs, cyber cafés

Logistics warehousing, picking and packing, transportation companies, freight
distribution forwarders

Retail phones, phone cards, stationary items | Shops, kiosks, news agents
etc

Rural access access to people (for delivery of schools, community centers,
variety of services) religious centers

Government licenses, taxation, pensions, benefits, | local government, health services,
information schools

Financial savings, giro, payments, remittances | banks, Moneygram, Western Union

aged and operated by the state-owned postdl opera-
tor, often under a pogt office savings bank agency
contract with theminigtry of finance (Algeria, Mo-
rocco). In some countries, the postal savings are
managed by separate (State-owned) banks (as in
Indonesia, Kenya, Sri Lanka, and Uganda), through
asubgdiary or as a separate entity, under the su-
pervison of the centra bank or banking regulator.
In many cases, the post office enters into partner-
ships agreements with financia services firms to
provide their services on an agency badis, typica
examples include Western Union and Moneygram
sarvices for the transfer of money. Third-party
agreements can aso cover red estate services, asis
the casein Maawi where the Post Office rents out
gpaceinitsmain officesto alocal bank.

There is a widespread consensus that postal net-
works could play amuch stronger rolein providing
access to financid services, especidly to poor and
rurd communities with limited access to such sr-

vices. Thereisaso scopeto expand pogtd financid
sarvicesfromfragmented mono-productstointegrated
product packagesincluding payment cards, savings,
depogts, insurance, and eventudly crediit.

However it is difficult to trandate new idess into
practice. In severa countries discussions on the
repositioning of the postal bank have taken place
for more than 10 years, without conclusion. In
other countries steps have been taken to separate
the pogtal bank into acompany operating indepen-
dently from the pogt office. However, one of the
issues that may arise following such separation is
the wesk performance of the postd network. The
lack of control over quality, cost and performance
may lead the separated pogtal bank to look for al-
ternative networks to conduct its busness. This
illustrates the need for postal operator restructur-
ing to establish agtrong retail platform fromwhich
postd financia services can be securdly provided.
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Care should aso be given to ensure that postal fi-
nancid services arewdll integrated in the country’s
overdl financid sector and that they do not compete
unfairly with other financing indtitutions. Establish-
ing such aleve playing field may require subjecting
the postd financia services to the oversght of the
financia sector regulator.

Postal Telecenters

Severd post officeshave aready tried to develop an
Internet access service, with few reports of success.
In many cases, pilots have been discontinued dueto
shortage of dectricity, lack of proper maintenance,
dow access, limited volume of customers, competi-
tion from cyber cafes, and lack of training of the
posta staff, among other reasons. Overdl, projects
arefrequently poorly managed, with no market andly-
ds(demand, ate of the competition, tariffs), infra-
sructure congraints (electricity, telephone connec-
tivity), little understanding of the legd and regula-
tory reguirements, lack of a business plan, and not
enough planning for capecity building.

A recent sudy of tdlecentersin Southern Africafound
that under a number of assumptions (five compuit-
ers, 850 clients per months, VSAT access of
128kbps, 100 percent subsdized training and assis-
tance and VSAT equipment assistance), Internet
access in pogt offices in towns (50,000 to 250,000
inhabitants) might be sustainable. Sustainability in
rura areas might also be reached (with, say, three
computers, 650 customers, 56kbps access) but in
remotearess, additiona subsdieswould berequired.®

Prerequisites for Diversification

Diversfication requires subgtantial capacity build-
ing, agtrategy compatible with the policy, legd and
regulatory framework, market analyss, tariff set-
ting, preparation of business plans, and personne
training.

Diversfication may focuson provision of commer-
cially competitive services or of government ser-
vices. The two approaches are not exclusive, but
they do suggest different prioritiesintermsof broader
reform. If the pogt office isto compete with private
sector providers, such competition should occur on
aleve playing field. Dominant operators (includ-
ing the pogt office) should not be able to provide
anti-competitive cross-subsdies (hence the impor-
tance of open competition and, if necessary, regula-
tion) and should not enjoy customs or tax exemp-
tions, government guarantees, reserved procurement,
or other privileges not enjoyed by private competi-
tors. It dsorequiresthat post officesarefreed from
the shackles of bureauicracy, uncompensated univer-
sal access requirements, and public sector-specific
legal provisons covering areas such asemployment
or procurement. In other words, diversification into
provison of competitive services requires broader
liberdization of the postal sector (and development
of an effective sector regulator) asawholeto occur
in tandem with corporate reform. On a corporate
levd, it requires trangparent cost accounting, ad-
equate incentive schemes, and capacity building.

If the post office diversifies into government ser-
vice provision on anoncompetitive basis (provid-
ing licenses, e-government services, and outreach,
for example), theurgency for corporatereformisto
ensurethat needed servicesare provided asefficiently
and effectively aspossible. Thisislikdy toinvolve
condderablecross-government coordination and citi-
zen consultation regarding the services to be pro-
vided. Government agencies will need to better ar-
ticulate how they could use postal networksfor bet-
ter ddivery of their servicesto citizens. Again, this
will have to be combined with the implementation
of corporate restructuring strategies such as those
outlined above.

Whichever diverdfication option ischosen (commer-
cia or government services) oneshould bear inmind

14



that thetrack record of diversfication by Sate owned
enterprises, outside of their core business, has by
and large been disgppointing in developing and tran-
dtion countries. Any diversification strategy should
be based on a solid assessment of the incumbent’s
strengths and weaknesses, aswell asthe opportuni-
ties and threatsit may face in its core busness and
in the new business being considered.

Conclusion

Post offices throughout the world were established
to fecilitate the conveyance of mail. To fulfill the
collectionand digtribution of mail, governmentshbuilt
anetwork of pogt officesto providethe entire popu-
lation accessto postal services. Many countriesre-
dized the potentia of such post officesin the provi-
son of other services, thus, post offices diversfied
into providing financid and government services.
But the core product <till remained mail services.

What exactly is the role of post offices in today’s
world? Governments need to define the purpose of
their pogt office; isit amail distribution company;
isit an accesspoint to government products and ser-
vices, isit an access point to financid services, and
isitacommercia sdf sustaining busness?

How should it be run? If it is operated on a com-
mercia bass, nonprofitable outlets will need to be
closed and service levels reduced in aress of low
demand. If thisis not acceptable to governments,
they must define adequate schemesto maintain and
financethedesred sarvicelevd sandimplement them
inatrangparent way. For example, the United King-
dom government pays Roya Mail a subsdy spe-
cificaly to maintain the rural network of post of-
fices, which would otherwise be closed.

Governmentsshould congder divesting themsalves of
management control of their pogt office and put in
place commercid practicesand management. Socia
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or public service obligations mus be clearly deter-
mined and their net cogt calculated and compensated.

Pogt officesaretill contributing to economic growth
in many countries, but in others, antiquated, under-
funded networks, and lack of competition limit or
reversethat contribution. Governmentsmust reform
their pogt officesto ensurethey, once again, become
an enabler of economic development for the country
asawhole, potentidly through leveraging their ex-
tensveretal network. Asthisincreasangly involves
the provision of servicesother than traditiona postal
sarvices, governments will need to ensure that this
divergfication is carried out in a pro-competitive
manner. This means no favored treatment of post
officesrelative to their competitors, but also freeing
post officesfrom the bureaucratic shacklesthat con-
srain them.

Notes

1 Theterm “post office” asused in this paper refersto
the incumbent postal operator, whether it isapublic
administration, public enterprise or private company.

2The Universa Postal Union (UPU) enjoinsitsmem-
bersto support the concept of universal service, which
should provide all citizens “quality basic postal ser-
vices at all points in their territory, at affordable
prices’.

3 Even this number is inflated as the real number of
items passing through each post office will actually
be lower since business and government mail typi-
cally accountsfor about 80 percent of mail flows and
often bypasses retail outlets.

4 Consultive Group to Assist the Poor. “Occassional
Paper.” July 2004. p.5.

5 See “Postal Telecenters — Rural Development
through Internet access in the Southern Africa De-
velopment Community: the Cases of Maawi, Tan-
zaniaand Zambia’. World Bank, July 2004.
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Chapter 3

Charles Kenny

What Drives Postal Performance?
A Cross-Country Analysis

ased on data from the Universal Postal

Union (UPU) and the World Bank, this

paper developsindices of postal perfor-
mance and efficiency and analyzes the factors
behind them. It takes a preliminary first cut at
examining the statistical relationship between
postal performance (as measured by letters/
capita), trust in the postal service, and postal
efficiency, and finds a significant link between
the three. The results suggest that reforms that
improve postal efficiency and trust in the postal
network will improve the performance of the
postal network. However, our available mea
sures of reform progress are not strong enough
to evaluate the scale of this impact. External
factors including urbanization and literacy do
not appear to contribute significantly to perfor-
mance. At the same time, it does not appear
that more heavily subsidized post offices are
delivering better services.!

Introduction

In comparative terms, there has been little focus
on the relationship between postal performance
and economic development. This is especialy
true of econometric work linking the two, where,
compared to a plethora of studies looking at the
relationship between telecommuni cationsrollout
and economic growth (see Forestier et. a. [2002]
for a nonexhaustive list of 15 such studies), we
could find none exploring the Statistical relation-
ship between postal networks and economic
growth.

Nonetheless, there are anumber of potential links
between postal networks and development. Like
other communicationsinfrastructures postal net-
works allow for the flow of goods, services, and
payments between economic agents. An efficient
postal network can therefore significantly reduce
transaction costs across an economy (particularly
for billing and advertising services), forge mar-
ketswherethey did not exist before, and support
knowledge transfer between agents that allow
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innovation and growth. In developing countries
in particular, post offices are one of the most far-
reaching information and communication net-
works, and provide a widespread base for inter-
action with theformal financial system. By con-
necting people to both marketsfor goodsand ser-
vices and the financial systems that underpin
them, postal networks can be a potentially pow-
erful tool for poverty reduction.

The theoretical links have been given some em-
pirical backing in historical studies such as
Ahmed (1981), who suggeststhat postal network
expansion was significantly linked to the growth
of a nationa economy in India A number of
recent studies have added microeconomic and
anecdotal support to the case for alink (Walsh,
2001, 2002, and Ranganathan, 1998).

Given that postal networks might well play an
important role in the development process, it is
important to understand what might help postal
operations provide better and more widespread
servicesin developing countries. This paper takes
a preliminary first cut at examining the factors
behind postal performance. Based on datafrom
the UPU and the World Bank’s World Develop-
ment Indicators, it develops an indicator of postal
performance measured as letters per capita de-
livered compared to the number of deliveries ex-
pected given income levels.

The paper then goes on to discuss possible fac-
tors behind varying scores on the postal perfor-
mance indicator. Examining a correlation ma-
trix of variables, it appearsthat postal efficiency
(letters delivered per postal employee and postal
expenses per |etter) are correlated with improved
postd performance. Given the scale economies
that characterize the sector, it may be that there
isacausal relationship flowing both ways. Re-
forms that improve postal efficiency (and per-
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haps more importantly the quality of services)
will increase use of the postal network while,
conversaly, more use of the system itself will a-
low greater efficiency. A factor linked to effi-
ciency, promoting the number of letters delivered
a agiven income, istrust in the postal network
(defined below). The percentage of offices that
arerun by nonpostal administration staff appears
to have a marginal impact on performance. A
second measure of liberalization, aswell asmea-
sures of the use of postal financial services and
external factors including urbanization and lit-
eracy, do not appear to be significantly related to
performance. The Annex discusses aregression
analysis that confirms these findings. The con-
cluding section suggests policy recommendations
and avenues for further research.

Postal Networks in Development

Thereis a close relationship between postal per-
formance and economic development. For tele-
communications, the “Jipp curve’ linking GDP
per capita with telephone lines per capita can
predict about 80 percent of the variation in tele-
phonelines per capitaacrosscountriesat asingle
time (see Forestier et. d., 2002). A “postal Jipp
curve’ can be congtructed linking letters posted
per capitawith GDP per capita (data from UPU
postal database and World Bank World Devel-
opment Indicators).?2 The relationship is almost
as strong as the original. About 73 percent of
the variation in the number of letters per capita
can be predicted by GDP per capita (Figure 1).
This suggests that there is a significant relation-
ship between economic devel opment and expan-
sion of postal networks.
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Figure 1. The Postal Jipp Curve
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Developing the Postal Network

If astrong postal network hasarelationship with
development, it is important to find evidence on
what might drive the development of a strong
postal network (here defined as one which deliv-
ers more mail per capita). Supply and demand
factors will both play arole in determining the
number of letters sent per capita

On the demand side, incomeis clearly an impor-
tant factor, as aready suggested by the “postal
Jipp curve.” Perhaps literacy levels might aso
play arole. Onthe supply side, one might plau-
sibly expect price, extent, efficiency, and quality
of serviceto have an impact—indeed, such rela-
tionships have been found in devel oped country
postal services (Nankerviset. al.,1999). Itisalso
poss blethat apost office network offering arange
of ancillary services and/or services aimed at the
needs of businesses would attract alarger clien-
tele that might post more letters.

At this point, as we have chosen to use a dataset
that covers as many countries as possible (aswe
shall see), datalimitationsforce the use of proxy
or imperfect indicators. Furthermore, we do not
have cross-country comparable dataon price. We
do have various measures of extent (measures of
population covered and post offices per square
kilometer), efficiency, and quality of services,
however.

Efficiency variables include ratio of revenuesto
expenditures, postal revenues per staff, and let-
tersdelivered per employeeand post office. Look-
ing at potential determinants of efficiency, thegen-
eral level of development may alow for econo-
mies of scale or moreefficient postal institutions.
Private competitive involvement has been found
to correlate with improved service delivery (in-
cluding reduced prices) in a number of sectors,
and this includes studies of the postal sector in
developed markets (Frontier Economics, 2002).
Urban postal delivery is more straightforward
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than rural delivery, asis common with most net-
worked services. All of these factors may im-
pact overdl efficiency.

“Quality” is, at the outset, a comparatively ar-
bitrary term. In previous postal studies it has
been measured using indicators such as number
of letters delivered ontime. It may aso encom-
passthelinked concept of reliability—areletters
delivered at al? Again, wedo not have such data
a the cross-country level. Instead, we use a
measure of trust in the postal system (survey
answers to a question regarding willingness to
send an object worth $100 through the posts) as
a proxy for quality. This trust measure might
plausibly be related to measures of efficiency—
bloated public monopolies frequently provide a
lower quality of servicethan efficient ones (World

Table 1. Indicatorsfor analysis
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Bank, 1995). Trust, and a broad definition of
“quality” might aso be related to the extent of
service provision.

In order to empirically examine our posited rela-
tionships, arange of relevant variables were se-
lected from the UPU database as well as infor-
mation from Kirkman et. al. (2002), and the
World Bank’s World Development Indicators
database. These are described in Table 1, with
descriptive statistics in Table 2.2 There is con-
Siderable variation across countries in most of
the indicators—for example, the number of |et-
tersdelivered per year per employee variesfrom
196 to 174,930, receipts as a percentage of post
office expendituresvariesfrom 11 percent to over
400 percent, privately operated post officesasa
percentage of al offices varies from none to 95

GIT Postal trust

Postal index Index of postal success calculated as (log) actual minus (log) predicted
letters/capita from regression of log letters/capita against log GDP/capita
(PPP). Letters/Capitafrom UPU, GDP/Capita from WDI.

Score on GIT index of ‘trust on postal services (survey response to

Iliteracy

Urban population

question: ‘Do you trust your country’s postal system sufficiently to have a
friend mail asmall package worth $100 to you (1=not at all 7= yes)').
Source Kirkman et. a. (2002)

Illiteracy rate, adult total (percentage of people ages 15 and above). Source:

World Bank, 2002.

Urban population (percentage of total). Source: WDI.
Number of post office savings and giro accounts per 1,000 people. Source:

Number of money orders, domestic service per 1000 people. Source:

Letters/staff. Source: constructed from datain UPU.
Postal receipts/Postal operating expenditure. Source: constructed from data

Savings and giro

constructed from datain UPU.
Money orders

constructed from datain UPU.
L etters/staff
Receipts/Expenditure

in UPU.
KM/Office

% of Offices staffed private
Expenses/L etter

Recei pty/Staff
Offices/Population
Staff/Office
Population unserved
GDP/Capita

Average area covered by a permanent post office (km2). Source: UPU.
Secondary offices staffed by nonadministration as a percentage of total
offices. Source: constructed from datain UPU.

Postal operating expenses/letter (SDRs). Source: constructed from datain
UPU.

Postal receipts/staff (SDRs). Source: constructed from datain UPU.

Post offices/population (1,000). Source: constructed from datain UPU.
Total postal staff/post offices. Source: constructed from datain UPU.
Percentage of the population without postal delivery, 2000. Source: UPU.
GDP/Capita, PPP. Source: WDI.
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Table 2. Descriptive statistics

Number of

Observations
Postal index 110
GIT Postal trust 51
Illiteracy 87
Urban population 110
Savings and giro 11
Money orders 88
Letters/Staff 105
Receipts/Expenditure 103
KM/Office 106
% of Offices staffed private 106
Expenses/L etter 103
Recei pts/Staff 101
Offices/Population 106
Staff/Office 101
Population Unserved 94
GDP/Capita 110

Average Standard Minimum Maximum
Deviation

0.00 1.26 -3.39 3.22
4.36 1.50 1.80 6.70
20.97 20.93 0.20 84.07
54.30 22.68 9 100
177 286 0.20 1574
347 1096 0.02 7322
31,830 38532 196 174930
1.07 0.50 0.11 4.73
1,491 4358 0.80 20182
29 30 0.00 95
2.07 13.96 0.001 142
13,288 21900 58.84 132579
0.16 0.18 0.00 1.32
7.73 7.60 0.54 57.44
7.74 18.89 0.00 97.00
8,389 8720 523 50061

Table 3. Regional statistics of selected variables

GDP/capita Expenses
(PPP Letters/  [/Letter Population Served

value) (%) capita %) Trust (%)
Asia Pacific 6,106 28.0 0.474 4.38 97
Europe and CIS/IECA 8,030 38.8 0.672 4.70 99.7
LAC 7,017 175 0.702 3.03 93
Arab/MNA 4,275 8.3 1.92 4.70 85.7
Sub-Saharan Africa 2,750 9.1 0.537* 3.47 76.8
Industrialized countries 25,191 224.0 0.57 6.02 99.5

percent and the average geographic coverage of
post offices varies from less than one square ki-
lometer to nearly 30,000 km?.

Table 3 reports regional average statistics, sug-
gesting considerable variation even at thisaggre-
gate level. Letters per capita at this level vary
between nine and 224, expenses per letter from
$0.47 to $1.92, and the trust score from three to
six. Much of this variation would be predicted

based purely on income differences between re-
gions, as we have seen. The remainder of this
paper discussesif other factors are also at work.

A first stage in the empirical analysisis to look
at smple correlations between variables. To do
this, we construct a relative measure of postal
performance based on the “postal Jipp curve.”
Thisis the (log) actual letters per capita posted
in acountry minusthe (log) predicted number of
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letters posted in a country based on what would
be expected given the country’ sincome. Broadly,
a positive number suggests that the country is
posting more letters than we would expect based
on income, a negative number means people are
using the (official) postal system less than ex-
pected (for example, the 2000 score for Algeria
is 0.99, Morocco 0.87, Trinidad.24, Tanzania
1.82 and for Senegal -0.11).

We can now study a correlation matrix based on
thisdata. The numbers in the matrix (Table 4)
suggest the degree to which one indicator varies
in step with another. If there is no relationship
between changes in one indicator and the other,
the score in the matrix would be zero. If anin-
crease or decrease across observationsin onein-

Table4. Corrdation matrix

WHAT DRIVES POSTAL PERFORMANCE?

dicator is perfectly matched with an increase or
decrease in the other indicator, the score in the
matrix would be one. If an increase in oneindi-
cator is perfectly matched by a decrease in the
other (and vice-versa), the score in the matrix
would be—1. Strong positive or negative corre-
lation scores (greater than 0.5 or less than —0.5)
arehighlighted. The next 10 paragraphs discuss
the results presented in Table 4.

We can use the postal index score (letters per
capitaperformance alowing for income) for 2000
to seewhat correlateswith “ better than expected”
postal performance. Looking acrossthefirst row
of the correlation matrix, it ispossibleto see how
closely our index of posta performance is re-
lated to the other indicators in our database. In
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short, the postal index appearsto be strongly and
positively correlated with our measure of trust in
the postal system and the number of letters per
employee, and strongly negatively correlated with
total postal expenditure divided by the number
of letters delivered.® This suggests that trust in
services and efficiency in their delivery are both
important to increased postal volumes.

What do these ssmple correlations suggest about
possible explanatory factors driving postal per-
formance? Fird, it suggests that demand does
not appear to be simply correlated with literacy
rates. Countries with literacy rates below 80
percent have an average postal performance of
0.24 —higher than those countries with aliteracy
rate of above 80 percent—at -0.20. Income ap-
pears a better determinant of postal demand than
literacy rates, then—perhaps in part because in
many devel oping countries many literates do not
use postal services, suggested by lettersper capita
volumes of under one piece per capita per year.

On the supply side, and related to the above, it
does not appear that the extent of the network (as
measured by the percentage of the population
covered or post offices per square kilometer), the
level of urbanization or the presence of ancillary
services is correlated with increased letter vol-
ume per capitaat agiven level of income. These
results may suggest limited demand for auniver-
sa letter service in developing countries, given
that countries where more people can (theoreti-
cally) post and receive letters do not see larger
letter volumes as aresult. This is an idea ex-
plored further in Kenny (2004).5

Thelack of arelationship between postal receipts
divided by postal expenditure and performance
may further suggest that government subsidies
justified on the grounds of extending use of the
postal network are not working. If subsidieswere

extending access, countrieswhere revenueswere
considerably smaller than expenditure (and so
countries where subsidies were large) would see
alarger number of letters per capita, alower ra-
tio of square kilometersto offices, ahigher num-
ber of offices per capita, or a lower unserved
population. None of these results hold.” Subsi-
dies are apparently not extending access to or
use of the postal network (this could a so suggest
that demand for letters sent in devel oping coun-
triesis fairly independent of price, perhaps fur-
ther emphasizing theimportance of efficiency and
reliability in increasing volumes).

There does not appear to be aparticularly strong
link between thelevel of postal financial services
used by the population and basic postal perfor-
mance. Given that the postal financial network
might be considered agood in its own right, this
suggeststhat aseparate analysis of what leadsto
a strong network may be worth undertaking.
Some suggestive correlations do appear, however.
Savings and giro accounts per capitais strongly
correlated with recel pts per employee (unlikethe
postal index itself), suggesting that the postal fi-
nancial network may play an important role in
creating income for the postal network and re-
flecting, perhaps, the greater importance to many
post office customers of financia services pro-
vided through the postal network than letter ser-
vices.

At the sametime, theresults strongly suggest that
efficiency improvements may be an important
element of the story. Both postal expenses per
letter and letters delivered per postal staff mem-
ber are strongly correlated with postal perfor-
mance—Ilower costs and fewer staff per |etter are
correlated with more letters sent at a given in-
come (see Figure 2). Asnoted earlier, itisprob-
ablethat causation runsin both directions. High
fixed-costs mean that factors that increase vol-
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Figure 2. Postal performance by expenses per letter
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umes will improve efficiency, while improved
efficiency and quality will aso increase the de-
mand for mail services. Trust in the postal net-
work is also a significant correlate with postal
performance—countries with low trust in the
postal system (a score of below 4 out of 7) aver-
age postal performance of -0.59, compared to
countries with high trust (above 4) that average
0.51.

Efficiency related indicators include letters de-
livered per staff, ratio of revenues to expendi-
tures and postal revenues per staff. Since these
indicators are correl ated with each other, we can
congtruct an index for efficiency asthe principal
component of thesefour indicators. Theregional
averages of the index areillustrated in Figure 3.
Industrialized countries lead at an index of 2.0.
AsiaPecificregion’sindex of 0.448 isastep ahead
other developing countries. East European and
Central Asia scores the last among all regions.®

This suggests the unsurprising result that effi-
ciency isrelated in part to GDP per capita, but
also suggests other factors are at work—sub-
Saharan Africa does better on this index than
would be expected given itsincome, Eastern Eu-
ropeand Central Asia, aswell asthe Middle East
and North Africa do worse than would be ex-

pected.

Like efficiency, postal trust is correlated with
income, suggesting that it may be difficult for
developing countries to greatly increase trust in
the postal network, perhapsthrough institutional
reform. For those countries that do manage to
improve trust, however, the payoff may be high.
One possible avenue suggested by the strong posi-
tive correl ation between letters/staff and trust, is
to reduce over-staffing in the postal network. It
isworth noting that it appears efficiency and high
quality of service are positively related. Coun-
trieswith low postal efficiency in the postal sys-
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Industrialized countries
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Figure 3. Postal efficiency index by region
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tem (an index of below Q) average a trust score
of 3.62, compared to countries with high effi-
ciency index (above 0) which average 4.97. In
other words, at least at first examination, there
does not appear to be anecessary efficiency-qual-
ity trade-off—instead, it is possible that greater
efficiency can drive improvements in both vari-
ables.1°

Turning to factors that might lie behind the effi-
ciency result, expenses per letter seem to be
uncorrelated with income per capita, despite the
theoretica argument that would suggest astrong
relationship based on scale economies in deliv-
ery (driven by factors such as the fixed costs of
delivery). The lack of such a relationship may
reflect the fact that developing country post of -
ficesprovidefewer ancillary services, while hav-
ing lower labor costs and a far lower level of
quality of servicein developing countries. None-
theless, it aso reflects the possibility of increas-
ing efficiency in poor countries.

Regarding theimpact of reform on efficiency and
letters per capita, countries where no secondary

post officeis staffed by people outside the postal
administration score an average of -0.43 on
the performance index, while those with at least
one such office score an average of 0.17. Hav-
ing said that, the link appears statistically weak.

There are at least two possible reasons for these
results:

m  Therearesignificant dataweaknesses. The
measure of “percentage of offices that are
privately staffed” is aso only a crude and
partial indicator of sector reform. Further-
more, countriesthat have aliberalized mar-
ket are likely to be the oneswhere Satistics
on mail volumes provided to the UPU are
weakest, with a likely bias towards under-

reporting.tt

m |t may be that the indicator does not cap-
turewhat isimportant as part of a success-
ful reform agenda (“ Postal Policy and
Regulatory Reform in Developing Coun-
tries’). The case studies in Walsh (2001)
covering Argentina, Tanzania, and Trinidad
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and Tobago suggest that privatization with-
out successful regulation (Argentina) can
produce worse results than corporatization
and various types of management contract
(Tanzania and Trinidad and Tobago). An
important factor behind increasing the let-
ter flow of the incumbent captured in UPU
statistics may be better management at the
top of theincumbent itself—ill captured by
our measure of reform.

The Annex contains results of a series of regres-
sion analyses that confirm the above results—
efficiency and quality appear to beimportant de-
terminants of performance, but the link between
franchised offices and efficiency appears weak.

Conclusion

The results in this paper, it should be repeated,
are very preliminary. They measure postal per-
formance in a narrow way, excluding, for ex-
ample, the important role that post offices play
in the ddlivery of government and financia ser-
vices. Further, they relateto single-period corre-
lations, and such correlations can say nothing
about causation. The most the results can sug-
gest is that the data does not disprove a given
theory. Nonetheless, they are suggestive. It ap-
pearsthat it is possible for developing countries
to improve the performance of their postal sec-
tors through efficiency reforms, especially those
that increase trust that letters will be delivered
intact and on time. Such reforms may be ableto
stem postal sector losses while at the same time
ddivering positive improvements in the quality
of service. The cross-country data on reformis
not fine-grained enough, to alow for a serious
dtatistical analysisof what reformswork and how
to improve efficiency. Thetentative conclusions
that can be drawn from the evidence we have (to
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date) cannot move far beyond the level that it
may not be as simple as franchising offices.

However, we know that successful reform pro-
grams can improve the indicators that make up
our efficiency index. Both Trinidad and Tobago
and Tanzania s reform programs saw letters de-
livered per postal employeeapproximately double
(estimated from Walsh, 2001). Careful case study
analysis of reform, of the type summarized in
Walsh (2001) should drive policy recommenda-
tionsin this area

Given the preliminary nature of the results pre-
sented here, there is clearly scope for consider-
ably moreresearch inthisarea. A first step for
such research would involve the collection of more
data(wherethe UPU and its members should play
alead role). In particular, it would be useful to
have data covering mail volumes in the whole
sector (not just volumes delivered by the incum-
bent), prices for mail delivery services, and de-
taillson the status of sector reformin awide cross-
section of countries. A second step would be a
more advanced analysis of the data based on re-
gression analysis of models of postal demand.
Better data and more advanced analysis might
allow for the evaluation of the impact of various
reform models on volumes, quality of serviceand
price.

Annex: Regression Analysis of
Efficiency, Trust, and Improving
Performance

In order to test the determinants of the postal ef-
ficiency and itsimpact on the reliability and per-
formance of postal services, weestimateasmple
linear regression mode on the efficiency index
and atwo-stage least square model for the latter,
as summarized in the following equations:
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Regressions with Efficiency as Dependent Variable

Variable Coefficient Student’'s T
Log GDP/capita 0.851 3.79
Urban population (%) 0.003 0.35
Private offices -0.003 -0.66
Literacy 0.016 1.84
Constant -7.575 -4.43

Regression with Trust as the Dependent Variable

Variable Coefficient Student’s T
Efficiency Index 0.485 511
Percent of population served 0.045 2.46
Constant -0.042 -0.02

Regression with Log Letters/Capita as the Dependent Variable

Variable Coefficient Student’s T
Log GDP/Capita 1.956 6.62
Efficiency Index 0.340 1.90
Predicted trust 0.911 0.48
Literacy -0.001 -0.09
Urban population (% of total) -0.027 -2.64
Constant -13.418 -5.51

Asfor factorsthat might lie behind the efficiency
index, regression analysis of Equation (1) sug-
gests that income levels play a dominant role.
Literacy (perhaps because of its link to the po-
tential postal market and the capacity of the postal
staff), also has a statistically significant impact
although the magnitudeisrather small. Echoing
the correlation results above, however, theresults
suggest no link between policy reform as mea-
sured by the percentage of offices that are pri-
vately staffed™? and postal efficiency.

Aswould be expected, the results from Equation
(2) suggest that trust in the postal network is
strongly correlated with postal efficiency. A 10
percent efficiency improvement isassociated with
an eight percent increase in the trust index.

The analysis of the correlates with letters per
capita as the dependent variable in Equation (6)
suggeststhat efficiency isstrongly related to this
measure of postal performance. Theresultsagain
suggest that thereis insignificant correlation be-
tween possible environmental determinants of
performance (urbanization and literacy) and the
postal performance measure. Performanceonthe
postal index does not appear to be determined by
these factors that are difficult for developing
countries to change over the short-term, then.
This suggests the potentia for reform efforts to
have an impact on performance.
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Box 1. Formulas
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(1) EFFINDEX, =a, +a,(GDP) +a,(URBPOP) +a,(PRIVAT,) +a (LI TERACY,)

(2) TRUST, =b, +b,(EFFINDEX,) + b,(POPSERVE, )

(3) LETCAPi =gl+gz(GDPi)+93(EFF|NDEX)+g4(TRUST

+g, (LITERACY, ) +g s (URBANPOP)

4
) TRUSI—predicted

Notes

! Senior Economist, the World Bank. Particular
thanks go to Christine Qiang for both comments and
for providing the regression analysis presented in
the annex.

2 L etters/capita is clearly not a directly equivaent
measure of telephones per capita—it is more of a
measure of use (equivalent, perhaps, to minutes of
call time/capita) than of infrastructure rollout. An-
other measure might be post offices/capita. However,
as post offices are public, whereas the great majority
of telephones are private, this is not a good com-
parator, either. For example, Hong Kong could prob-
ably get away with very few really large post offices
to serve the entire city, obvioudly it couldn’t do the
same with telephones. The most direct equivalent
may be home letterboxes per capita, but that does
not appear to be available in the UPU database.

% 1t should be pointed out that much of the data is
subject to significant error. For example, the UPU
collectsits data from the incumbent postal operator
and it has limited capacity to check the reliability of
thisinformation. Further, while such operators usu-
ally have an official monopoly over at least parts of
the postal delivery system, especialy in developing

predicted-

= by + b, (EFFINDEX; ) + b 5 (POPSERVE; )

countries with weak operators, much mail is deliv-
ered by unofficial operators—which is not captured
in the statistics. The trust index could reflect trust
in express or highly guaranteed mail servicesrather
than the country’s core mail service.

4 Asalfirst, very preliminary, step in overcoming the
lack of evidence regarding postal performance and
economic growth, using 1980 data to construct the
index, and data on economic growth rates over the
1980-2000 period, we can see if countries that have
apositive score on the postal index see faster subse-
guent growth. Looking at the results suggests that
there might be such arelationship. Overall, 72 per-
cent of the 79 countries suggest the correct relation-
ship (positive to positive or negative to negative)
between the postal index score and growth outcome.
Clearly, itislikely that a positive score on the postal
index correlateswith anumber of other factors (per-
haps general ingtitutional quality, for example) which
are also factors behind growth. However, the re-
sults are suggestive of therole that the postal system
may have to play in the economy and development.

5 It isimportant to remember that thisis a measure
of postal performancegiven income—if the measure
used was letter per capita, it would be strongly cor-
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related with any indicator that was also related to
income per capita (including, for example, urban-
ization). It should also be noted that letter/capita
and expenditures/letter are all arithmetically linked
by the inclusion of letter volume.

81t isworth noting that countries with urbanization
rates below 50 percent have an average postal per-
formance of 0.29—higher than those countrieswith
an urbanization rate of above 50 percent—at -0.20.
This may be an artifact of a nonlinear relationship
betweenincome and | etters per capita. Alternatively,
it may reflect a problem with the data, related to the
comparative ease of competitive service delivery in
urban settings. Developing countries with large ur-
ban popul ations are seeing agreater level of legal or
illegal competition to the incumbent, and this com-
petition is delivering letters that are not reported in
the UPU statistics.

" The weak correlation between urbanization and
receipts/expenditure suggests that it is not the case
that subsidies are going to deliver the same level of
servicein countrieswhere delivery ismore complex.

8 Thisis probably because Hong Kong is grouped in
EAP, not in the industrialized countries.

® This efficiency index has a sample mean normal-
ized to O, sample standard deviation of 1.429. It
ranges from a minimum of —1.031 (Tgjikistan) to a
maximum of 8.029 (Hong Kong, China).

10 Alex Dieke (in correspondence with the author)
notes a similar phenomenon occurred in Europe in
the 1990s, where TPG and Deutsche Post both saw
improved routing times and reduced costs and em-
ployment.

B Interestingly, it is positively correlated with the
number of staff per office. Use of another measure
of “reform”—countries with a World Bank project
listed in the Bank’s postal projects database which
began before 2000, that had a policy/regulatory re-
form component—suggeststhat project countries see

dightly above average performance on the perfor-
manceindex. However, theresultisnot statistically
significant and is based on only eight countries that
fit the criteria (Gabon, Guatemala, Guinea Bissau,
Moracco, Tanzania, Togo, and Trinidad and Tobago).

2TheWorld Bank liberalization index was not used
in regression analysis because it was created based
on asmall and unrepresentative sample.
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Chapter 4

Charles Kenny

Questioning the Monopoly-Supported
Postal USO in Developing Countries

T he monopoly-supported universal service
obligation (USO) is usually defended on
the groundsthat the monopoly allowsfor
cross-subsidy in letter services that in turn al-
lows universal access to a service of great im-
portanceto al. This paper argues that |etter de-
livery (as opposed to other services that may be
provided by post offices) is not in universal de-
mand in poor countries, that the size of the mar-
ket in developing countries is such that USOs
could not be met under the monopoly mode!, and
that the monopoly carries heavy costs for sector
development and consumer welfare. It proposes
in the place of the postal USO a competitive ap-
proach involving universal access to a range of
services that poor people have a need to access.

The Theory of the Monopoly-
supported USO

The European Union (EU) defines universal ser-
viceto post in the following terms:

“Member States shall ensure.. the perma-
nent provision of apostal service of aspeci-
fied quality at al pointsin their territory at
affordable pricesfor all users... the univer-
sal service provider(s) guarantee(s) every
working day... one ddlivery to the home or
premises of every legal or natural
person...[for] posta items up to two kilo-
grams [and] postal packages up to 10 kilo-
grams...”

Traditionaly this USO has been linked with mo-
nopoly provision of services. The theory of the
monopoly-provided USO can be summed up as
follows. Mail delivery to the home is an impor-
tant public service to which all should have ac-
cess. For many low-volume or difficult to ser-
vice users, however, the market price of mail ser-
vices would be prohibitively high. In order to
serve those customers while alowing for a fi-
nancially sustainable postal network, amonopoly
operator charges a single stamp rate for nation-
wide ddivery, with “profits’ made from the de-
livery of mail to high-volume areas and users
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(where the price of the stamp is higher than the
cost of delivery) used to support “loss-making”
delivery operations for low-volume areas and
users.

Many developing countries have adopted the
monopoly USO model for their own postal sys-
tems. They do not tend to have USOs as strin-
gent as the EU’s, while in many cases, the obli-
gation is rather imprecise or undefined, it rarely
involves home ddlivery, for example.! Nonethe-
less the general model holds that a provider will
ensure one-priceletter delivery acrossitsnational
territory, funding loss-making routes with the
revenues that it is guaranteed from a monopoly,
over delivery on profitable routes.

The model has proven itself practicable (if not
necessarily efficient) in many wealthy countries.
However, its application in devel oping countries
islikely to be inefficient, impractical, and ineg-
uitable. This paper argues that a narrow, mail-
based USO should be abandoned and the postal
sector opened to competition. In place of amail-
only USO, governments in developing countries
might decide to extend accessto abundled range
of services widely in demand by urban, rurad,
poor, and rich aike. These services might be
delivered through post office franchises.

Do We Want a USO for Letter
Delivery in Developing
Countries?

Does everyone in the devel oping world need let-
ter delivery in the same way as one might argue
the need for primary education or health care? It
is perhaps worth asking this question in the con-
text of severe resource constraints that mean the
goas of universal primary education or univer-
sal accessto basic health care arefar from being

reached. More narrowly, similar language of
universality is used in other infrastructure sec-
tors including electricity. There (too) the lan-
guage conflictswith the reality—in part because
of inefficiencies and inequities of provision, but
also because there are only so many resources,
and a great many needs for those resources to
meet.

Is there evidence that everyone in developing
countries needs (or would use) letter delivery to
anearby post office every business day or every
week? To beginto answer that questionitisworth
looking at demand for | etter servicesin poor coun-
tries. Overall demand for postal servicesisvery
closaly correlated with the size of an economy.
Smaller (poorer) economies see lower mail vol-
umes (letters per capita). Countrieswith aGDP
per capita (PPP) of below $1,000 see mail vol-
umes of below 1 per person per year—compared
with closer to 100 per person in countrieswith a
GDP per capita of above $5,000 (Table 1).

Constraints on demand due to inadequate or ab-
sent service delivery will be one factor behind
low levels of use, but by far the dominant cause
is demand related to income—as suggested by
the results of both postal reform and extending
access. Under reform, service quality improves,
and thistendsto increase use of the postal sector.
But the usage increase, while impressive, isin
the region of perhaps 100 percent, rather than
the 10,000 percent differences between low in-
come and high income country usage rates. For
example, successful postal reform in Tanzania
saw mail volumesincrease from 0.87 to 1.26 | et-
ters per capita per year during 1994-98. This
post-reform figure remains only approximately
0.17 percent of US per capita mail volumes.
There are considerable limits on the demand for
mail services in poor countries even where the
mail service provided is of areasonable quality.
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Table 1. Postal structure and development

Indicator Average for GDP Per Capita (PPP) Band

<$1,000 $1,000-$5,000 >$5,000
Letters/Capita 0.9 4.6 98.4
Totdl letter volume 10m 634m 2,468m
KM?2 per post office 4,702 1,738 458

Source: Calculated from UPU and World Bank data, 2001

Regarding extended access, there does not seem
to be a relationship between the percentage of
the population covered by postal service and let-
ter volumes per capitain developing countries—
extending network access, likeimproving network
quality, does not apparently uncover significant
unmet demand for postal services (Kenny and
Qiang, 2004).

The average consumer in poorer countries sends
perhaps one letter per year—and we know that
the great majority will neither send nor receivea
singleletter.? In particular, thereislittle demand
from businesses (which account for as much as
80 percent of letters sent [Lee, 2004]) to deliver
mail to the poorest in devel oping countries. This
is because most do not have services that re-
quire billing (telephony or electricity, asit might
be), and they are hardly an attractive target for
companies in terms of marketing purposes.

If the majority of the population never receivesa
letter in the poorest countries, and might not even
after significant postal reform, the concept of
universal serviceissomewhat nonsensical.® And
for the great majority of the over one hillion
people worldwide who live on less than a dollar
aday, itisnot clear how they would write aletter
or what they would do with one even if they got
it—they areilliterate (Kenny, 2002).

Overdl, there does not appear to be significant
demand for universal letter serviceevenif it were

to be afinancially viable option. If universality
was achieved using some sort of subsidy mecha
nism, given the direction of most mail, thiswould
condtitute a regressive intervention.  Given that
the beneficiaries would be primarily large busi-
nesses and wealthier individuals, general govern-
ment revenues would be used to support these
wedlthy few with little benefit to the poor and
illiterate.

On the other hand, post offices can deliver far
more than mail. In many developing countries,
postal payments represent over 50 percent of to-
tal postal revenues, and post offices remain the
principal point of accessto financial servicesfor
the mgjority of the working population (Walsh,
2001). Many post offices aso act as the inter-
face for government-to-citizen interaction such
aslicense payments. Adding together thisbundle
of services that post offices frequently deliver,
governments may well decide that it is vital for
the great majority or al of citizensto be able to
reach the service delivery point.

It should be noted that we are some way from the
goa of universa (or even widespread) use of a
post office. First, many peoplein poor countries
do not even live within usable distance of a post
office, asis suggested by the fact that, for coun-
trieswith aGDP per capitaof under $1,000, there
isonly one post office for each 4,700 square ki-
lometers of territory as compared to one office
per 458 square kilometers for countries with a
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GDP per capita of above $5,000. Second, it ap-
pears that only a very small percentage of that
population aready in walking distance of a post
office currently use it even in reformed devel op-
ing country markets. In Tanzania, for example,
an average of about 0.4 percent of the popula-
tion within the catchment area of a post office
visit that office each week (PWC, 2004).4

Regardless, if the goal is universal accessto a
whole range of services out of which ddivery of
letter mail isan unimportant component for most
citizens, again, astrictly postal USO makeslittle
sense. And if we are to look at the USO as a
broad commitment to support a whole range of
government-to-citizen interactions, perhapsalong
with financial and other services, the traditional
industrialized country model of financing the
USO seems inappropriate even if it were work-
able in developing countries. Can we justify a
funding mechanism that forces the urban letter-
stamp purchaser to subsidize the transactions
costsof arural applicant for acar license as part
of asystem that frequently provides substandard
letter delivery?

Could a Letter USO be Supported
in Developing Countries under
the Monopoly Model?

Even if developing countries desire amonopoly-
supported USO model, it appears unlikely to be
sustainable in many countries. This section ar-
guesthat devel oping countries, with small postal
markets, cannot benefit from significant scale
economies (which in turn drives up the per-unit
cost of letter delivery) and face far more compli-
cated environments in which to deliver mail.
These factors combined mean that even alimited
USO model supported by monopoly rightswould
be unsustainable in many low-income countries.

In order for the USO to be sustainable through
cross-subsidy from profitable routesto unprofit-
able ones, there have to be enough profitable
routes (and few enough unprofitable ones) to al-
low for universal service a a reasonable price.
The evidence suggests, however, that average per
piece costsin developing countriesare very high,
both due to scale effects but also alarge propor-
tion of expensdve-to-servicerurd customers. This
suggests that there is not the amount of profit-
able service at an acceptable price to support the
letter USO.

By and large (and with obvious exceptions such
as China and India), absolute mail volumes in
poorer countries are very small. Total mail vol-
umesin countries under $1,000 GDP per capita
average 10 million pieces, compared to 2.5 hil-
lion piecesin countries with aGDP per capita of
over $5,000 (Table 1).

This is a problem because it is clear that there
arefixed-costs associated with mail systemsthat
make low-volume environments high-cost ones
aswell. Scale economies, dueto factors such as
automated processing and (more significantly)
scale effects in delivery, will be one factor be-
hind a relationship between total mail volumes
and lettersdelivered per employee. Countriesthat
see delivery of fewer than one million letters a
year deliver on average below 4,000 |etters per
employee per year (such countries include Cape
Verde, with just over 939,000 letters delivered
by a staff of 3,947). This compares to over
60,000 per employeein countrieswhere over 100
million letters are delivered ayear (South Africa
delivers nearly 2 hillion letters using a staff of
74,000, for example). Thisisa15-fold produc-
tivity difference (Table 2).

We can seetheimpact of scale economieshby |ook-
ing at estimates based on the United States Postal
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Table 1. Cross-country evidence of scale economiesin posts

Averagefor Total LettersDelivered Band
<1,000,000 1,000,000 — > 100,000,000
100,000,000
Letters’'Employee 3,587 20,693 59,739

Source: Calculated from UPU and World Bank data, 2001

Service (USPS) on the costs of a US-style ser-
vice in lower volume environments with lower
input costs. The USPS will differ dramatically
in terms of automation, route topography, mix of
mail, efficiency, and the nature of its customer
base—and so the model is only an approxima:
tion (made less accurate by a weak proxy for
input costs—that of GDP per capita). While
Cohen et. d. show that it functions reasonably
well in estimating features of rich country postal
operations, itisvery likely that the adjusted model
will become increasingly inaccurate as a guide
when looking at low-income postal markets
(Cohen et. a. 2003a).

It is aso worth noting that UPU data suggests a
fairly weak relationship between GDP per capita
and total costs per letter (Kenny and Qiang,
2003). Thisis somewhat surprising given evi-
dence that poor countriesin general seelow vol-
umes and so will benefit less from economies of
scale. The result will be due at least in part to
thefactsthat labor costs are lower in developing
countries and that most devel oping countries of -
fer alower quality, extent, and scope of services
(not delivery to the door, not six days aweek, not
fast and reliable, and absent ancillary services
such as pension payments).

With those caveats, Figure 1 shows what the
Cohen study and World Bank data suggests the
cost of delivering a letter under United States
USO standards would bein countrieswith lower
mail volumes. Asthe number of piecesper capita

Figure 1. Estimated relationship
between costsper letter and volumes
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drop below 100 per year, costs rise dramatically
above 50 cents per piece.® Thismay help to ex-
plain why the United States only mandated uni-
versal home delivery in 1958, when letter vol-
umes were above 300 per person per year
(Campbell, 2004).

Table 3 suggests the breakdown of costs of US-
quality ddlivery per piece of mail in a system of
universal service in an economy where postal
volumes per capitawerelow, based on datafrom
the Cohen et. al. study and the World Bank. As
seen, delivery would be expensive—over $0.76
per letter in a country with mail volumes of 10
per capita. Even without delivery to the door,
the costsare high—over $0.60 per |etter.® Again,
thisdataonly suggests orders of magnitude, asit
is based on United States' postal data adjusting
for input costs—and the USPSisan operation in
avery different (broadly more positive) environ-
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Table 3. Estimated cost
breakdown of USO services
in low-volume environments

Cost of Mail/Piece ($)

Pieces/Capita
10 5 1
Mail processing 0.06 0.07 0.16
Transportation 0.02 0.03 0.07
Window service 0.08 0.13 0.34
Delivery 0.76 1.19 3.06
Other 0.44 0.69 177
Total 1.36 211 5.40

ment from most developing countries. Nonethe-
less, the point isclear that |etter delivery becomes
considerably more expensive in low-volume en-
vironments, not merely because of rising costs of
home delivery, but aso because the other fixed
costs of the network are divided up amongst far
fewer stamp purchases.

Theredlity for agreat magjority of poor countries
isthat total mail volumeswill be small enoughto
suggest severe scale diseconomies—mail deliv-
ery will be comparatively very expensiveto pro-
videto al, let alone the difficult-to-serve.

Making this problem more acute is the fact that
afar greater percentage of people in developing
countriesaredifficult-to-serverural customers—
69 percent in low income countries (World Bank,
2002). Income density—an important measure
of “demand for postal services per square kilo-
meter"—isfar lower in developing countriesthan
rich ones—$39,000 per square kilometer in sub-
Saharan Africaas compared to $658,000in high
income countries, for example (Kenny, 2002).
Both of these factors suggest that even less strin-
gent USO may cost more to meet in poor coun-
tries than they would in rich ones.

Thereissignificant variation in al of these num-
bers—some postal operations are more efficient

than others, and deliver more mail at the same
level of GDP than others. It seems clear that
postd performance (intermsof |etters per capita)
is correlated with greater operational efficiency
(measured by letters per staff, for example) and
trust in the postal network (itself reflecting qual-
ity of service) (Kenny and Qiang, 2003). At the
same time, some devel oping countries have very
large, very dense postal markets where delivery
is far more straightforward. Nonetheless, the
point remainsthat, in most cases, evenlessstrin-
gent USOs would be more expensive per letter
than similar obligations in the devel oped world.

At the same time, the profitable market that
might provide cross-subsidy is far smaller, be-
cause of the lower level of urban development
and large corporate customers. Even in some
of the richer, most population-dense, urbanized
devel oping countries about 90 percent of routes
areloss-making.” Thissituation would be worse
in countrieswhere only 31 percent of the popu-
lation were urban (the case in low income coun-
tries). The cost and complexity of service de-
livery, especially in small markets, will help
account for the fact that post offices frequently
make significant lossesin the devel oping world.
Forty-five percent of countries with GDP per
capitaunder $5,000 see revenues bel ow operat-
ing expenses (et alone total costs).®

Putting revenues and indicators of coststogether
suggests the scale of the problem. Low income
countrieswill averagetotal postal volumes|ower
than 10 million piecesayear. Imagineanational
stamp price of $0.12.° National stamp revenues
will bring in perhaps $1 million per year. Thisto
support delivery to a population that is 69 per-
cent rural and on average receives less than one
piece of mail per yesr.
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The price of delivery and the related costs of
USOs can be significantly reduced from the hy-
pothetical levels of Table 3, if the USO isreal-
istically defined. Inthe United States, mail that
isnondelivered (i.e., ispicked up at post offices)
accounts for 21 percent of volume and 67 per-
cent of profits. InItaly, similar numbers are 14
and 42 percent. In other words, avoiding home-
delivery dramatically reduces costsevenin high-
density environments such asin the United States
(Cohenet. al. 20034). Abandoning home deliv-
ery for a post office box system (the de jure
case in many devel oping countries, the de facto
case in the majority) will greatly reduce costs.
This has been done in Senegal, for example,
where home delivery carries an extra charge.

Asymmetric charging can also help raise rev-
enues for rural access. Historicaly, differen-
tial charges applied in nondevel oped markets—
with the postal servicein 17" century England
charging four times as much to deliver a letter
from London to Scotland than within London
(Odgilvie, 1893).1° Furthermore, “universal ser-
vice’ does not have to mean uniform service.
In Tanzania, the quality of service is lower in
rural areas, with service only provided to post
offices, and at D+4 rather than D+1. Again, in
CostaRica, thetarget isD+2 for urban and D+4
for rural.

Nonetheless, even differential service targets—
as part of the USO—are unlikely to reduce costs
to allow for asustainable universal service, to be
provided at areasonable stamp price, on the back
of the few profitable urban routesin low income
countries. And so monopoly provision, even if
efficiently run, would not garner the profitslarge
enough to come close to true universal service
provision.

Against the Legal Monopoly

The two arguments for monopoly provision in
the postal sector arefirgt, that the sector isanatu-
ral monopoly and second, that the monopoly a-
lows for cross-subsidy of services and so meet-
ing USO targets.

Thefirst argument is not a good argument, even
intheory, for enforcing ade jure monopoly. There
are some reasons to believe that mail delivery
servicesmay be* natural monopolies’. Mail de-
livery involvesanetwork, and network externali-
ties suggest that one big network serving agiven
areawill, other things being equal, be more effi-
cient than many overlapping networks providing
the same service. In other words, if you leave a
competitive postal market alone, it is likely that
one competitor will eventually win out to control
all, or nearly dl, of the market.'* But thisisno
judtification for legally enforcing that market from
the start. Quite the opposite. It is areason to
regulate the market so that a monopolist cannot
take advantage of its position to squash competi-
tion and over-charge consumers for services.

Furthermore, the “natural monopoly” character-
istic of posts, especialy in developing countries,
may be oversold. We don't need to go too far
from basic poststo seethat competition can work
even in “networked postal” industries in devel-
oping countries—DHL, FedEx, and UPS dem-
onstrate that competition can flourish where ob-
ligationsarefew and prices can reflect costs. And
in adevel oping country environment where total
postal volumes are frequently too small to gar-
ner significant scale economies, the disadvantages
of market fragmentation are reduced. Some evi-
dence for thisis that in many developing coun-
tries, a number of large postal users legally or
illegally bypassposta incumbentsto providetheir
own services (in Jordan, legal competitive op-
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erators provide services to deliver bills despite
serious handicapping, for example).1?

The widespread bypassing of incumbent postal
providers in developing countries suggests that,
whatever theoretical advantagesto scale, thein-
efficiency of monopoly government provison fre-
quently outweighs them. Monopolies are likely
to be less efficient and less innovative than com-
petitive environments because the usua incen-
tiveto innovation and efficiency (the fear of los-
ing customers to the competition) is not there.
When the monopoly in question is operated by
the government, the “theoretical” problem be-
comes even more acute. There is not even the
incentive to maximize the quality and efficiency
of services at a given cost in order to maximize
(revenues and) profits. Inan environment where
the government monopoly service provider pro-
vides an inefficient, poor quality service, any
“natural monopoly” advantages it should theo-
retically enjoy are frequently outweighed by the
fact that post offices have not been run on sound
business practices.

Not only are staffing level s frequently very high,
but pricing structures suggest that the post office
may even be losing money delivering to what
should be their more profitable urban and corpo-
rate customers. A monopoly will only produce
revenues to fund the obligation if prices, some-
where, are higher than costs. Given under-pric-
ing and inefficiency of many government-con-
trolled postal monopolies, this may be a ques-
tionable assumption. Furthermore, service stan-
dardsremain low—as suggested by the low level
of trust in many postal operators. In responseto
the question “do you trust your country’s postal
system sufficiently to have a friend mail a small
package worth $100 to you?’ the average survey
respondent in Nigeria scored the post office 1.7
on ascae of one (no trust a all) to seven (com-
plete trust) (Kirkman et. a. 2002).

In these cases, not only isan enforced monopoly
failing to deliver on the promises of the USO,
but by stifling competition, it is forcing people
who use the post to use an inefficient and unre-
liable service provider. For little or no benefit
to the rura poor, the monopoly penalizes the
corporate and urban user.

The practical example of the benefits of com-
petition over monopoly in a poor developing
country is Tanzania, where during a process of
liberalization, total mail volumeincreased from
0.87 letterd/capitalyear to 1.26 between 1994
and 1998 as we have seen, whilethe postal com-
pany moved from lossto profit, and the number
of post officesincreased (UPU and WB 2001).
Prices did rise closer to costs, but consumers
were clearly willing to pay higher prices for a
higher quality of services.

The second argument for monopoly isthat if it
were removed in a system of one-price national
mail delivery, competitors unburdened by aUSO
would serve those routes that cost less to ser-
vice than the price of a stamp. Once competi-
tors had “ skimmed the cream” from these routes,
the USO provider would be left serving only (or
mainly) routesthat were unprofitable at the cur-
rent stamp price, leading to significant losses.

The cross-subsidy under monopoly model is a
terribly inefficient way to support access tar-
gets, however. The small number of large ur-
ban customers posting mail in urban areas will
haveto be heavily taxed (by paying stamp prices
far above the cost to deliver their mail) to meet
the service requirements of the mgjority of ru-
ral users. And theory suggests it is the worst
type of tax, in that its very specific—operating
on mail services only (theory suggest broad
taxes—Ilike the income tax—are more efficient
because they distort the market less). Heavily
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taxing the large urban customer a so encourages
substitution, which depresses the volume of the
very traffic used to fund the USO. Furthermore,
the sector looses the benefit of competition
(greater efficiency, more innovation) in amar-
ket that accounts for some major part of the
traffic.

Themonopoly isalso asuboptimal way of “com-
pensating” the operator because there is no nec-
essary connection with the cost of providing
the USO. In rich countries, the value of the
monopoly will be too much—in (rural, low
population-density) New Zealand for example,
the incumbent is providing USO services with-
out monopoly and at no additional cost to the
government. As we have seen, in poor coun-
tries, any potential profits from a monopoly on
urban routesislikely to be far too little to meet
any meaningful definition of universal service.
A link between the value of the monopoly and
the cost of universal service can be made in
countries where the monopoly is “worth too
much” through regulation of pricing for mo-
nopoly services. However, in countrieswith few
profitableroutes, it isdoubtful that the monopoly
profit-maximizing price structure would gener-
ate sufficient revenues to fund the USO, ren-
dering pricing regulation irrelevant to meet this
goa.r® The justification for the monopoly is
not practicable, the results of the monopoly are
poor-quality services and low use.'*

It should be noted that the monopoly USO model
can work. Trinidad and Tobago has increased
household delivery to approximately 95 percent
of population under the model, for example, as
part of a broader reform effort that saw postal
volumes and revenues approximately double,
and quality of service and consumer satisfac-
tion increase.’® But even in a wealthier devel-
oping country, where the postal monopoaly is

delivering acomparatively efficient cost-related
service and where the monopoly-funding-USO
model may plausibly raise sufficient funds to
support rural access, it is still far from the best
way of extending access.

A New Model

At the moment in many countries the “postal
sector” is seen as coterminous with the post of -
fice. It may be more constructiveto view letter
and parcel delivery asthe* postal sector”. Some
proportion of letters and parcels in developing
countriesare delivered viathe post office, which
isone service provider in the postal sector. The
post office frequently also provides servicesin
other sectors, including the financial and gov-
ernment services sectors.

It is important to make these distinctions be-
cause postal policy and regulation should be
primarily involved with improving the perfor-
mance of the postal sector, not the post office.
Conversely, the post office frequently hasroles
in other sectors—it may be a vehicle for the
delivery of arange of government services, for
example. Ensuring the effective delivery of this
wider range of servicesis the concern of many
parts of government—thefinancial regulator for
banking services, for example, or the transport
department if the post office isinvolved in ve-
hicle license issuance and delivery. Suggesting
that postal policy and regulation should be about
improved postal sector performance, and under-
standing that the post office’s current and po-
tential role spans many sectors, may help to
clarify therolesand objectivesfor different parts
of government and for the post office itself, a-
lowing for anew model of both postal and gov-
ernment services delivery.
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Whatever is decided about the services provided
to every citizen, in the poorest countries the mo-
nopoly-supported USO for |etter delivery islikely
to be unworkable and damaging to consumers of
postal services. The first two steps on a path to
postal sector reform should be to abandon the
monopoly and serioudy recongder the postal USO.

What would be a sustainable model to replace
the monopoly, postal specific USO? There is
some evidence in developing countries that in-
creased private sector involvement in the incum-
bent as part of a broader process of reform cov-
ering issues such as staffing, tariffs, competition,
and regulation may be of help. There should be
no monopoly for any provision of postal services.
However, either general competition laws or
postal-specific regulatory instruments should
ensurefair competition through (for example) the
enforcement of termination agreements. Build-
ing such capacity should be an early element of
the reform process. Regulation of financial and
other services provided would, naturaly, fall un-
der the purview of the suitable sector regulator.

Looking at universal service requirements, using
taxes on operators may not be plausible in the
poorest countries—there aren’t likely to be
enough postal and logistics profitsto tax to meet
the costs of universal service schemes'*—but it
may be a second-best solution for upper middle-
income countries like Trinidad and Tobago, as-
suming it does not discriminate against certain
types of operators. But the issue of “universa
service” is one that should be tackled—in a
broader context than the postal sector alone—
and should amost certainly involve subsidies
based on a broader tax-base.

In many countries, the most important socia func-
tion of the post office is not as a letter delivery
mechanism, but in delivery of pensions, finan-

cia services, or other activities. Under thosecir-
cumstances, what users most want is “universal
access’ to those services, not necessarily to let-
ter delivery. At the same time, there are clear
economies of scope in siting services together in
one location.

Governments provide or support a number of
services that do, or it is felt should, reach the
great majority of citizens—from primary educa-
tion and basic health care to access to polling
places, registrations, and (perhaps) postal ser-
vices. Some of these services can be provided
“stand-alone,” otherswould benefit significantly
from economies of scope. A first step towardsa
coherent “universal service’ strategy would be
to decide on alist of services that governments
believe should, and feasibly can, be provided to
the great majority of citizenry and then look for
opportunitiesto “bundle’ those services.

“Bundling” is the idea behind postal financia
services, the telecenter, and a number of other
institutions with a mixed track record. Thisis
perhaps not the fault of the concept, but of its
implementati on—perhaps the wrong provider or
thewrong services provided. Thesefailuressug-
gest the importance of a community-driven exer-
cise in choosing services and an entrepreneurial
(sustainable) model for providing them.

How would we get from here to there? A five-
step program might be:

(@) Abandonthemonopoly. It doesn’t help, and
itisn't enforced.

(b) Carry out basic management and financial
reform of the post office—restaffing, aman-
agement contract, returning to financial sta-
bility and setting up transparent accounting
systems. At the sametime, reform and sepa-
rate the postal financia system.
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(c) Ensurethepossibility of fair competitionin
mail delivery as part of apostal policy and
legal reform process This may be possible
by applying existing competition law and
enforcement to postal operators or may re-
quire specific regulatory institutional struc-
tures to oversee the postal sector.t’

(d) Develop a method to greatly increase pri-
vate sector involvement in both the retail
and delivery portions of current postal op-
erations—perhapsincluding retail franchis-
ing, and sale of the public operator’s net-
work delivery functions.

() Aspart of aparticipatory process, agreethe
scope of bundled “universal” servicesto be
offered by postal retail outlets (starting at a
level that is minimal, implementable and
sustainable), the number and approximate
geographic location of the outlets needed to
meet USO goals, and amethod to select the
delivery mechanism(s) for these services.

One possible model that would require consider-
able development to be an implementable, prac-
tical solution might involve asystem wherethere
is a private franchise operated by alocd entre-
preneur that provides communications and ser-
vices in every town or village with more than a
minimum sustainable number of people. Services
may include basic finance, post office boxes (for
those that want them) and postal collection, li-
censes, registrations and pensions. The govern-
ment, as part of a participatory process, would
Set certain minimum services and standards that
must be provided by the franchise. In addition,
the franchisee would provide any other services
it chose. The franchises (one per town or vil-
lage) are auctioned to the highest bidder or, if no
one will pay, asubsidy auction is used.

Most services gpart from government-to-citizen
business are offered at prices that reflect costs.
These prices would be regulated if the service
provided isan effectivemonopoly. A privatecom-
pany provides (comparatively infrequent, regu-
lar, sustainable) physical collection and delivery
to thefranchises, picking up mail from aset num-
ber of interconnection points. This company is
also selected competitively, and it recelvesaregu-
lated (cost-based) amount per item delivered to
or taken from the franchise plus (if required) an
up-front subsidy. The company and franchises
would haveto provideletter ddlivery between post
franchises at one price nationwide. The com-
pany isfreeto provide other postal services, but
has no monopoly on service delivery.

Again, it isimportant to make the point that this
paper has been based largely on generalities and
averages. There will be developing countries
where amonopoly-enforced cross-subsidy model
is providing services of value to the rura poor
and where they are doing so at some reasonable
leve of efficiency. Evenif they may benefit from
reform, thetransition involved for such caseswill
have to be carefully designed to ensure the con-
tinuation of services. Furthermore, the record to
date of reformis patchy, suggesting we have more
to learn about how to operationalize the competi-
tive modd.

Nonetheless, it islikely that moving from an un-
workable monopoly model designed to deliver a
servicein low demand, to afunctioning competi-
tive model that delivers a range of services that
poor peoplefind important and that might have a
dramatic impact on quality of life, at littlecost in
many devel oping countries. Even taking just the
first steps of abandoning the monopoly postal
USO would be significant progress.
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Asafina note, it should be pointed out that aban-
doning aletter-post USO would pose achallenge
for countriesintheir relationswiththe UPU. The
UPU Letter Manual states that “...in order to
support the concept of the single postal terri-
tory of the Union, member countries shall en-
sure that all users/customers enjoy the right to
a universal postal service involving the perma-
nent provision of quality basic postal services
at all points in their territory, at affordable
prices.” (UPU, 2001). Perhapsit isfair to say
that this obligation was only introduced in the
1990s and has since been met more in the spirit
than in the letter in many developing countries.

Notes

1 Even within the EU there remain questions as to
the nature of the USO—does it demand a uniform
tariff, for example?

2 At least not through the network captured by Uni-
versal Postal Union (UPU) statistics.

% Regarding home delivery, many (most) poor and
rural people do not live in households with arecog-
nized address, so they could not receive mail if it
were being delivered.

41n Malawi, the figureis closer to 0.2 percent.

5 Cohen €t. a. Provide data on prices for US quality
USO at United States' input costs for various levels
of letter per capita To adjust (at a high level of
approximation) for differing input costs (primarily
labor), the author used aregression of GDP PPP per
capita on letters/capita to obtain estimates for GDP
per capita at various levels of letters/capita. | then
multiplied the" unadjusted” Cohen estimatesby (pre-
dicted GDP)/(United States GDP) in order to get
output cost estimates adjusted for input costs.

"The procedureto adjust the Cohen et., a. estimates
was similar to the above except that GDP per capita
at a given level of letters per capita was calculated
from a regression of GDP on letters per capita for
countries with letters/capita values within 50 per-
cent of thoselisted inthetable (0.5to 1.5 letters, 2.5
to 7.5 letters and 5 to 15 letters per capita respec-
tively).

" Traffic is measured by revenues, inthiscase. Brit-
ish Postal Consultancy Service (2002)

8 Raising pricesto thelevels suggested by the Cohen
et. a. (2003a) study would be an unworkable solu-
tion—this would doubtless reduce demand in favor
of alternate providers, thereby further raising per-
unit costs.

® Trinidad and Tobago’s price after rate increases.

10 The United States only introduced one-price de-
livery in 1885 (Campbell, 2004). It isworth noting
that in both the United Kingdom and the United
States, the postal monopoly far pre-dates one-price
delivery and universal service obligations, suggest-
ing that the justificatory link between the three de-
veloped ex-post.

1 This appears to be the case in a number of devel-
oped markets where competition has been intro-
duced—for example, New Zealand and Sweden.

12 Chapter 5 notes that many developing countries
with weak or non-existent regul atory structuresnone-
theless see more competition than developed coun-
tries with aggressively pro-competitive regulators
such asthe United Kingdom (where Royal Mail still
hasa99.75 percent market share). It should be noted
that the presence of de facto competition, almost cer-
tainly based on quality rather than price, suggests
that an incumbent that improved the quality of ser-
vicedelivery in responseto dejure competition might
actually see a growing market share even if it were
toraiseits prices.
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18 Furthermore, such efforts appear fraught with com-
putational difficultiesin practiceand requirefar more
market intelligence than most developing country
regulators (where there are such regul ators) possess
(see Chapter 5)

14 Again, the history of the British postal network
may provide a suggestive example here—enforce-
ment of the postal monopoly by Charles| was one of
many grievances of Parliament that led to the En-
glish Civil War (Ogilvie, 1893). In 16" century Brit-
ain, the monopoly was used to “farm” profits,
whereas today in many developing countries it has
some role as a source of government employment.
In both cases, however, it islikely that the disadvan-
tage to the consumer is greater than the advantage
to the monopoly beneficiary.

15 Walsh, 2001 and comments by Juan lanni. From
1999 to 2003 delivery times fell from one week to
nearly all mail by D+2, volumes rose 133 percent,
revenues 75 percent, and a consumer satisfaction
index went from 50 percent to approximately 85
percent.

16 Taking China as an example, a 2 percent tax on
the air express market would raise perhaps $30 mil-
lion while costs of the USO can be conservatively
estimated at $340 million (Chapter 5).

17 Given that there appears to be de facto competi-
tion for postal services in many developing coun-
tries already, despite the hurdles presented by a de
jure monopoly, the need for considerable regulatory
capacity may be limited.
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Chapter 5

Boutheina Guermaazi
Isabelle Segni

Postal Policy and Regulatory
Reform in Developing Countries

eveloping and transition countries can
D not afford to ignore the competitive pres
sures that are transforming the postal
sector. Rather than taking an ad hoc approach to
postal sector reform, developing countries need
toimplement aclear policy agendathat embraces
liberalization and responds to customers needs
for improved service. Any policy reform strat-
egy will haveto address the complex question of
universal service. This paper demonstrates that
theregulatory approach to universal serviceused
in devel oped countriesisill-suited to the low-vol-
ume, low-demand environment of developing
countries.

A more redistic approach, based on universal
accessrather than universal service, echoessimi-
lar developments in telecommunications policy
and is warranted in a developing country con-
text. Once the decision has been made to estab-
lish apro-competitive, liberalized postal regime,
it is essentia for developing countries to put in
place market-oriented regulatory rules, processes,
and ingtitutions by which the economic behavior

of postal players (including the universal service
provider), is to be regulated. While there is no
single recipe for regulatory reform, this paper
presentsthe argument that valuablelessons could
be derived from the regulatory experience of de-
veloped countries in the postal sector as well as
from the experience of other network industries,
notably telecommunications. Theselessonsneed
to be further tailored to better suit the peculiari-
tiesof developing countries’ low-volume, limited
demand, and constrained finances of the postal
environment.

Towards a Clear Policy Agenda
for Postal Sector Reform

In most devel oping countries postal reformshave
not been implemented in the context of a clear
postal sector policy. Often decisions to reorga
nizethe postal market and the incumbent are hast-
ily taken to accommodate the timetable of the
telecommunication reform or to solve, momen-
tarily, afinancial crisis experienced by the postal
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incumbent. Governments rarely proactively de-
velop along-term postal sector strategy, or think
through the design of an effective regulatory
framework to achieve the postal sector’s reform
objectives. Formulating a clear policy agenda
for postal sector reform is a critical task for
policymakers in developing countries. This pa-
per identifiestwo elementsfor sustainable policy
reform in developing countries. First, the need
to alignthelegal and regulatory framework with
market redlities, developing countries can no
longer ignore the phenomenon of de facto com-
petition. Second, developing countries need to
revisit their approach to universal serviceto make
it better suited to their postal market conditions.

Liberalizing the Market: From
de facto to de jure Competition

The past decade haswitnessed afundamental shift
inpublic policiesfor network utilitiesfrom along-
standing natural monopoly approach towards a
new paradigm embracing liberdization, open mar-
kets, and the dismantling of public monopolies.
Eperience has demonstrated that consumers have
benefited from open competition through improved
service performance, lower prices, and expanded
end-user choices—benefits not otherwise secured
under a monopoly environment.! However, this
sweeping paradigm shift has not effected all utili-
ties equaly. Posta services have lagged behind
other utilities in responding to this evolution in
economic thinking. In most countries the postal
sector continuesto rely on government ownership
and reserved areas designed to promote socialy
equitable access. The vestiges of the monopoly
survived even in countries that opted for liberal-
ization as a method of sector reform. Unlike lib-
eralization in other utility sectors, postal sector
policymakers in developed countries are continu-
oudy atempting to compromise between the ob-

jectives of introducing competition and disman-
tling barriers to entry, and ensuring the financial
stability of traditional monopolies entrusted with
universal service mandate. In most cases, this
complex compromise has resulted in a market
structure that is prone to distortions.

In developing countries, liberalization of the
postal delivery service has not followed a pre-
defined, well-conceived policy reform agenda.
Rather, it is developed as an ad hoc reaction to
respond to the high cost and poor performance
of the public postal operator. Unsatisfied demand
hasdriven an unofficia liberalization processand
growing de facto competition defying the mo-
nopoly. In Latin America, incumbent postal op-
erators have as little as 20 percent of the tradi-
tional mail market due to their inefficiency and
ongoing failure to satisfy customer demands. In
other marketsthereis evidence of other forms of
substitution to ensure that mail services are pro-
vided. Many utility companies have their own
mail distribution systemsand smaller companies
have dedicated mail messengers to ensure mail
ddivery. Such dternative delivery mechanisms
show that if customers do not believe in the gov-
ernment operated postal system, they will find
ways to ensure their mail is delivered. (Seedso
Chapter 3: Questioning the Monopoly-Supported
Postal USO in Developing Countries)

Given the failure of the public operator to pro-
vide a better and more reliable postal service—
and theincreased customer pressurefor such ser-
vice—developing countries can ill-afford to ig-
nore competitive pressures that are already in-
formally transforming the market. A clear policy
agenda responding to customer needs should be
articulated and implemented. New postal laws
reflecting market liberalization strategies are the
next major milestone in developing countries
sector policy reform.

43



THE POSTAL SECTOR IN DEVELOPING AND TRANSITION COUNTRIES

From Universal Service to
Universal Access

Defined as “ an obligation to provide a ubiqui-
tous service at a uniform price at a reasonably
uniform standard of quality,” and long consid-
ered a cornerstone for the postal sector, the con-
cept of universal service has recently come un-
der intense pressure. Its relevance as a sustain-
able public policy goal is aso being questioned.

In a low-volume, low-demand environment the
traditional monopoly-supported universal ser-
vice—as experienced in high mail-volumeindus-
trialized countries—is of limited relevance (for a
detailed economic analysis, see” Questioning the
Monopoly” ). The USP can be compensated for
the burden of universal service obligations (USO)
through different schemes. The most frequently
used scheme is that of the reserved area from
which revenues are generated to cover the cost of
USO. Another scheme is a universa fund in
which all sector operators contribute — usually
through license fees — to support the universal
sarvice? Lagtly, direct and indirect subsidies®
allow the USP to receive compensation for the
extra costs related to USO. However, dl these
schemes have shortcomings:

(@ Inan environment with an average of less
than oneletter item per capita, per year, rev-
enues coming from a letter monopoly are
unlikely to cover the costs associated with
USOs (particularly the fixed-costs of post
officesthroughout the national territory, and
over-staffing with civil servants).* Equdly,
it isunlikely that taxing private posta op-
erators at an acceptable level will raise
enough resources to cover the USO costs.®
In addition, regulators do not have access
to sufficient information to define afair li-

(b)

(©

(d)

censing fee structure that is based on clear
economic analysis, or to assessthereal cost
associated with the USO.

Both the monopoly and the license fee
schemes create potential impediments to
sector development: monopolies lack com-
petitive pressures to improve the
incumbent’ s performance, while high taxes
can deter efficient private operators from
entering the market, hence, potentially lead-
ing to unmet demand.

Furthermore, in developing countries, the
monopoly approach is a major burden for
the government. The public postal opera-
tor often represents asignificant fiscal bur-
den on the state budget. Forty-five percent
of countries with GDP per capita under
$5,000 have postal revenues below operat-
ing expenses (let alonetotal costs). Almost
three-quarters of African public postal op-
erators reported a negative net result, and
thisfigure could well be under-estimated due
to unreliable accounting data reported by
operators.® In some countries, the magni-
tude of cumulated losses (up to 2 percent of
GDP in one case) is such that governments
are unable to find politically and fiscally
acceptable schemes to bail out the public
postal operator.

The obligation to provide universal service
amountsto providing often excessive cross-
subsides between high-cost and low-cost
routes and subsidies from the state budget.
Subsidy schemes might not be sustainable.
In a competitive environment subsidies
(whether direct or indirect) risk a lack of
transparency (in the absence of cost ac-
counting system) and can jeopardize the
level-playing-field between competitors.
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(¢ Findly, universal service in developing
countriesis no more than a“legal fiction”.
Although the network of post offices often
offers the largest outreach to rura aress,
there is no real “universal access’ level.’
Ddlivery is infrequent, mail service is not
secured nor isit reliable, and there is only
limited home delivery due to the absence of
addressing systems.

This discussion shows that the traditiona ap-
proach is not suitable for developing countries.
Instead of focusing on an ill-defined, all-encom-
passing universal servicethat isnot justified eco-
nomically and is beyond the reach of developing
countries, governments are better off rethinking
the notion of universal service concept. An evo-
[ution is needed from a static idealistic universal
service to dynamic and realistic universal access
schemes. This proposd is far from revolution-
ary inthe context of utility networks. Inthetele-
communications sector for instance, many devel-
oping countries have reached the conclusion that
in their environment the Western concept of uni-
versal serviceisunredlistic. Instead, developing
countries havetheir own version of universal ser-
vice, wherein public access to telecommunica
tions services is at an acceptable distance from
people's homes. The mechanisms chosen to
achieve universal access cover arange of policy
options. Examplesinclude: pay phones, public
call offices, and community telecenters.

Given the peculiarities of the postal sector and
the legacy of universal service, policy reformis
needed to rethink the extent and form of a postal
universal service policy, and defineinnovativeand
sustainable funding mechanisms to reduce the
fiscal drain on governments. Formulating inno-
vative access schemes and their implementation
isby far the most important policy challengeina
liberalized framework. Smart subsidiescombined

with innovative interconnection schemes could
enhance the provision of universa servicein re-
mote areas, at lower cost. In addition,
policymakers should take into consideration the
current trend to bundle avariety of services dis-
tributed through the postal network (government,
financial, communication, see “ Reinventing the
Post Office” ).

Towards an Effective Postal
Regulatory Framework

Once the decision is made to establish aliberal -
ized postal regime, it is essential that developing
countries put in place aregulatory framework to
ensure a smooth transition from a monopoly-re-
gimeto amarket-based regimefor postal service
delivery. Market-oriented regulatory rules, pro-
cesses, and ingtitutions by which the economic
behavior of postal players (including the USP) is
to be monitored are key to securing the
sustainability of the reform.

Similar to other networked industries, regulation
in the postal sector may be needed to ensure vi-
able competition (starting with aligning the legal
and regulatory framework to the actua level of
sector competition), correct market failures, and
protect both consumers’ and investors' interests.
In aperfect competitive scenario these goa scould
be reached by unleashing market forces. How-
ever, in the context of developing countries a
purely laissez-faire approach—subject only to
general competition law—may not be adequate
to protect public interest, at least immediately
given the lack of strong antitrust and competi-
tion law tradition. Industry specific regulation
may be required.

Whilethereis no single recipe for regulatory re-
form, this paper presents the argument that les-
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sons could be derived from the regulatory expe-
rience of developed countries, in particular the
European Union’s (EU) approach, in the postal
sector as well as from the accumulated experi-
enceof other network industries, notably telecom-
munications.

International Postal Regulation
Experiences

Worldwide, postal experience suggeststhat com-
petitive pressure has resulted (in most cases) in
improved service performance, increased end-
user choices, lowered prices, and increased com-
petitiveness of the business sector which relies
on postal services as an input for transporting
and delivering letters (bills, invoices, statements
issued by the public or the private sectors) and
physical goods (parcels, packages, usually
shipped by the private sector).

Countries have adopted different regulatory ap-
proaches and policies to ensure viable competi-
tionin their postal sector. In rare cases (notably
inNew Zealand) full unrestricted competition has
beenintroduced in al segments of the market with
the aim to maximize the benefits of competition
in the market.2 New Zealand embraced a light-
handed approach to regulation and let market
forces set the final rules-of-the-game, subject to
antitrust laws and enforcement of competition to
prevent anticompetitive practices of dominant
firms. Inthemajority of casesincluding Austra-
lia, Canada, the United Kingdom, and the United
States policymakers preserved monopoly status
for their incumbent postal operators for specifi-
cally defined servicesin order to fulfill their uni-
versa service mandate. In these cases a differ-
ent regulatory approach has prevailed based on
the need for oversight of rates and services and
for safeguards against cross subsidies.

Paradoxically, even in developed countries that
haveintroduced full liberalization, thehistorica
postal operator still maintains market shares
above 90 percent; either because of regulatory
barriersto entry (in theform of excessivelicense
conditions, for example, Sweden)® or what can
be seen as the natura monopoly dimension of
postal services (New Zealand).'® Some countries
have established a strong regulator in charge of
implementing an aggressive liberalization strat-
egy, yet the historical operator maintainsastrong
dominant position as well (United Kingdom).

The European Commission’s
Approach to Phased
Liberalization

The EU has followed a systematic and consen-
sus-building approach to reform the postal inter-
nal market. Intheearly 1990sit began by defin-
ing aregulatory framework that according to Mr.
Frits Bolkestein, the European Commissioner in
charge of the Interna Market, would “ ...give
user sthe benefit of competition while maintain-
ing the availability of affordable servicestoall.”

A key issue tackled by the 1997 and 2002 postal
directiveswasto introduce a distinction between
universal and nonuniversal services.
Nonuniversal servicescannot bereserved and are
thus open to competition. For universal services
the directives set out a set of maximum reserved
areas (Table 1). The EU plansfor full liberaliza-
tion of the postal market in 2009 although thisis
unlikely to be confirmed before 2006.

TheDirectivesalso established minimum require-
ments for universal service which include all
postal items to 2Kg, domestic parcels to 10Kg
and incoming international parcels to 20Kg. It
goesonto specify collectionsand deliveries must
be carried out five days per week (Monday to
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Tablel. EU universal service
maximum reserved areas

Weight Limit Price Limit
1998-2002 3509 5 times tariff
2003-2005 1509 3 times tariff
2006-2008 50¢g 2.5 times tariff

Friday) and hastargetsfor routing times of cross
border mail (85 percent J+3, 97 percent J+5).
Member states have the freedom to work within
these requirements (some member countries have
collectionsevery day of theweek and six dliver-
ies per week) and can establish their own regula-
tions concerning network access, complaintsand
redress, for example.

The phased approach to liberalization chosen
by the EU, together with a sector wide consul-
tative process, and constant monitoring and
evaluation of liberalization impact is relevant
to developing countries. Given the heightened
political and social resistanceto an outright and
immediate liberalization of the sector—even
though it makes sense economically—the phased
approached could be perceived as a pragmatic
sector reform scenario for devel oping countries.
Efforts to analyze the current market situation
(supply, demand, use of technologies, contribu-
tion to the economy, and spillover effects, etc.)
will provide a baseline against which govern-
ments can assess progress in reform implemen-
tation and regulatory effectiveness, and define
the next stages of liberalization.

Lessons from the
Telecommunications Sector:

Is a Reference Paper on
Regulatory Principles Required?

Market-oriented regulatory reformin thetelecom-
munications sector offers many references for

postal regulation. Over the years, regulatory
experience has grown in aress like licensing of
competitive service providers, mandatory inter-
connection rules, price cap regulation, targeted
universal service funds and mechanisms, and
privatization. This experience was distilled into
an international trade instrument, the Reference
Paper (RP) on regulatory principles.

The RP consists of a negotiated set of common
guiddinesfor apro-competitiveregulatory frame-
work that Members party to the General Agree-
ment on Tradein Services (GATS) have attached
to their schedules as additiona binding commit-
ments in the context of the BTA concluded in
1997.1* The RPis celebrated as amagjor accom-
plishment of the Basic Telecommunications
Agreement. It is the first international instru-
ment that compiles guidelines for a global regu-
latory framework to guarantee that trade liberal-
ization is not impaired by domestic regulatory
measures. This harmonized set of regulations
deals with six regulatory principles including
competitive safeguards, interconnection, univer-
sa service, licensing, allocation and use of scarce
resources, and the creation of an independent
regulator.

Many proponents of the RP’ s approach have ad-
vocated the importance of adopting asimilar ap-
proach in other “network industries,” especially
those that are prone to regulatory barriers. In
this context, specific proposals to adopt a simi-
lar approach to postal and courier services have
been tabled in the current round of GATS nego-
tiations (Box 1).12

The argument is that, given the gradual opening
of the sector to competition and the ongoing in-
cremental reduction of “reserved” services in
many countries, regulatory authorities are likely
to face issues that are similar to those encoun-
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Box 1. Chile

Negotiated during the Uruguay Round of multilateral trade negotiations, the GATS is the first multilateral
framework for the global liberalization of trade in services. The GATS rules and disciplines extend to all
services except those provided in the exercise of government authority. Despite the prevaence of government
ownership of postal services in the overwhelming majority of countries, GATS ambit extends to postal ser-
vices which, in most cases, are provided on acommercia basis and/or in competition with private suppliers.
Postal servicesliberalization at theinternational level has been mainly driven by large private sector competi-
torsin the postal sector. At the end of the Uruguay round, only afew WTO members undertook commitments
in the postal/courier sector. When looking at these commitments, it seemsthat memberswere concerned about
ensuring their prevalent monopoly situation and preserving postal universal service. Since then, progress has
been made towards the continuing liberalization of the postal/courier sector. With the ongoing round of trade
negotiations, deeper liberalization is expected in the postal sector, supported by specific offers and commit-
ments, and possibly even a postal RP.

tered in the liberalization of the telecommunica-
tions sector.

The issue of postal universal service dominates
discussions on encouraging competition, creat-
ing alevel-playing-field, and acknowledging cus-
tomers' interests. In this regard, the most rel-
evant aspects of the telecommunications RP are
those related to universal service and general
competitive safeguards. Under the RP, regula-
tions pertaining to universal service are not per
se prohibited. However, to be compatible with
an open competitive environment, USOs haveto
satisfy four conditions: they must be transpar-
ent, nondiscriminatory, competitively neutral, and
not more burdensome than necessary for thekind
of universal service defined by the member.
Application of these principles will have far-
reaching implications in revisiting the scope of
postal universal service, and reserved and
nonreserved areas in many countries. Such an
approach, if applied to the postal sector, can go
far inreconciling universal service objectiveswith
the workings of competitive markets.

Another interesting aspect of the RP is its com-
mitment to adopt general competitive safe-
guards—specifically those curtailing cross-sub-
sidization to ensure an undistorted competitive
environment. Disciplines on public availability
of licensing criteria are aso relevant in the con-
text of liberalization of the postal sector as li-
censing can become a regulatory tool to erect
barriers to market entry. The RP's disciplines
on independent regulators are particularly rel-
evant in the postal sector as many countries till
preserve the ties between the operator and the
regulator (aswill be seen later in greater detail).
Finaly, it isimportant to assess the implications
of cost-based principles (as those related to in-
terconnection in the RP) on terminal dues and
tariff setting practices. The movetoward apostal
RP is potentialy controversal and cals for a
deeper analysis of the tensions between the rules
and practice of the Universal Postal Union and
those of the GATS.*®
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From Policy to Implementation

In addition to facing thetraditional issuesof regu-
latory reform (those pertaining to institutional
design, effective regulatory processes, and trans-
parent regulatory procedures), devel oping coun-
tries need to tackle sector specific regulatory is-
sues in order to find innovative ways to encour-
age liberalization and competition in the sector
(under extreme market limitations and fiscal con-
straints) while preserving the goa of a sustain-
able, market friendly universal service policy.
Severa recommendations are given below to help
developing countries in their design of a sound
postal regulatory framework.

Institutional Requirement:
Regulatory Governance and
Independence

Establishing a regulatory framework for the
postal sector requires both substantive rules per-
taining to universal service, licensing, pricing, and
design of regulatory ingtitutions. The role of a
regulator as a referee in enforcing the rules be-
tween market playersis crucial for a successful
competitive market. For many developing coun-
tries poorly planned regulatory reform will lead
to negative outcomes. Failure to adopt effective
frameworks that foster competition may “scare-
away” potentia players.

Theingtitutional design of the regulator impacts
itsrelationship with the policymaker, its account-
ability, and itsautonomy. To avoid potential con-
flicts of interest, the postal regulator should be
independent of the operator and (preferably) of
the policymakers. Yet in afiscaly constrained
environment, astand-alone postal regulatory body
might not be warranted: postal regulation could
be located within the telecommunication regula-

tory institution, or in a multisectoral regulatory
body, as several support functions can then be
shared to reduce overhead costs. Another argu-
ment in favor of placing postal regulation within
an existing regulatory institution is that it might
accelerate the learning curve of the postal regu-
lation team through knowledge transfer from col-
leagues working on other sectors. France, Mali,
and Senega have recently opted for this choice.

Improving Regulatory Capacity

Human resource constraints are a major handi-
cap for developing countries to establish and
implement effective regulatory frameworks.
Regulating the economic behavior of market play-
ers requires adequate economic, financia, tech-
nical, and legal capacity. Without such capaci-
ties regulators do not have the tools to under-
stand the market, analyze cost data, or measure
the operators performance.

Adjusting the USO

Expertise in the market is particularly important
when adjusting USOs to reflect market capacity
and citizen demands. There is room for adjust-
ment on the extent and form of the postal pres-
ence (franchising the postal network), aswell as
on the quality of service (frequency of delivery
inrural and remote areas, delivering time adjusted
from D+1 to D+5 for instance; place of delivery,
including post office boxes vs. home ddliveries)
and tariffs (cost-based tariffs reflecting the addi-
tiona cost to deliver in remote areas).’* Theim-
pact of those adjustments to the USO should be
assessed financially by the regulator so as to
monitor the subsidy scheme aimed at supporting
the USP. Inthisregard, theregulator should aso
encourage the USP to set-up a cost accounting
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system compliant with international standards.
Cost information provided by areliable cost ac-
counting system would help to reduce the debate
around the reliability of USO-related informa-
tion provided by the USP.

Establishing Transparent and
Accountable Regulatory
Processes

Efficient and effective regulatory processes are
needed to reach the benefits anticipated from
thereform exercise. Accountability of theregu-
lator is an important guarantee for existing op-
erators and potential entrants. Investors need
institutional reassurance that the regulator will
not be captured by dominant operators. A pro-
cess of appeal of regulatory decisions to juris-
dictional or administrative bodies (depending on
each country’ s institutional setting) may there-
fore be warranted.

Transparency is also needed to increase the le-
gitimacy of theregulatory exercise. Itincreases
the pressure on the regulator to ensure open-
ness, fairness, and objectivity of the regulatory
decisions. Transparency of the decision-mak-
ing process can be guaranteed with the manda-
tory publication of regulatory decisions, aswell
as increasing public participation in important
policy decisions.

A postal regulatory system that is not optimized
can hinder sector development. In China, some
observers estimate that the express mail segment
could triple in value in view of the tremendous
business opportunities in the country. Yet the
regulatory framework is currently adisincentive
for private sector investment as there is no vis-
ibility in terms of government intentionsto regu-
late the sector (regulation is till implemented by

the public operator), liberalize the sector (or not),
nor istheretransparency on thelicensing scheme
that the authorities may develop.

Conclusion

An effective policy and regulatory framework is
key for postal sector growth. Few developing and
transition countries have taken the trouble of as-
sessing their postal sector, its performance and
potential, as well as the policies and regulations
that may foster its development. Too often, ad
hoc policy or regulatory measures are taken to
deal with specific issues, such as express and
courier competition, office closures, postal defi-
citsor diversification attempts. These measures,
taken outside an overall postal sector strategy,
rarely yield sustainable progress. The body of
sector reform experienceis dowly growing, and
the European Union, as well as several other
countries, offer interesting approaches to sector
reform which should help policymakersin devel-
oping and transition countries. No universal blue-
prints are available, however, and reform needs
to betailored to the specific circumstances of each
country. Further data collection, analysis, and
research would be needed to take stock of reform
experience to date and articulate best practices
relevant to developing and transition countries.

Notes

1“Reforming Infrastructure: Privatization, Regulation
and Competition, A World Bank Policy Research Re-
port, 2004.

2 This scheme is common in the telecommunication
sector, and is aso ipulated by the 1997 European
postal directive; it has not yet been successfully at-
tempted in the postal sector.
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% Direct subsidies from the state budget, approved an-
nually by the government, or some derogatory tax re-
gimes.

4 The cogt of USOs is seldom accurately assessed due
to the absence of cost accounting in most public postal
operators. Cost accounting systemsare required, espe-
cidly in the cases where the post office provides both
mail-parcel services, and financia services through-
out the network. However disagreement remains on
the best methodology to use (the European Commis-
sion has favored the net avoided cost method, while
other stakeholders prefer the entry price method).

5 For ingtance in China, taxing the private postal op-
eratorspresent intheair expressmarket (valued at $1.5
billion) would raiselessthan one-tenth of the resources
needed to support the cost of the universal service. The
European Commission estimated the average cost of
the USO at about 5 percent of revenues in industrial-
ized countries (likely to bereatively superior in devel-
oping countries). Considering that China Post posted
$6.8 hillion of revenues in 2002, we would have an
theoretical estimated cost of USO at $340 million (most
likely inthelow end of the actud cost). Taxing &, say,
2 percent theexpressmail private operatorswould raise
about $30 million, one-tenth of the cost of USO.

6 Source: Universal Postal Union - http:/Aww.upu.int/
dtatistics/en/index.shtml

"Thereisonepost officefor about 3,000 inhabitantsin
France, compared to one for 102,000 in Mdi and one
for 187,000 in the Democratic Republic of Congo.
Countries with GDP per capita under $1,000 have on
average a post office for each 4,700 square kilometers
of territory compared to one office per 458 squarekilo-
metersfor countrieswith GDP per capitaabove $5,000.

8Volner, Brickman, Field, Postal reform: A Compara
tive Analysis and Critique of Regulatory Models —
(Rutgers Conference on Postal and Delivery Econom-
ics, Cork, Ireland) 2004.

° Pogten AB’slicensefeatures: every week-day deliv-
ery (and at least five times a week), at least one clear-
anceand onedelivery per week day, high delivery stan-
dards (85 percent overnight, 97 percent within three
week-days), uniform prices for single piece mail with
aprice cap limiting price increasesto the rate of infla-
tion. In “Regulatory Challenges in the Liberalized
Swedish Postal Market,” Jonsson (Conference on Postal
and Delivery Economics, Cork, Ireland, June 2004).

1n New Zedand, anindividua or company isableto
register as aposta operator with the Ministry of Eco-
nomic Development; a one-off application fee of NZD
95 ($62) is payable. In “The Liberalization of Postal
Services in New Zedland,” Harford (Conference on
Postal and Delivery Economics, Cork, Ireland, June
2004).

1 The BTA was negotiated under the World Trade Or-
ganization (WTO) and is appended to the GATS asiits
fourth Protocol. 1t contains specific market accessand
national trestment commitments in basic telecommu-
nications services as well as a set of regulatory prin-
ciples. This agreement covers basic telecommunica-
tions services whether local, long-distance or interna-
tional. It includes services for public and nonpublic
use provided on an infrastructure basis as well as
through resale. It covers telecommunication services
provided by any means of technology including cable,
wireless, and satdllites.

12 See European Union’ s proposal: http://europa.eu.int/
commy/internal_market/post/doc/activitiesjob_en.pdf.

B Study of TMC Asser Indtitute, The Study of the Rela
tionship Between the Congtitution, Rules and Practice
of the Universal Postal Union, The WTO Rules and
the European Community Law, The Hague , 30 June
2004 ( Unpublished Manuscript).

1 Regarding the nonuniform tariffs, numeroushurdles/
technicalities of accounting systems, inconveniencefor
the clients, explain that such cases are rare.
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Chapter 6

Isabelle Segni
Juam lanni

Case Studies on Postal Sector Reform

TheWorId Bank hasbeeninvolvedin pogal
reform projects throughout the world.
Thispaper looksat three of those projects
in three very different countries; Morocco, Tan-
zania, and Trinidad and Tobago. The case stud-
iesreview the reform process undertaken in each
of the three and analyses the impact of the re-
forms with respect to performance, financial vi-

ability, and sustainability.

In each of the three case studies, four reform -
ements were key: (a) commercidization of the
operator; (b) improved operational performance
of the operator; (c) improved financial perfor-
mance of the operator; and (d) lega and regula-
tory reform of the sector, including progressive
liberalization.

All three countries have become more commer-
cialy focused and al have performance contracts
with government in the areas of qudity of ser-
vice, customer satisfaction and financia perfor-
mance. This hasled to improvementsin each of
those areas although there appears to be a trade-
off between quality improvement and financial
performance. Trinidad and Tobago hasmadethe
greatest quality improvements extending network
coverage from 50 percent to 96 percent of the
population. However, they havefailed to become
financially viable during the five years of reform
despite growing volume by over 150 percent.

Tanzania has managed to break-even in an envi-
ronment where mail volumes are less than one
per capita per annum, by introducing prudent
performance and service objectives. Morocco has
consistently made profitssinceitsreform, in part
due to its more conservative operationa targets
thanin Trinidad and Tobago. However, each can
be termed a success because they have dl trans-
formed their businessfrom one with low customer
perception to one providing reliable and secure
products and services.

Lega and regulatory reform has occurred to some
degree in all three countries but market liberal-
ization has not progressed as expected. Only
Tanzania has reduced its reserved area to 500g
while Morocco maintains a 1,000g limit, and
Trinidad and Tobago a 2,000g limit. This has
resulted in limited domestic competition in each
country. Tanzaniaalso remainsthe only country
to fully separate the regulatory function from
government, although the separation is planned
in the next phase of reform in Trinidad and To-
bago aswell asin Morocco, abeit with no change
to the reserved area.

The three case studies provide evidence of the
benefits of undertaking postal reform, but also
identify some of thetrade-offsthat must be made
between financia viability and universal service
coverage in adeveloping country context.
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Morocco
Successful Public Postal
Operator Restructuring but

Delayed Sector Reform

Pre-reform Postal Situation

Market and Regulatory
Environment

Mail and domestic express services were the le-
gal reserve of the monopoly postal operator “ Of-
fice national e des postes et tel ecommunications’
(ONPT) which aso had some regul atory respon-
sihbilities. Theministry responsiblefor postswas
alsoin charge of the policymaking and someregu-
latory functions. Only the international express
segment was open to competition with DHL be-
ing amajor player in the market. In absence of
an appropriate regulatory framework, interna-
tional express carriers paid a fee to the public
postal operator, as a contribution to the univer-
sal service cost.

Although the postal sector representsasmall part
of the economy (0.2 percent to 0.3 percent of
GDP), its social importance is significant if we
take into account the universal postal services
and the postal financia services through which
ONPT provided basic financial servicesto many
low- to middle-income households.

Public Operator Status and
Performance

As an office national e, the incumbent was insti-
tutionally distinct from the administration, with
an autonomous budget, but managed by processes
similar to those of the central administration.
Approximately 70 percent of ONPT’ s revenues

came from mail and parcels and the remainder
from postal financial services! The postal rev-
enues of ONPT grew by 5 percent from 1995 to
1998, although the average number of mail items
per capita remained under 8 and has stagnated
over the last years. The number of permanent
post officesalso grew by 5 percent over the same
period to 1,469 officesin 1998, and while al of-
ficesaccept financia transactions, fewer than half
offer afull-range of postal services.

Reform Impetus and Strategy
Reform Environment

In 1988 the Government of Morocco split ONPT
into two government-owned companies, Itissalat
Al Maghrib (1AM, the public telecom operator)
and Barid Al Maghrib (BAM, the public postal
operator). This institutional restructuring was
mainly driven by the telecommunications sector
reform agenda, which aimed at aprogressivelib-
erdization and privatization of the incumbent.
For the postal sector, a more cautious approach
was taken: BAM was created under public law
as a state-owned “établissement public a
caractére industriel et commerciall” (EPIC),?
and the government maintained a reserved area
up to 1kg for letters.

In 2001, the government adopted a postal sector
strategy, which wasincluded in the sector policy
letter for the information infrastructure devel op-
ment. Thisincluson signaled the government’s
view of potential synergies between the postal
sector and other elements of the information in-
frastructure (for example, telecommunications
and the Internet).
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53



THE POSTAL SECTOR IN DEVELOPING AND TRANSITION COUNTRIES

Postal Reform Strategy

The sector policy letter noted three general ob-
jectives for the postal sector: (@) implementing
progressive sector liberalization, (b) increasing
BAM'’scompetitivenessthrough commerciaiza
tion and status change (if necessary),® and ()
developing postal financial services to improve
access to finance and channel postal savings to
the private sector.

The progressive liberalization, a key component
of the reform agenda, has not yet been imple-
mented, but BAM’s competitiveness has made
satisfactory progress, as detailed below.

Regulatory Reform

While the telecommunications regulatory body,
Agence national e de régulation des tel ecommu-
nications (ANRT) was created, the ministry in
charge of the postal sector continuesto sharethe
regulatory function with the incumbent. BAM
still collectsthelicensefeelevied oninternational
express operators. However a postal law is be-
ing drafted that providesfor ANRT to expand its
mission to include postal regulation.

Three yearsafter the adoption of the sector policy,
further liberalization of the postal sector has not
been redlized.

Commercialization of the Public
Operator and Performance
Agreement

The Prime Minister presides over BAM’s board
of directors, which is comprised of representa-
tives of eight ministries. Management and fidu-
ciary autonomy and responsibility are relatively
limited, for instance, procurement of contracts
above a certain threshold are subject to a priori
control from the Ministry of Finance.

BAM has defined and implemented its corporate
objectives through a thorough reorganization,
including territorial decentralization, and man-
agers accountability on performance (based on
agreed objectives and means). BAM hired (with
internal financing) a consulting firm to work, to-
gether with BAM, on the planning and imple-
mentation of the reorganization.

BAM has exceeded expectations in its strategic
turnaround. Since its separation from telecom-
munications it has been consistently profitable,
avoiding burdening the government with subsi-
dies(apre-reform prediction). Through training
and capacity building programs most staff have
gained exposure to the new market-oriented cul-
ture and management tools. Several senior man-
agers have been hired from the private sector.
Business agreements with private partners have
developed, and greater outsourcing to the private
sector is underway to optimize operational and
financial performance.

One of the mgjor instruments of the renewed dia-
logue between the operator and the government
has been the performance contract. Althoughthe
contract does not carry a formal incentive sys-
tem (such as rewards if BAM meets its objec-
tives [and pendlties if it does not)), it offers the
opportunity for the stakeholders to analyze the
government’ s devel opment objectives and to de-
fine the conditions under which the public opera-
tor can meet them. There are four categories of
performanceindicatorsthat have been monitored
for 2002 to 2004:

Operational indicators: creation of post
offices and distribution routes;, number of
letter items handled; deposits amounts and
number of accounts for CCP and CEN;
number and amounts of money orders; de-
livery time (D+2); number of claimsfor let-
ters and money orders,
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Investment indicators: quantitative and
gualitative objectives of investment are
specified;

Financial indicators: 11 indicatorsreflect-
ing economic, financial, treasury produc-
tivity performance;

Human resource indicators. structure of
staff and training budget are specified and
monitored on the basis of quantitative tar-
gets.

Progressive upgrade of information systems al-
lows BAM to more efficiently collect and aggre-
gate operational and financial data generated
throughout the network.

Sequencing

The postal sector reform began as a subset of the
telecommunication reform. Although the postal
sector policy wasdeveloped well into the telecom-
municationsreform, it aready needsto be updated.
In 2004, the government initiated two studies, one
on universa service,* and the other on the deve -
opment of postd financia services. The govern-
ment will use the results to finalize a new postal
law that emphasizes further liberalization, a bet-
ter regulatory framework, and the transformation
of BAM into ajoint-stock company.

World Bank Participation

The World Bank’ s support to Morocco's postal
sector reform has been limited to technical assis-
tance support.> However regular policy dialogue
with the stakeholders has yielded ideas and prin-
ciples drawn from international best practice.
Currently the World Bank is encouraging the
government to update the sector policy and ac-
celerate the reform of the legal and regulatory
framework.

Reform Results
Measuring Progress

Whiletheoveral reform framework was balanced
the objectives and components appeared to be too
ambitious given the government’ s limited capac-
ity to implement the reforms.

The performance contract for 2002 t02004 pro-
vides a good framework for evaluating BAM’s
performance since 1998. Asof 2002, BAM has
successfully met most of its objectives, and ex-
ceeded them in terms of financial performance.

Sector-wise, the reform objectives have not been
met, whether in terms of further liberalization,
or interms of regulation. Lack of market intelli-
gence makes it difficult to assess sector growth
or customer satisfaction. Hencethe analysis be-
low concentrates mostly on BAM'’ s results.

Volumes and Financial
Performance

While mail volume has only dightly increased
(Chart 1), BAM’sfinancial turnover (driven by
postd financial servicesand other sourcesof rev-
enues), has increased by more than 45 percent
over the 1998 to 2003 period (to 1,137 million
dirham [MnsDH] in 2003), while net revenues
have tripled from 55 MnsDH in 1998, to 153
MnsDH in 2001. Domestic express activities
have grown the most significantly over this pe-
riod, reaching 16.5 percent in 2002, while postal
financial services deposits have increased by 11
percent in 2003. Net revenue in 2002 and 2003
decreased as BAM funded its retrenchment plan
(about 1,000 staff, Chart 2) which represent a
short-term cost (on incentive departure packages)
with an expected medium-term return (reduced
staff costs, improved efficiency).” In 2003 this
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trandated into a 24 percent rise in productivity
(increase in value added per employee).8

BAM is implementing a cost accounting system
to allow better identification of cost and profit cen-
ters, and to provide morereliableinformationrela-
tive to the cost of universal service and pricing.

Coverage

With about 1,500 post offices, BAM hasthe most
extensive network in the country, athough the
ratio of post office per inhabitant remainslow by
regional standards (1 for 18,000 in Morocco,
versus 1 for 9,000 in Algeria, and 1 for 8,000 in
Tunisia in 2002). There has been a dight im-
provement in urban and rural areas.® Effortsto
increase access are being considered taking into
account BAM'’s financial sustainability. Solu-
tions such as franchising are being examined.

Recently BAM implemented a geographic infor-
mation system (GIS) to provide a better picture
of the adequacy of coverage between population
repartition and postal presence.

Quality and Customer Satisfaction

Several investments (marketing and capacity
building efforts) were undertaken to improve
quality of service. Customers are enjoying im-
proved services—counter automatization (430in
2002, representing 95 percent of counter turn-
over), upgrading applications and information
systems, and the creation of a call center. Cus-
tomer linesin post offices are closely monitored,
resulting in organizational changes to optimize
service. At this stage, most of the improvement
in quality has benefited business clients, as well
as customers of postal financial services. The
delivery time of mail remains|ower than expected,
with less than 60 percent of mail delivered on
D+2 (2002 statistic).

With better service the number of claims has
dropped dramatically. Improving customer rela-
tions is now a priority for BAM, though a sys-
tematic customer satisfaction survey has yet to
be initiated.

Chart 1 - BAM letter volume
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Investment and Innovation

BAM hasinitiated a program to upgrade and in-
novate commercialy. It started a joint-venture
with Chronopost for international express mail,
it launched a new domestic express service, and
it introduced a pilot hybrid mail center in 2003.
Electronic payments are also increasing through
the deployment of ATMs. BAM has acquired a
GlStofacilitateinformed strategic decisionsrela
tivetoitspostal network. It developed anational
address database that is the starting point to de-
velop direct marketing activity. BAM iscurrently
investing in alarge hub to support logistics of its
e-commerce activities (storage, ordering, prepa-
ration, stock management, shipping and delivery).

Overall Market Development

Today there is not a government entity that is
capable of regulating the market, or of providing
comprehensive data.on the market—and the Min-
istry has limited capacity and resources to per-
form these tasks. There are five international
express carriersidentified in the market, exclud-
ing the recently created Chronopost-EMS joint-
venture, demonstrating that the Moroccan inter-
national express segment is attractive. License
fees are collected by BAM (which has the right
to audit operational and financial accounts of its
competitors). Giventhelack of detailed account-
ing information it isnot clear whether BAM uses
revenues from reserved areas to cross subsidize
thosein the competitivedomain. For theremain-
der of the postal market, it is impossible to as-
sessvolumes, values, market shares, output, per-
formance, or trends.

Regarding postal financial services, the Treasury
Department is currently analyzing possible de-
velopment strategies, which could mean retain-
ing the status quo, or creating anew entity (pos-

sibly a subsidiary) with more or less extended
capacities in financial, banking or nonbanking
Sservices.

What Went Right,
Areas for Improvement

What Went Right

The most visible success is the commercial ori-
entation and financial sustainability of BAM, il-
lustrated by the self funded modernization and
the increase in volumes redlized through those
investments. Prior to BAM’s separation from
Itissalat, few observers would have anticipated
such asuccess. This can be partially attributed
to thevision of itsmanaging director and the com-
mitment of the upper management team to re-
form the organization, and also to the existing
market conditions. Morocco hasathriving busi-
ness environment that provides room for market
expansion through fulfilling unmet demand for
postal services, assuming that BAM can provide
an acceptable level of quality of service.

Areas for Improvement

Morocco isfacing thetraditional “ universal ser-
vice dilemma’: how to increase access without
having a negative impact on BAM’s financia
viability. The government, through the perfor-
mance contract, isencouraging BAM to increase
access through physical presence (the contract
monitorsthe number of new post offices), instead
of through alternative access options (franchise
or other private-public partnership). This will
lead to increased fixed-costs for BAM with mar-
ginal additional revenues realized.

With areserved area of 1,000g the government
has not achieved its objective of market liberal-
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ization athough the monopoly is not enforced
and BAM faces de facto competition. BAM
has announced that it isready to open the sector
to competition, though the policymaker is hesi-
tant toformally liberalizethe market. TheWorld
Bank supports the preparation of the draft law
that will propose lowering the scope of the re-
served area, and provide for an adequate regu-
latory framework and universal servicefunding
mechanism.

The government has been slow to address the
conditionsto develop postal financial services—
animportant objectivein the postal sector policy.
The outcome of the ongoing study might call
for asubstantial institutional modification (cre-
ation of a subsidiary, new conditions of remu-
neration for CCP, and savings deposits by the
Treasury and the Caisse des depots et de
gestion). Thismirrorsthe delay experienced in
preparing a new draft law. The slow paceisa
handicap for BAM as it is ready to change its
statusto “limited company” to have greater com-
mercia autonomy.

Sustainability

Morocco’ spostal reform has apromising future,
provided the government can quickly update its
postal legal and regulatory framework, and
modify BAM’sstatus. The government and BAM
should now build for thisfuture by preparing the
new performance contract (2005 to 2007).
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Tanzania
Solid Performance for a
Low-income Country, but

Uncertain Sustainability

Pre-reform Postal Situation

Market and Regulatory
Environment

Tanzania s postal market islimited by low GDP
per capita (610, PPP 2001), minimal economic
and commercia activity, and weak information
and transportation infrastructures. Over 80 per-
cent of mail flows involves business-to-business
or bus ness-to-customer communication with the
largest demand from utilities (water, telecommu-
nications, electricity) and banks. Sincelessthan
10 percent of the population has access to grid-
based electricity and 1.7 percent to fixed or mo-
bile phones,® Tanzanid s low annual per capita
mail volume of 0.73 items is not surprising.'*
Prior to reform, severa unlicensed private op-
eratorsfunctioned in an unregulated market even
though areserved area was stipulated in the ex-
isting postal and telecommunications law. The
majority of these private providers are classified
as “indirect” communication services such as
freight transporters, bus companies, or individual
travelers.

Public Operator Status and
Performance

The pre-reform public operator showed little or
no commercial orientation and offered a limited
product line and suffered from alow public im-
age mainly due to unreliable service. For the
four years preceding the commerciaization of the
public operator in 1997, mail volumesfell by an

average 22 percent per annum; and parcel traffic
decreased by amost 50 percent from 1992 to
1993. Performance was not monitored in areas
such asquality of service, customer satisfaction,
volumes, or revenues. Prior to reform, the pub-
lic operator was organi zationally and financially
dependent on the public telecommuni cations op-
erator, and functioned as a dependent agency
within the Tanzanian Post and Telecommunica-
tions Corporation (TPTC). The Post Office Sav-
ings Bank functioned as a separate entity within
the Ministry of Finance but provided access
through the postal retail network.

Reform Impetus and Strategy
Reform Environment

During thelate 1980’ sand early 1990's, the gov-
ernment, with the support of the World Bank
Group, initiated aprogramto restructureits pub-
lic servicestoincrease efficiency and lower cogts.
For the communications sector acritica first step
in thisreform process was to separate the postal
and telecommunications functions (asis common
in other African countries). This implied that
subsidies from telecommunications would end,
meaning that the public postal operator would
need to be financially viable.

Postal Reform Strategy

The Tanzanian postal reform strategy was based
on a highly structured, three-stage approach:

m  Toedablishasrongregulatory environment
and an autonomous public operator;

m  To develop a contractua (performance)
agreement establishing stakehol der account-
ability; and
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m  Tocommercidizethe public operator to suc-
ceed in a competitive and expanded market.

Regulatory Reform

In 1993, the government initiated this process by
passing a series of new communications and
postal lawsto establish asound legal and regula-
tory framework for the sector.2 Theselaws sepa-
rated TPTC into autonomous entities for postal,
TanzaniaPosts Corporation (TPC), and telecom-
munications, Tanzanian Telecommunications
Company Ltd. (TTCL), and provided TPC with
commercial flexibility including the right to in-
corporate subsidiaries and enter into commercial
partnerships.

Thenew postal law defined TPC’ suniversal ser-
vice obligation (all letters, packets, and parcels
up to 10 kilograms) and associated privileges (a
reserved area up to 500 grams) and established
the “rules of the game” for competitive portions
of the postal market by establishing a coherent
licensing scheme. Finally, a new regulatory
framework was established to clearly demarcate
the functions of each postal stakeholder:

= Ministry of Communicationsand Transport
sets overal policy for the postal sector

m  Tanzanian Communications Commission
(TCC) administers licensing and tariff set-
ting for reserved services,

m  Presidential Parastatal Sector Reform
Commission (PPSRC) approves TPC bor-
rowing, represents consumers, and deter-
mines future restructuring or divestiture of
public entities (such as TPC); and

m  TPC, under alicense granted by the TCC,
providesuniversa servicesat alevel estab-
lished in a performance agreement estab-
lished with the government.

Commercializing the Public
Operator

Performance Agreement

The regulatory framework defined the rules of
the game and the responsibilities of each of the
major players. However the government deter-
mined that it would be necessary to measure the
success of these policy decisions and to ensure
that the public operators level of accountability
was commensurate with its newly granted man-
agement autonomy. Therefore, a performance
contract was signed by TPC, PSRC, and TCC
specifying five performance targets:

= Quality of service, anegotiated percentage
of inter and intratown |ettersto be delivered
within a specified number of days;

m  Security, mail theft be kept below adefined
level;

m  Profitability, TPC must reach an established
level of profit before taxes;

m  Growth, expressed as a percentage of in-
crease in mail volume annually; and

m  Customer satisfaction, expressed as keep-
ing customer complaints below a percent-
age of mail volume.

Quantitative performance indicators were devel-
oped for each area and measured by an indepen-
dent third-party. Furthermore, financial bonuses
for exceeding, and penalties for missing the tar-
getswere specified for the board of directorsand
TPC management. The first three-year perfor-
mance contract was signed in 1997 and has been
renewed once.
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Building TPC’s Capacity

The government determined that to fulfill there-
quirements of the performance contract, compete,
and be financially sustainable, TPC needed suf-
ficient commercid capacity. A drategic planwas
developed to establish corporate objectives to:
improvethequality of service, increase employee
productivity, support innovation of productsand
services, and incorporate new technologies.
Operating costs were reduced by adjusting the
exiging network (mainly through franchising) and
by staff reductions (nearly 45 percent, mainly
through attrition).* The most important factor
in commercializing TPC was its separation into
three distinct business units; mail, counters, and
express mail service (EMYS). Each unit received
adequate operational and financial autonomy to
focusonitscustomersand core products, thereby
decentralizing authority and increasing manage-
ment control. Significant capacity building was
also undertaken in each unit: mail operations
were upgraded in the main sorting center in Dar
es Salaam, counter operations were automated
with the support of the East African Develop-
ment Bank, and EM Sincorporated new traceand
track systems.

Reform Process

The government not only undertook a well se-
guenced postal reform (regulatory reform, ac-
countability, and commercialization) it aso al-
lowed time to resolve the more challenging is-
sues in the process. A good example is the one
year “trangition period” to split posts and tele-
communications functions, to allow the legal
separation of existing balance sheets, determine
how to fund pension commitments, and how to
alocate TPTC' sassetsand liabilitiesbetween the
two entities.

World Bank Participation

The World Bank’s support for postal reform in
Tanzaniawas one of itsfirst projectsin the sec-
tor and began as part of alarger telecommunica-
tions project. This support was an important
factor in obtaining the technical expertise needed
to devel op effective market regulation and estab-
lish an organizationally and financially autono-
mous TPC. It was vauable in resolving highly
technical issues such as the separation of posts
and telecommunications and the design of acom-
mercial accounting system for TPC. The tar-
geted, if limited, investment in strengthening
management information systems also helped
TPC to monitor and control its operations and
finances.* The Bank’s participation was effec-
tive in supplementing the government’s basic
strategy and vision for postal reform. The mo-
mentum of reform has been maintained by postal
stakeholdersin Tanzaniafor many yearsfollow-
ing completion of the Bank’ s support.

Reform Results
Measuring Progress

Tanzanian reforms have focused on the public
incumbent operator: trying to ensureit isfinan-
cidly viable and can meet its universal service
obligations. Consequently, the development of
the supply-side of the postal market has consisted
mainly of afew entrants into profitable market
segments (for example, international courier and
some domestic interurban routes). Thisincreased
the choicefor particular categories of consumers
but has not resulted in more choice or quality of
service for most consumers in rural areas. De-
mand served by the incumbent has failed to in-
crease substantially over the period since re-
form—it has risen and fallen from year-to-year
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but remained at around the same level over the
period. TPC’sloss of market shareto competi-
tors suggests that aggregate demand has in-
creased, although no data on volumes is avail-
able from competitors. Consequently, the in-
creased demand that arises from the reforms
(such as from permitting new entry) does not
necessarily accrue to the incumbent. Asare-
sult, TPC islooking to expand its services be-
yond itstraditional letters market and into other
forms of mail (like advertising mail) and other
services (such as financial services). If this
succeeds it would be partly attributable to the
increased commercia focusinstilled in TPC as
aresult of the reforms.

The requirements of TPC’s license and perfor-
mance contract provide a good framework for
evaluating the results of postal reform starting
in 1998.

Volumes and Financial
Performance

Chart 3 shows growth of letter class volume for
1998 to 2002, but it does not appear that reform
has generated large increases in volumes. How-
ever, domestic volumes, which are more respon-

sveto operationa improvements, grew by nearly
20 percent from 1998 to 2002, and overall | etter-
volume by approximately 8 percent.’> Most
postal administrations in the world, including
those inindustrialized nations, have experienced
flat or declining volumes for letter class mall
during the same period. Productivity spiked in
1999 (32 percent increase in items per employee;
17 percent increase revenue/employee) due to
reductions in staff and increased mail volumes;
however, productivity has remained fairly un-
changed in ensuing years.

During and following the reform, the policy de-
cisions make it clear that TPC must be finan-
cidly self-sustaining and deliver an acceptable
level of universal servicewithout subsidy. A ris-
ing cost per item handled (nearly $0.50 per item
in 2001) madethese goalschallenging. TPC has
succeeded by controlling costs (Chart 4)2€ but at
the price of reducing coverage and increasing
tariffs (by nearly 43 percentin real terms).” TPC
attempted to increase profit by aggressively mar-
keting its new products; but revenues, like vol-
umes, were relatively flat from 1998 to 2002.
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Coverage (Outlets and Delivery)

Providing universal postal services is both chal-
lenging and costly inacountry of 37 million people
(70 percent of whom livein rura areas) dispersed
over 947,000 sq. km., serviced by a poor trans-
portation infrastructure, and with a grosdy inad-
equate addressing system. Tanzania averages
about 60,000 inhabitants per postal office, one of
the highest ratiosin the developing world. To con-
tain costs the total number of post offices (TPC
and franchised) wasreduced from 500 in 1993, to
422in 2002. Almost all mail is delivered at post
offices, through private post office boxes or over
the counter. However, the reduction in network
reflects a closer approximation of accesswith de-
mand, and there appears to be relatively uniform
coverage throughout the country.

Quality of Service and Customer
Satisfaction

Gathering data on quality of service is difficult
due to the dispersed nature of Tanzania's postal
network and the light volumes of mail carried.
However, recent studies show that TPC is meet-
ing the quality standards of the performance con-
tract (Table 1).28 Aswith quality of service, the
measurement systems used for monitoring cus-
tomer satisfaction do not produce detailed infor-
mation. They are based primarily on monitoring
the number of complaints submitted to the op-
erator and regulator. While recent studies indi-
cate thistarget is being met, *° growing competi-
tion from private operators show thereisstill dis-
satisfaction with TPC' s efficiency.

Innovation
Each of the three corporate areas have made sig-

nificant efforts to research, develop, and market
new productsin order to generate extrarevenue.

Table 1. Performance

measure targets

Per for mance measur ement

Targetsfor 2001

Area
Mail intra-town
Mail inter-town Zone A

Mail inter-town Zone B

Mail inter-town --District

Target
J+0 (98%)
J+1 (85%)
J+2 (88%)
J+5 (80%)

Mail. Tariffs were based on the speed de-
sired by the customer (economy or priority
services) rather than on the content and size
of themail piece. TPCisaso freeto nego-
tiate individual rateswith large mailersand
is developing an advertising mail business.

EMS. Inaddition to the normal expressmail
services, new products such as EMS fax
serviceand money-fax wereintroduced. An
agreement recently was signed with DHL
for delivery of international itemsin desig-
nated countries while TPC delivers domes-
ticitemsfor DHL.

Counters. As part of its revenue-generat-
ing strategy, TPC' sretail network sellsother
communications productsincluding station-
ary, packaging material, photocopying, and
fax services, and a few sites offer Internet
access. Perhaps TPC' smost successful new
product area is that of financial services
such as a*“giro-banking” that allows insti-
tutions to pay salaries, pensions, and divi-
dends to its employees and shareholders
through the postal network. TPC aso re-
tains 30 percent of the shares in the Post
Office Bank, which provides another source
of revenue.
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Overall Market Development

In Tanzaniaan original goal of thereform wasto
increase competition and grow the postal mar-
ket. Private sector participation has slowly and
steadily increased since reform was initiated.
There are now two licensed international postal
competitors (DHL and TNT) and 14 other li-
censed competitors who primarily use their own
networks (e.g., bus operators) to transport mail.
Competition is particularly keen in express mail
and parcels due to their profitability; so far, no
operator has applied for alicenseto deliver mail
in the reserved area (under 500g). Above 500g,
competitors enjoy 15 percent of the overall letter
market and a significant portion of the express
mail market.2 Their higher prices, greater reli-
ability, and same day service have created aqua-
ity niche above TPC' seconomy and priority ser-
vices. At this time there is little threat from
Internet services since less than 0.5 percent of
the population are Internet users? TPCincreased
private sector participation through franchising
and commercia partnershipsand by interconnect-
ing with private transportation companies to ar-
range for delivery of mail in remote aress.

In summary, whilethe reform has created amod-
est growth in competition, private sector partici-
pation, and volumesit has not decreased the cost
of providing basic postal services.

What Went Right, Areas for
Improvement

What Went Right

m  Tanzanid spostal reform established asolid
legidative and regul atory foundation for the
sector with aclear division of responsibili-

ties and transparent processes for postal
regulation and performance. Thesereforms
were properly sequenced and timed and the
government ensured that sufficient resources
were available to complete the reform
agenda.

m  TPChascommercializeditsoperationsand
finances and has devel oped a solid market-
ing strategy based on determining and meet-
ing unmet demands in the postal market.
Quiality of service, security, and product di-
versity al significantly improved. TPC has
continued to be self-sustaining and has sig-
nificantly lowered the cost to the govern-
ment of providing universal services. A sdlf-
sufficient postal operator is rare in coun-
tries at this economic level.

Areas for Improvement

m  Whileregulatory and ingtitutional reforms
were implemented and the cost to the gov-
ernment of providing universal servicewas
lowered, the wider sector reforms (such as
decreasing the cost of basic postal services
and significant market expansion) have not
been achieved.

m  Although the performance contract has pro-
vided a worthy yardstick for measuring
progress, to date penalties have not been as-
sessed in areas where targets have been
missed. It is unlikely that such pendties
will be levied except in severe cases of
underperformance. The incentive mecha
nism embedded in the performance contract
may not come into play if penalties are not
levied.

m  Despite successful reform, postal tariffsin
Tanzania are high; the lowest postage rate
(economy service, 20 grams or less) isthe
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same as the price of aloaf of bread, or 30
minutes Internet access. Recent studies es-
timate that the tariff for basic |etter services
could represent a cost between 3 and 9 per-
cent of typical monthly expenditures.?*
While pegging TPC' s prices closaly to cost
has allowed it to maintain financial equilib-
rium, such frequent rate hikesmay drivethe
cost of postage beyond the means of the
average mailer, and may even be depress-
ing mail volumes. Further analysisof price
elasticity may be necessary to better appre-
ciate impact on demand.

Sustainability

Without significant market growth, Tanzaniamay
find it difficult to sustain the benefits achieved
by itspostal reform. Competitionisgrowing and
the relatively high prices needed to maintain
TPC's financid viability may depress volume
over time. Furthermore, the TPC's low level of
profitability (recently 2.5to 5 percent) does not
provide sufficient excess capital for investment
in future development. The government is con-
sidering four optionsto increase TPC’ saccessto
outsideinvestment: enacting legidative changes
that would alow TPC to borrow funds indepen-
dently of the Ministry of Finance; separating com-
mercia (EMS) from socia (basic letter mail)
services with the former services entering into
partnerships with the private sector; converting
TPC from a public corporation into alimited li-
ability company (aswasdonewith TTCL) which
would open TPC to partial privatization; or com-
pletely privatizing TPC.2 These strategies fo-
cus on private investment to further extend the
benefits that have been achieved through
Tanzania s postal reform.
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Trinidad and Tobago
Improved Postal Services Through
Management Contract, but
Uncertain Financial Sustainability

Pre-reform Postal Situation

Market and Regulatory
Environment

Prior to reform in 1999, the public postal opera-
tor in Trinidad and Tobago was caught in a“vi-
ciouscircle’ of poor financia performance, low
investment, poor customer service, and decreas-
ing mail volumes. The per capita mail volume
stood at 12.6 pieces—low for an upper-middie-
income developing country—and overall mail
volumes dropped by 20 percent between 1995
and 1999.2¢ Quality of service was poor with
mail frequently taking seven to 10 daysto be de-
livered, and universal service reached only 50
percent of households. It was estimated that per-
haps no more than half the popul ation had aposi-
tive response to Trinidad and Tobago Post Of-
fice and Postal Savings Bank, the public opera-
tor.

Public Operator Status and
Performance

Financial performance was dismal; the post had
lost money for years and revenuestypically cov-
ered only two-thirds of costs. Therewasagresat
deal of unregulated competition for regular mail
services, much based on “self-delivery” by util-
ity companies. The existing postal law estab-
lished the Post Office and Savings Bank asagency
divisions of the Ministry of Public Utilities and
Environment and the Ministry of Finance respec-
tively. The public operator wasresponsiblefor a

poorly defined universal service for basic mail,
was not accountable for performance, had no
marketing capacity, and ran its finances accord-
ing to the government budget cycle. Private sec-
tor participation did not exist at any level within
the public operator.

Reform Impetus and Strategy
Reform Environment

Prior to 1999, several reform programs had been
implemented in Trinidad and Tobago to boost the
economy and strengthen the country’s financial
system through a redefinition of the scope and
size of the public sector and a wide-range of
privatizations. More recently, the government
developed a“2020 Vision” based on raising in-
frastructure servicesto world-class standards by
2020. For the postal sector this means bringing
postal financial and operational performance to
the levels of the most successful postal services
in the industrialized world.

Postal Reform Strategy

In 1999 the government established a two-phased
approach to modernize the postal industry with
strong support from the wider postal stakeholder
community. The first phase would restore pub-
lic confidence in the public operator, build postal
volumes and revenues, improve service, extend
universal network coverage, and gradually reduce
thelevels of government support. Increased pri-
vate sector participation in the public operator’s
management and operations was seen asthe best
method for achieving these goals.

In the second phase, arevised legidative and regu-
latory framework would be established to stimu-
late overal postal market development. During
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this phase, the commercialized public operator
would gradualy be exposed to more competition,
and strengthened through increased private sec-
tor participation through along-term arrangement
such as a concession or partia privatization.

Regulatory Reform

A delegated management arrangement (DMA)
wasidentified asthe vehiclefor thefirst phase of
the reform, namely to rehabilitate the public op-
erator by introducing commercial discipline and
innovation into its operations and management.
In order to provide the legidative and regulatory
framework needed to support amanagement con-
tract, the Postal Act of 1999 was established to
provide more management autonomy and com-
mercid flexibility for the new public postal cor-
poration, Trinidad and Tobago Post (TT Post); a
reserved areawas maintained for letterswith the
understanding that over time this would be sub-
ject to gradual liberalization.

Commercialization of the Public
Operator and Performance Targets

The DMA, afive-year management contract, was
awarded to New Zealand Post International Lim-
ited (now Transend Worldwide Limited) after a
competitive bidding process. Transend was obli-
gatedtomanage TT Pogt in linewith international
best practices that would be measured by annual
quality of service and revenue targets; with pay-
ment of management fees tied to achieving tar-
gets. Independent third-party organizationswould
monitor, measure, and review the progress based
on the following five performance indicators:

= Improved level of customer satisfaction
among mailers;

m  Expanded reach of universal delivery in
Trinidad and Tobago;

m  Met standardsfor transit time of mail from
customer deposit to delivery;

m  Growthinrevenuefrom postal services; and

m  Maetnetincometarget specifiedintheDMA
contract.

Reform Process

Thereform process began with the government’s
design for the broad strategiesto rehabilitate the
public operator and establish the groundwork for
future market liberalization and increased private
sector participation. The next task was to en-
gage stakeholders (including major mailers, la-
bor unions, consumer groups, and private postal
operators) in building consensus for reform
through aseries of information sessionsand work-
shops. There was a general consensus concern-
ing the significant need for reform and the gen-
era strategiesfor achieving this transformation.
The government’s “reform champions’ did an
excellent job of explaining the goas of the re-
form at Universal Postal Union meetings and
other international fora. This process helped to
build interest among potentia bidders interested
in the management contract.

World Bank Participation

Support from the World Bank was sought to help
conduct detailed postal market analysis, policy-
setting, and long-range strategic planning activi-
ties. During the detailed DMA design and inter-
national bidding process; the Bank’s extensive
expertise in these areas helped to ensure a com-
petitive search for a competent and committed
partner in TT Post’ stransformation. AstheDMA
has progressed, the Bank has provided technical
advicein areas such asfinancial audits needed to
strengthen TT Post’s institutional structure. A
loan package of approximately $11 million was
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secured to provide the investment required to
improvethe public operator’ s management struc-
ture, processing and delivery capacity, and retall
network. During the transition from DMA to
long-term arrangement, there will be a greater
need for policy advice and assistance in develop-
ing long-range strategies and a supporting legis-
lative and regulatory framework for the sector.

Reform Results
Measuring Progress

A key project objective was to open the sector to
competition midway though the DMA which did
not happen. In respect to the reform of TTPost
the data provided by the DMA’s monitoring sys-
tem at the close of Year 4 provides a good van-
tage point to determine progress.

Volumes and Financial
Performance

Chart 5 showsthedramatic growth during between
1998 and 2002: total volume 157 percent; per
capita annual volume 145 percent; items handled
per employee 175 percent; and revenue per em-
ployee 184 percent, al while achieving a 39 per-

cent reduction in staffing. The current per capita
figure of nearly 30 pieces annualy exceeds the
GDP/GDI predicted figure for Trinidad and To-
bago and demondtrates the positive contribution
the postal sector is making to economic growth.
Revenue growth met all targets imposed by the
DMA and (Chart 6) grew by almost 75 percent
from 1998 to 2002.% Despite this growth TT
Post did not make an operating profit by Year 4
of the contract (as had been assumed) leading to
acontinued need for government support. While
thereareingtitutional (inadequate capitalization,
incomplete vesting of property, and a lack of a
collective bargaining agreement) and operational
reasons (rapid expansion of network coverageand
quality) for these continued losses, it also indi-
cates that there is a weakness in cost contain-
ment in the DMA design and in the ongoing op-
eration of TT Post.

Coverage (Universal Delivery)

The DMA requires the management contractor
to maintain a delivery network that reaches all
parts of the country. Chart 1 shows that from
approximately 50 percent in 1999, TT post now
reaches 93.6 of all addressesin the country on a
daily basis.
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Quality of Service (Transit Time)
and Customer Satisfaction

The DMA set aggressive quality-of-service stan-
dards for next-day mail delivery for mail posted
by an established cut-off time. Prior to theintro-
duction of the DMA it was estimated that less
than 50 percent of mail was delivered within two
days, whilst the latest independently monitored
figures show that over 90 percent of mail was
delivered by the second day after posting. More
importantly, business and individual customer
satisfaction with the speed and quality of deliv-
ery by TT Post (as measured during Customer
Satisfaction Index [CSI] surveys) is at an all-
time high. (The independent CSI measures cus-
tomer perception on postal service performance
over a broad range of factors.) Despite two in-
creasesinratesTT Post’sCSl scores consistently
improved during the first four years of the con-
tract. Thecurrent CSl level of nearly 85 percent
isadramatic increase over the estimated 50 per-
cent at the start of Year 1.

Innovation

The most significant factor to growth was new
business, which increased by nearly 50 percent
each year during Years 3 and 4. The successful
development, marketing, and delivery of new
bus ness products demonstrate theimproved com-
mercial culture within TT Post and the ability to
uncover and respond to emerging market de-
mands. New products included bill payment at
post offices, the country’ sfirst domestic express
mail service, and bulk mailing offerings tailored
to major mailers. Early in the project it was de-
cided to terminate postal banking services since
most of the accounts were dormant, and since
Trinidad and Tobago already enjoysavery dense
retail banking network.

Overall Market Development

Itisdifficult to determinewhether the TT Post's
increased mail volumes represent new mail, or
whether the increaseis due to business captured
from private operators—due to the public
operator’ s extremely efficient network and con-
tinuing monopoly. However, evidence suggests
that TT Post’sincreased level of efficiency, ex-
panded coverage, and successful marketing of
new products has created a new interest in us-
ing mail as an advertising and business com-
munications.

What Went Right,
Areas for Improvement

What Went Right

m  Enhancing postal network capacity and in-
creasing efficiency through theintroduction
of an independent management contract has
led to sgnificant increase in volumes and
revenues; this suggests that other countries
can achieve similar results by adopting a
similar approach where latent demand for
efficient postal services exists.

m  The measurement of five key performance
indicators has led to a higher accountability
and the ability to measure progress. Thisin
turn has led to adjustment (for example in
total revenue targets) as well as a clear un-
derstanding of issues to be addressed (cost
containment), before the next project phase.
This would be impossible without quantita-
tive performance indicators, objective mea-
surement systems, relevant performancetar-
gets, and Structured accountability. For years
to come the benefits of having acomprehen-
sve addressing system and increased access
todl population ssgmentswill pay dividends.
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Areas for Improvement

m  After five years under the DMA, TT Post
isnot financialy sdlf-sufficient and isacon-
tinuing (though decreasing) drain on gov-
ernment resources. Expanded coverageand
aggressive quality-of-service targets have
added to the cost of universal service provi-
sion and it may not be feasible to achieve
universal next-day delivery and financial
equilibrium throughout the network, particu-
larly in remote aress.

m  Because of TT Podt’s continuing financial
losses there will be a two-year “transition
period” between the DMA and thelong-term
arrangement. Thisdelay may pose somerisk
in terms of losing momentum for increasing
private sector participationin TT Post.

m  For theimmediate future (in light of its cur-
rent financial situation), the government is
keen to delay market liberalization. It isfelt
thisdecision should be reconsidered sincelib-
erdization will focus the incumbent on be-
coming more efficient and increased compe-
titionwill givegrester choiceto the consumer.

Sustainability

Based on the first four years of the DMA, it is
safeto venturethat TT Post will emergefromthe
current management contract with a strong in-
frastructure and a thriving postal business. Sig-
nificant investments have been made to improve
processing capabilities (including a new sorting
center), delivery efficiency (anew delivery fleet),
and to refurbish TT Post’s retail outlets. New
business has been identified and captured, and
the image and reputation of the public operator
has been strengthened. In order to sustain these
gains, as well as to redlize the primary goals of

the second phase of the reform project (increased
private sector participation and competition), it
will be necessary to address three key actions:

m  Financia viability by resolving outstanding
institutional and operational issues that in-
hibit financial performance, and by devel-
oping a cost containment program.

m  Edtablish a sector policy that emphasizes
the drive towards a state-of-the-art postal
service, aswell asthe strategiesto increase
competition and private sector participation.

m  Desgn of alegidative framework to sup-
port and implement the sector policy. The
Postal Act of 1999 represented agood first
step towards reform by providing TT Post
with some basic autonomy and flexibility
needed to operateasabusiness. TheDMA,
conversely, provided a contractual form of
regulation through contract monitoring and
fulfillment. However both TT Post’s
sustainability aswell asthelong-range sec-
tor policy goals (such as a more competi-
tive postal market) require acomprehensive
and sector-wide approach to regulation.

The DMA provided an efficient and productive
vehiclefor building the postal businessin Trinidad
and Tobago. Now the challengeisto build onthis
successto ensure future sustainability and growth.

Notes

1 Mainly current accounts “compte-chéque postal”
and savings accounts “caisse d’ épargne nationale”
and money orders.

2| AM was set-up asa* soci été anonyme” (joint stock
company) under private law.
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3 The change of statusaimsat transforming the EPIC
into a société anonyme. This would, among other
things, remove the a priori budget control from the
Ministry of Finance.

4 In the last few years severa studies related to the
universal service were conducted. These studiesil-
lustrate the government’ s cautious approach to sec-
tor reform and to the introduction of competition.

5 A larger adjustment credit focused on telecommu-
nications and information technologies.

6 Source: Universal Postal Union.
7 Source: BAM.
8 Source: BAM.

®BAM reached 1.13 postal counter per 10,000 inhab-
itantsin urban areas, and 1.03 in rural areas, against
respectively 1.00 and 0.92 set asinitial objectives.

0 Source: 1TU 2002
1 The average for sub-Saharan Africais 0.86.

2Tanzania Posts Corporation Act, 1993: created
TPC as an autonomous government corporation with
amanaging board appointed by the Ministry of Com-
muni cations.

Tanzania Telecommunications Company Organiza-
tion Act, 1993: established TTCL as a limited li-
ability company and provided general strategy for
dividing common assets and liabilities between the
two new organizations.

Tanzania Posts and Telecommunications (\Vesting
and Liabilities) Act, 1993, provided detailed guide-
lineson division of assets and liabilities between the
organizations.

Tanzania Communications Act, 1993: established
the TCCtoregulatebothTPCand TTCL. TTC over-
seeslicensing and tariff setting for reserved services/
Public Corporations (Amendment) Act, 1993: cre-
ated the PSRC with responsibility to restructure and
divest government organizations. The PSRC has

control over some TPC functions such astheraising
of new capital. It will decide whether and how TPC
is privatized.

18 Universal Postal Union and World Bank Group.
2002. The Postal Industry in an Inter net Age Wash-
ington, DC: UP and World Bank.

¥“The approximately $2.9 million technical assis-
tance loan was also used to build TPC's capacity
through acquisition of computer hardware and soft-
ware, postal equipment and supplies, vehicles, con-
sultant servicesin postal operationsand cost account-
ing, and a wide-range of management, marketing,
and financial training.

%5 During this same time period, GDP and GDP/
capita, the best indicators of postal volumes, were
basically flat in Tanzania.

16 Source: Universal Postal Union and World Bank.

7 TPC paystaxesonitsnet profitsand aroyalty of 1
percent to the TCC based on its volumes.

BFrontier Economics Study of Tanzania and Uru-
guay (unpublished).

¥ Not in the public domain.

2 Private operator volumes have grown slowly since
reform wasinitiated, along the samelinesas TPC’s.
volumes.

2 World Bank Development Indicators, 2003. Lat-
est available data on usage levels is from 2000.

2 Frontier Economics.

2 Interview with Director General Minde in Union
Postale.

#Analysis of GDP/GDI compared with per capita
volume in countries with levels of economic devel-
opment similar to Trinidad and Tobago’ s would in-
dicate that this number should have been closer to
26 items.

% Source : Universal Postal Union.
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Chapter 7
Conclusion

stal networks of the 21 century arerel-
P)cs of abygone erawhen mail wastheonly
form of distance communication. Postal
networkswere established to ensure that thewhole
population had access to this once unique form
of communication. Thosenetworksarestill main-
tained to ensure the continued provision of uni-
versal service, abeit in astate of poor repair with
outdated equipment and poorly trained staff. This
is particularly the case in developing countries
where networkswere often established to fuel the
economic activity of aonce colonial power. Con-
versely nowadaysthese networks depend for their
survival on heavy subsidies acting asadrain on
government resources with their extensive net-
works and low volumes.

Today telecommunications and electronic com-
munications provide easier and quicker means of
keeping in touch. Indeed, such new technologies
are serving as substitutes for postal communica-
tion and in turn diminishing the importance of
the social function of the postal service. Such
substitution brings into question the continuing

need to burden the taxpayer with the provision of
postal services. Governments are beginning to
guestion whether such investment would be bet-
ter spent on increasing accessto other public ser-
vices which may have a more significant impact
on socia interaction, poverty reduction, and eco-
nomic development than the continued investment
in the postal service.

That is not to say that mail does not have a part
to play in the socia and economic development
of acountry, it certainly does. But therole of the
posta sector needs to be viewed on present need
and not historic precedent. The definition of uni-
versal servicetherefore needsto be debated within
each country and its provision defined based on
the balance of socia needs and the cost of pro-
viding the service. Industrial countries are often
used as sources from which to adopt best prac-
tice but in the case of universal postal service it
is unlikely to be a good source. Next-day and
everyday delivery isneither required, attainable,
nor cost effective. Developing countries should
be wary of the tendencies that exist to promote
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and apply such highly defined universal service
concepts. In many developing countries, postal
services offer low quality, insecure service, pro-
vide only themost rudimentary products, and tend
to have low-quality management often appointed
for political reasons. At the same time they are
offered the protection of a reserved area so that
they can theoretically maintain a universal ser-
vice that they practically cannot provide.

The role of posts in the developing world must
evolve in away that assists in the economic de-
velopment of the country. But economic devel-
opment does not come from having a postal net-
work that links every citizen in the country to a
service that they neither need nor use. It comes
from identifying the needs of the market and es-
tablishing products and servicesthat fulfill those
needs. That doesnot mean next-day-delivery, nor
does it mean daily collection and delivery to ru-
ral areasthat send and recelvelittlemail, nor does
it mean establishing dedicated postal outlets in
villages that conduct fewer than 10 transactions
per day. But such situations currently exist and
governments must take on the task of reforming
their postal services so that they can reduce the
burden of supporting them financialy.

Best practice often involves access provided not
by dedicated post offices but by private agents
performing postal services from aready estab-
lished businessesfor afraction of the cost of dedi-
cated facilities. If post offices throughout the
world areto survive and servetheir communities
they must undergo radical change. Thetimefor
“bandage” solutions has gone and the time for
major surgery has arrived. Governments must
review the needs of their postal market and move
away from the romantic notion of universal-for-
all to anotion of universal access based on need
and cost.

Governments must look at the sector as awhole
and provide those who drive economic devel op-
ment with the tools that will help them do just
that. Competition should be introduced in the
market to provide the business community with
quick, reliable, and secure servicesthat are often
not provided by the incumbent. Such competi-
tion will force theincumbent operator toimprove
their service, become more efficient, and focus
on the customer which will benefit the commu-
nity asawhole.

Post offices can aso act as a platform for the
provision of other services and ensure that they
usetheir infrastructuretoitsfull potential. They
can diversify and offer serviceson behaf of gov-
ernment and other businesses. If they have too
much space, they should offer it for rent to busi-
nessesthat can attract customersthrough the door.
Post office outlets that receive no customers
should be closed or replaced by agentsthat oper-
ate on atransaction fee basis. Distribution net-
works do not solely need to carry mail; and if
Spare capacity exists, the postal operator should
look at what else they can distribute on behalf of
other people or use other networks for the car-
riage of mail.

Such diversfication into other businessesrequires
capacity that rarely exists within a largely civil
service or politically managed organization. A
fundamental step in transforming the fortunes of
a postal service is the introduction of business
practices and commercialy-minded management
with experiencein changing postal servicesfrom
loss-making, internally focused government de-
partments into profit making, customer focused
bus nesses. Governmentsshould follow examples
of reform around the world that have success-
fully transformed postal operators. They should
learn the lessons, good and bad, of those examples
and put in place their own process of reform that
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will lead to a streamlined postal operator with
growing volumes, increased quality and customer
satisfaction and reduced subsidies from govern-
ment.

Many peoplewill maintainthat the post office pro-
videsavital socia service and that by default sub-
sdies need to exist in order to meet this key ser-
vice. Thisisoften used as areason for maintain-
ing the status quo and avoiding postal reform. In
practice, however, customers in many countries
are being faled by their postd service, and de-
spite the extensive networks there is no red ser-
vice. Trinidad and Tobago has increased access
from 50 to over 90 percent and customer satisfac-
tion has also increased by a smilar margin since
undergoing a postal reform process. The post of-
fice has not yet reached the reform god of finan-
cial viability but surely it is better for the govern-
ment to financially support apostal servicethat is
increasing access, raising volumes, expanding ser-
vices, and increasing quality and customer satis-
faction than support one that meets none of those
criteria

The Argentina model of reform has come under
criticism after the concession was revoked in No-
vember 2003 but the seven years of private man-
agement has resulted in significant investment in
automation, leading to new products and services,
anew brand image and a customer focus that has
transformed the old state run post office into an
efficient customer focused organization.

Finally Tanzania is another example of what
posta reform can achieve in developing coun-
tries. Once a heavily subsidized and inefficient
postal service, TanzaniaPosts Corporation isnow
hailed as an example throughout the region on
how postal services can meet social objectives
and the needs of the economic community with-
out burdening the taxpayer.

Postal reform should not be seen as an enemy of
the postal service, it should rather be seen asits
liberator. Postal reform providesthe usersof the
postal sector with the freedom, choice, and qual-
ity they require to sustain their economic devel-
opment and in turn, contribute to the social needs
of each country in a timely and cost effective
manner.
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