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Chapter 1 

1 Executive summary  

Pricing behaviour of postal operators  
Pricing is at the core of all economic interaction and thus important to the development of 

the postal sector. Pricing is important to postal users, because prices determine what they 

buy  and how much they pay. Pricing is important to postal operators, because prices de-

termine their profits and their incent ives to innovate and invest. Pricing is also the prime 

lever for competition that can push down prices to the benefit of postal users. However, in 

some circumstances, pricing can be used as an anti-competitive tool to squeeze competi-

tors out of the market to the detriment of postal users.  

 

In this report we study the pricing behaviour of postal operators.  

We find that prices of postal services are driven by  both cost and demand factors. De-

mand factors seem to be more important price drivers than cost facto rs. We show that 

sending the right price signals to the market is important to ensure efficiency. We note 

that adjusting prices to demand is generally positive, normally increasing total demand 

and stimulating competition. However, we also note that prices  can be used as an anti-

competitive instrument, which is a key  concern for regulators. We also note that afford a-

bility  is an important political concern, even though per capita spending on postal se r-

v ices is low. Pre-condition is that pricing strategies ha ve to be in line with sector specific 

and competition law. Against this background w e conclude that the pricing strategies ï in 

line with the law -applied by  postal operators are justified unless they lead to (i) so low 

prices that are become anti-competit ive, or (ii) so high prices that they become unaffor d-

able for vulnerable users or prevent efficient use and/or provision of postal services.   

 

Finally , we provide recommendations for actions that can help national competition a u-

thorities (NCAs) in their e nforcement of general competition law and national regulatory 

authorities (NRAs) in implementing sector specific regulation. These recommendations 

serve to improve cooperation between these authorities, to ensure access to more and 

better information for t heir decisions, and to ensure that sector regulation is implemented 

in a way  that avoids both over- and under-regulation.  

 

Drivers of pricing behaviour  

Postal operatorsô pricing decisions are primarily driven by cost and demand factors . 

 

Cost-driven pricing  

Cost-driven pricing means that services that generate higher costs to the postal operator 

are priced higher than services generating lower cost. For example, priority mail is gener-

ally  priced higher (14 per cent on average) than non-priority mail due to stricter time r e-

quirements and more costly handling  (e.g. sorting operations during the night when 

workforce costs are higher). By  the same token, heavy, large or bulky postal items are 

normally priced higher than smaller and lighter ones, because sorting and transporting 

the larger and heav ier items is more costly. However, cost drivers can only explain a lim-
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ited part of the price structure in the postal sector. For example, single piece items are 

priced over 45 per cent higher than transactional bu lk mail and bulk mail is priced almost 

50 per cent higher than direct mail (in 2011). These price differences can hardly be ex-

plained by  cost differences between the services. This is because the main differences in 

handling these items occur in sorting, w hich only represent around 15 per cent of the total 

cost of providing postal services. Instead the price differences are likely to be explained by 

differences in demand. 

 

Demand-driven pricing  

Demand-driven pricing means that services where demand is not price sensitive (often 

due to lack of alternatives) are priced higher than services where demand is very price 

sensitive. For example, we observe that that the financial crisis has led to lower price in-

creases. We also observe that prices for single piece mail (where price sensitivity is gener-

ally  low) have increased faster than inflation whereas prices for business mail products 

(where price sensitivity is generally high) have increased with inflation over the last de c-

ade. The slower overall increase in business mail prices, compared to single piece mail, 

demonstrates the role of more price sensitive demand for bulk mail products , either due 

to competition from other postal operators or due to e -substitution  or simply due to less 

mail being sent.  When prices reflect demand, postal operators can reduce their unit costs 

because demand-driven prices stimulate demand, which in turn provides greater econ o-

mies of scale. This is generally welfare-enhancing. However, demand-driven prices may 

have negative effects because they can lead to higher prices for some users. 

 

Impact of regulatory frameworks  

In addition to the commercial considerations about cost and demand, postal operators 

have to take the regulatory frameworks into account when setting prices. Sometimes the 

postal operatorsô preferred pricing decisions are constrained by general competition law 

or by  sector-specific regulation. For example, requirements in the Postal Directive for 

cost-oriented prices prevent anti -competitive behaviour  and reduce the scope for unaf-

fordable or anti -competitive prices, but also limit the postal operatorsô ability to use de-

mand-driven prices for services within the scope of the universal service. 

 

Effects of pricing behaviour  

Postal operatorsô pricing has important effects on markets and users. Prices are decisive 

for what postal users buy and how much they pay. Prices are also decisive for efficient 

prov ision of postal services at low cost and for the development of effective competition. 

Consequently, inappropriate prices send wrong signals to the market and may lead to 

inadequate use of postal services, prevent or distort competition, encourage inefficient 

entry  of high -cost operators or force the exit of efficient competitors.   

 

Efficient use of postal services 

Users of postal serv ices make a number of decisions about what they purchase: The num-

ber of letters, whether to send pre-sorted mail, whether to send marketing material as 

unaddressed mail or addressed direct mail. Efficient use of postal services means that 

postal users buy the right services in the right quantity such that the value that the users 

place on the serv ice purchased minus the cost of providing the service is maximised. In 
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economic terms, this is referred to as allocative efficiency.  In general, when users choose 

what serv ices to buy and what quantities of mail to send, they consider the prices they 

have to pay . Therefore, efficient use of postal services is only achieved if prices are aligned 

with the costs of prov iding these services.  

 

If prices are not aligned to costs, the choices made by postal users may not be efficient for 

society as a whole. For example, mailers might send unaddressed leaflets to every house-

hold (if the price  of direct mail is high) even though it would be better for society to use 

addressed letters (direct mail) to targeted households (if the cost of direct mail is low).  

However, prices that are not aligned to cost can in some cases be efficient for the society. 

In particular, setting prices according to demand responses1 instead of underlying costs is 

relevant for postal operators, because provision of postal services generates a high share 

of fixed and common costs. From an economic point of v iew, Ramsey pricing is the opti-

mal way  to set prices in multi -product markets with high co mmon costs. Ramsey pricing 

implies that prices are set according to price sensitivity, such that prices are low for ser-

v ices with high price sensitivity and high for services with low price sensitivity (i.e. non -

cost-oriented pricing driven by  demand).  

 

Non-cost-oriented  pricing may thus in some cases increase efficiency and total welfare. 

This is the case if (i) it allows postal operators to sell more than would have been the case 

at cost-oriented prices; (ii) customers with a low willingness to pay are a ble to acquire a 

product or service that they might be unaffordable at a cost-oriented price; or (iii) the 

postal operatorôs incentive to make investments and improve efficiency increases. 

 

Ramsey pricing is very similar to the price structure chosen by  a profit -maximising postal 

operator. But whereas Ramsey pricing only implies cost recovery, a profit-maximising 

operator has an incentive to increase prices further to generate profit.  

 

Pricing according to demand is thus not always consistent with politica l goals of fairness2 

or affordable services. Therefore, regulation limits the postal operatorsô ability to set pric-

es based on demand responses in respect of the postal universal service; for example the 

Postal Directive requires both cost-orientation and non-discriminatory pricing 3. Postal 

operators are also, in some countries, subject to price caps or other forms of price control. 

 

Development of effective competition  

Postal operatorsô pricing decisions also have implications for the development of effective 

competition. We refer to effective competition as the situation where operators as effi-

cient 4 as the dominant market player (often incumbent) can enter the market a nd com-

                                                                                                                                                                                  
1 By  demand r esponse, w e mean the changes in total demand as a function of changes in prices. The change in total demand will 

r ef lect that some users do not change demand in r esponse to prices while others are very price senstitive. 
2 For  ex ample, pricing according to demand may imply that vulnerable users with few alternatives to the postal operator in 

quest i on pay more for a specific  service than more affluent users with access to more alternatives. This outcome may 

not be considered socially acceptable. 
3 Non -di scrimination means that price differences between customers must correspond to cost di fferences. This means that the 

oper ator cannot adjust prices to demand and charge higher prices f rom customers with low price sensitivity.  
4 In newly liberalised markets, it may be relevant to allow ôreasonablyô efficient competitors (which at entry do not e njoy the 

same economi es of scale as the established operator) to enter the market. How ever, competitors that for a significant time 

cont i nue to be less efficient than the dominant market player should not enjoy protection.  
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pete on equal foot. One of the main reasons why effective competition is desirable is that 

it promotes innovation , development of new products, increased choice for consumers 

and more competitive prices. I n economic terms, this is referred to as dyna mic efficiency . 

However, when there is a dominant incumbent in the market, there is a risk that the i n-

cumbent will use its market power to foreclose entry of competitors by setting very low 

prices. This kind of pricing behaviour may take the form of predat ory pricing, conditional 

rebates, or certain types of price discrimination (which can distort competition not only 

between postal operators by enhancing loyalty, but also between postal users).5  

 

General competition law addresses such abuses of a dominant position which may for e-

close competitors. In addition, the Postal Directive obliges universal postal service pr o-

v iders (USPs) to adhere to cost-orientation, non -discrimination, and transparency 6 when 

setting prices in order to ensure sound management of the universal service and to avoid 

distortions of competition.  

 

Efficient provision of postal services  

Pricing decisions also affect postal operatorsô incentives to provide efficient postal ser-

v ices. Efficient provision of services means that postal services are provided at the lowest 

possible cost, for example by optimising sorting. In economic terms, this is referred to as 

productive efficiency. At best, incentives for productive efficiency are provided v ia com-

petition, but, in the absence of competition, regulators may regulate prices to mimic the 

effects of a competitive marketplace and thereby create incentives for postal operators to 

become more efficient. 

 

Protection of postal users  

Since universal postal services are defined as services of general economic interest, 7 an 

important policy objective is to ensure that high quality postal services are provided at an 

affordable price  everywhere for everyone.  

 

Both the affordability principle and the ban on excessive pricing in general competition 

law impose a ceiling on the level of prices.  However whereas the affordability principle 

seems to ensure that prices are not excessive, the ban on excessive pricing does not nec-

essarily ensure that prices are affordable. Furthermore, affordability  is more of a political 

objective than a quantifiable pricing principle, whereas the European Court of Justice 

(ECJ) has given guidance on excessive pricing.8 

 

                                                                                                                                                                                  
5 For  ex ample, price discrimination may lead to foreclosure in the mail market if low prices are di rected towards the customers  

of  compet ing postal operators (so called first line injury). Pr ice di scrimination may also lead to market foreclosure in 

r el ated mar kets if low prices to some postal users give these users a competitive advantage over their competitors (so 

cal led second line injury),  
6 Pr i nciples of transparency and non-di scrimination also apply to special tariffs and associated conditions, cf. Art icle 12(5) of  

Di r ective 2008/6.  
7 Ser v ices of general economic interest (SGEI) are economic activities that public authorities identify as being of particular 

i mpor tance to citizens and that would not be supplied (or  would be supplied under different condi tions) if there were 

no public intervention. Examples are transport networks, postal services and social services. 
8 See for  example Case 27/76, United Brands v Commission  [1978] ECR 207, ase 26/7 5, General Motors  Continental NV v  

Commission of the European Communities  [1975] ECR 1367 and Joi nt cases 110/88, 241 /88 and 242/88, Francois  

Lucazeau and others v Sacem and others, [1989] ECR 2811 . 
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Im plementation of rem edies: challenges and recommendations  

Pricing decisions in the postal sector must adhere to two sets of rules that are enforced in 

parallel. On the one hand, all pricing decisions have to comply with general competition 

law, which has been put in place to ensure efficient and undistorted competition. On the 

other hand, pricing decisions concerning  products within the scope of the universal ser-

v ice obligation (USO) or special tariffs of the universal service provider.  must also comply 

with sector -specific regulation contained in the Postal Directive and implemented in n a-

tional law. The overall objective of the obligations contained in the Postal Directive is to 

guarantee the provision of universal postal services and create an internal market for 

postal services.9  

 

The two legal frameworks provide national authorities with a number of remedies, such  

as proceedings against operators engaging in anti-competitive behaviour, price cap regu-

lation and ex -ante price approval.  

 

Our study  reveals that both national competition authorities (NCAs) and national regul a-

tory  authorities (NRAs) face a number of pra ctical challenges. Sometimes these challeng-

es are related to the remedies at the disposal of the two authorities, and sometimes they 

are created by  the interplay between the two legal frameworks. Based on the identified 

challenges, we provide seven recommendations, cf. Table 1. 

 

Table 1 Overview of recommendations  

Area of  i m-

provement  
Recommendat ions  

Ef f icient use of  

postal services  

Develo p-

ment of  

ef f ect ive 

compet it ion  

Ef f icient 

provision of  

postal se r-

vices  

Protect ion 

of  postal 

users  

E nforc ement of 

c ompetition law  

A djus t requirements for 

regulatory ac counting  
 X   

U s e alternative ways  of 

as c ertaining c osts in 

c ompetition c ases  

 X   

Formalis e cooperation 

between authorities  
 X   

E nforc ement of 

s ec tor -specific 

regulation  

Detac h regulatory 

s c ope from U SO defin i-

tion  

 X  X 

A llow for more pric ing 

flexibility  
X X   

Disclose USPsô pricing 

models  to N RAs  
 X  X 

A s sess need for pric e 

c aps  and adjus t ac cor d-

ingly  

X  X X 

 

Sourc e:  C openhagen E conomics  

 

Enforcement of competition law  

                                                                                                                                                                                  
9 Recital 2 to the Directive 2008/6/EC states: ñDirective 97/67/EC of the European Parliament and of the Council of 15 Decem-

ber  1997 on common r ules for the development of  the internal market of Community postal services and the im-

pr ov ement of quality of service established a r egulatory f ramework for the postal sector at Community level, i nclu d-

i ng measures to guarantee a universal service and the setting of maximum limits for the postal services which Me m-

ber  States may reserve to their universal service provider(s) w ith a view to the maintenance of the universal service, 

to be r educed i n a gradual and progressive manner, and a timetable for decision -making on the further opening of 

the market to competition, for the purposes of creating an internal market in postal services.ò 
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The objectives of EU competition law are to ensure efficient and undistorted competition 

and to protect postal users against exploitation through unfair trading conditions (i.e., 

excessive prices or unfair contractual terms). 10  To fulfil these objectives, the European 

Commission and National Competition Authorities (NCAs) have at their disposal a set of 

tools consisting of sector inquiries and proceedings against operators engaging in anti-

competitive behaviour.  

 

Our study  shows that NCAs face two main challenges with respect to enforcement of 

competition law through proceedings against dominant postal operators.  

 

First , we observe that NCAs experience difficulties in accessing the information needed to 

perform the price-cost tests that should be used to assess the (anti-)competitive effects of 

pricing behaviour, as described in the Commissionôs Guidance Paper.11  The data most 

frequently used by NCAs to document costs are the financial and regulatory accounts 

prov ided  by the postal operator under investigation. However, due to their high level of 

aggregation and the way  common costs are allocated between products, these accounts 

are often difficult for the NCAs to use and are thus of limited practical use. This finding  

contrasts with the Postal Directive, which requires that universal service providers deve l-

op regulatory accounting systems that provide NRAs and NCAs with the information ne c-

essary  to monitor fair market conditions until competition becomes effective. 12   

 

As a result of these information challenges, only a few NCAs (particularly Denmark, the 

Netherlands and Italy) have applied the effects-based approach foreseen in the Guidance 

Paper (although most NCAs in decisions after 2009 acknowledge the existence of the 

Guidance Paper and even cite from it). Our assessment of NCAsô practice in price-related 

proceedings against dominant postal operators shows that most NCAs still use a form -

based approach where, for instance, the type of rebate, rather than its effects on the mar-

ket, is pivotal for the legal assessment of whether there has been abuse of a dominant 

position . 

 

Second, we observe that NCAs have limited experience in ascertaining costs in other ways 

than by  means of analysing financial or regulatory accounts (a so-called top-down a p-

proach ). Often, the regulatory accounts do not provide the information needed to conduct 

price-cost tests in accordance with the Guidance Paper. Therefore, alternative means of 

ascertaining costs are needed to enable NCAs to better determine whether an abuse has 

taken place or not. 

 

                                                                                                                                                                                  
10  See, for  ex ample, DG Competition w ebsite: ht tp://ec.europa.eu/competition/antitrust/overview_en.html .  
11  Communi cation from the Commission ð Guidance on the Commi ssion's enforcement priorities in applying Article 82 of  the 

EC Tr eaty to abusive exclusionary conduct by dominant undertakings, published in the Of ficial Journal of the Eur o-

pean Union, 24.2.2009. 
12  Reci tal 41 of  the Directive 2008/6/EC states:  ñ[...] In view of the transition towards a fully competitive market, and in order 

to prevent cross-subsidies from adversely affecting competition, it is  appropriate to continue to require Member 

States  to maintain the obligation on universal serv ice provi ders of keeping separate and transparent accounts , 

subject to necessary adaptations. This obligation should provide national regulatory authorities, competition a u-

thorities  and the Commission with the information necessary to adopt decisions related to the  universal serv ice 

and to monitor fair market conditions until competition becomes effective.ò 

http://ec.europa.eu/competition/antitrust/overview_en.html
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We prov ide three recommendations that can strengthen the ability of NCAs to enforce 

competition rules, cf. Box 1. 
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Box 1 Recom mendations for better enforcement of com petition law  

 

Recommendation 1: Adjust requirements for regulatory accounting  

Before deciding on the appropriate requirements f or regulatory accounting, National Regulary 

Authorities (NRAs) should consider the type of reports that will need to be produced. Reports 

based on full cost distribution and with a high level of aggregation are good to ensure compliance 

with the Tariff Pri nciples for USO services set out in the Postal Directive or to check for cross -

subsidisation between USO and non -USO services.  

 

However, if the need is to provide information that can be used by National Competition Author i-

ties (NCAs) in competition cases , an alternative treatment of common costs will be necessary. 

NCAs often need information to determine average  avoidable cost (AAC) or average incremental 

cost (AIC) 13  for the service(s) under investigation. The AAC or AIC for a given service is the cost 

th at the postal operator could avoid by not providing the service. Thus, calculation of AAC or AIC 

requires rather specific information about how the postal operator would adjust its production 

system if a given service was not provided. This requires the co st allocation system to be d e-

signed in such a way that it is possible to calculate the avoidable or incremental costs of a given 

service.   

  

Thus, if the objective of regulatory accounts is to provide for competition case assessment, a c-

counts based on long  run incremental costs (LRIC) could be a good choice. Examples of good 

practice in this regard are provided by Germany, Spain, and Luxembourg, where allocation of 

common costs is based on long - run incremental cost.  

 

Recommendation 2: Use alternative ways of ascertaining costs in competition cases  

The existing problems with price -cost tests are inherent to the use of a top -down approach , 

where costs are derived from aggregated financial data using the fully distributed costing method 

obliged by the Postal Directive. This top -down methodology relies on the operatorôs accounting 

system, and it can be difficult for authorities to interpret the information and to extract the info r-

mation they need for their competition assessment. For example, the accounting sys tem may not 

allow for the cost split that is needed for a particular competition case.  

 

An alternative way to ascertaining costs could be to use a so -called bottom -up approach. In the 

so-called bottom -up approach,  costs are calculated based on measures fo r elementary activities 

(e.g. number of visits to mailboxes) multiplied by unit costs for the different resources (e.g. cost 

per visit per mailbox). The costs of elementary activities are then aggregated to establish the 

costs for the relevant service. The  bottom -up approach  allows the authorities to cross -check the 

top -down data provided by the postal operator, cf. ERGP.  14  

 

Good practice in this respect is demonstrated by Denmark and Germany, where the NCAs have 

applied price cost tests supported by bottom -up cost calculations.  

 

Recommendation 3: Formalise cooperation between authorities  

Improved cooperation between NRAs and  NCAs would be mutually beneficial in terms of 

knowledge sharing and coordination of activities. Today, only a few NCAs interact with NRAs in 

relation to competition cases. In many countries the authorities are subject to restrictions on the 

information th ey can share. With increased cooperation between authorities, NCAs could take 

advantage of the NRAsô thorough knowledge of the postal sector. This would make NCAs better  

equipped to interpret information obtained from market players. Similarly, NRAs could  take a d-

                                                                                                                                                                                  
13  The di f ference between incremental costs and avoidable costs are sunk costs which are not included in avoidable costs. 
14  ERGP (2012b), ERGP r eport on common cost allocation  
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vantage of the NCAsô expertise when implementing remedies that (according to the objectives of 

the Postal Directive) should provide for effective competition in the postal market. Good practice 

in this respect is provided by Belgium and Romania, wh ere authorities are allowed to share info r-

mation amongst them 15  and where there are examples of actual cooperation in competition case 

investigations. 16  

 

 

Enforcement of sector-specific regulation  

The objectives of sector-specific rules are to provide for an internal market for postal se r-

v ices (including the development of functioning competition) while ensuring the prov i-

sion of universal services at affordable prices to all users.17  To fulfil this objective, Natio n-

al Regulatory Authorities (NRAs) may impose a range of measures that affect postal oper-

atorsô pricing decisions with respect to the USO services: 

 

Á Affordable prices 

Á Cost-orientation requirements  

Á Uniform prices (national requirement - for single piece mail only)  

Á Transparency requirements 

Á Non-discrimination requirements  

Á Accounting separation 

Á Information provision requirements  

Á Price caps (national requirement ï 10 countries only) 

 

Apart from accounting separation, the measures mostly apply to USO serv ices. This 

means that the impact of the regulation put in place will differ across countries, because 

the scope of the USO differs across countries.18  For example, in countries like the Nethe r-

lands where only  single-piece products (generally with low elasticity of demand) are i n-

cluded in the USO, the primary concern of NRAs is to prevent single piece prices from 

rising too high (i.e. ensuring affordability and cost -orientation). Since single -piece prod-

ucts are normally paid by postage stamps or meter frankings, non-discrimination and 

transparency requirements are normally not an issue of concern.  

 

The impact of regulation is wider in countries like France and Sweden, where most postal 

serv ices are part of the USO. Here, for example, the requirements regarding cost-

orientation may prevent postal ope rators from differentiating prices between different 

business services in line with the principle of Ramsey pricing even though it could be ben-

eficial for the society 19  and increase total mail volume. 

 

We have observed that the current scope of regulation is not always optimal because i) 

regulation is not  implemented in areas where sector specific regulation seems warranted  

                                                                                                                                                                                  
15  In thi s context , the limits on the confidential information that the European Commi ssion and NCAs can provide to third 

par t ies (i ncluding NRAs) have to be taken into account. 
16  A sui  generis case of high cooperation is the UK, w here the NRA holds concurrent competition enforcement powers within the 

i ndustries it  regulates.  
17  See r ecital s 1-6 of  the Directive 2008/6/EC.  
18  Pr i ce regulation with respect to USO products can have spill-over effects on non-USO products. For example, a price cap on 

si ngl e piece non-priority mail may affect the prices that the postal operator can charge on small batch bulk mail.  
19  As ment i oned, Ramsey pricing will imply higher prices for some users. This may raise fairness concerns.  
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either to protect users or to protect or promote competition , because abuse of dominance 

can prevent efficient competition (under -regulation), and ii) regulation is implemented in 

areas where it does not seem warranted  (over-regulation).  

 

Over-regulation can occur if too many products are regulated or if the regulation is too 

strict. For example, in countries with a broad USO definition, pr ice controls (e.g. price 

caps) sometimes also apply to products subject to fierce competition. This is not warrant-

ed if competition has already reduced the risk of too high prices. In Member States where 

some products within the USO (e.g. parcels) are subject to fierce competition, regulators 

should assess in how far  sector-specific regulation is warranted. A pre-condition is that, 

based on the law, regulators have the competence, task and necessary instruments to 

assess and apply  the right amount of regulation. Requiring cost-orientation for compet i-

tive USO serv ices may also imply that less efficient competitors20  can enter the postal 

market. This is the case if the cost-oriented pric e (which has to cover marginal costs plus a 

share of the postal operatorôs fixed and common costs) is higher than the avoidable costs 

of the serv ice (which is the threshold in a predatory pricing test). Due to the high share of 

fixed and common costs in postal service provision this is often the case. Requiring strict 

cost-orientation for competitive postal services may thus work against the objectives to 

ensure efficient provision of postal services. Another way to solve this concern might be to 

reduce the scope of the USO. 

 

Under -regulation can occur if too few serv ices are regulated or if the regulation is too soft. 

The Postal Directive mostly regulates USO products.21  Hence, the provisions on non-

discrim ination, transpar ency and cost-orientation in the Po stal Directive do not apply to 

non-USO products, even though the degree of competition for some non-USO products 

may be quite low. For example, individually negotiated tariffs are not part of the USO. 

Hence, universal service providers are free to negotiate individual contracts with custo m-

ers. This creates a risk that USPs, through individually negotiated contracts, can circu m-

vent price controls for products with insufficient competition.  The regulation may ther e-

fore be insuffi cient to protect development of effective competition.  

   

We have also identified three areas of concern with respect to the NRAsô practical imple-

mentation of remedies.  

 

First , we observe that most NRAs do not apply any clearly defined criteria for measuring 

cost-orientation. This m akes it difficult for postal operators to foresee what is required for 

prices to be cost-oriented. As a result, we observe that NRAs often receive complaints 

about cost-orientation (e.g. in Germany, Norway, Sweden, Slovakia and the Netherlands).  

 

Second, we observe that NRAs implement different requirements with respect to tran s-

parency. The requirements implemented sometimes seem to reduce competition, either 

due to too much or too little transparency. Too much transparency (e.g. no individually 

negotiated prices together with full disclosure of all applicable discounts) may reduce 

                                                                                                                                                                                  
20  I.e., compet i ng operators wit h operating costs higher than the incumbentôs average avoidable costs but below the cost-

or i ented price. 
21  For  ex ample  rules on accounting separation apply to all services provided by the USP 
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price competition 22 . Too little transparency (e.g. non-disclosure of discount thresholds by 

the USP, making discounts non-transparent) reduces the competitive pressure on the 

USP and makes mailers reluctant to move small volumes to competing operators with fear 

of losing large discounts from the USP.23   

 

Third , we observe that price caps sometimes create both positive and negative effects that 

should be weighed against each other. On the one hand, price caps protect customers 

from large price increases. We observe that prices for single piece items have increased 

less in countries with price caps compared with countries without price caps. On the other 

hand, price caps may prevent cost recovery and create compliance costs for operators, 

especially when mail volumes are declining. In the extreme case, this may imply that 

capped products have to be provided at below-cost prices.  

 

Against this background, we provide four recommendations  that may strengthen the abil-

ity  of NRAs to enforce the objectives defined by sector-specific regulation, cf. Box 2. 

 

Box 2  Recommendations on for better enforcement of sector -specific rules  

 

Recommendation 4: Detach regulatory scope from the definition of universal service 

obligation  

To ensure a better match between the regulatory objectives and the regulatory scope, we re c-

ommend that the scope for price regulation should be detached from the USO definition. A poss i-

ble way of defining the regulatory scope might be to to implement regulation only in market se g-

ments and for products where a postal operator enjoys significant ma rket power (SMP). This 

approach is very similar to that applied in Germany, where there is no USP, but Deutsche Post is 

subject to specific regulation due to its market power. Such a regulatory approach would allow 

NRAs to monitor and regulate prices for s ervices outside the USO scope where concerns arise. It 

would also create a clearer delineation of responsibilities between the NRA and the NCA. Pre-

condition is that, based on the law, regulators have the competence, task and necessary instr u-

ments to asses s and apply the right amount of regulation in this sense.  

 

Recommendation 5: Allow for more pricing flexibility  

Cost -orientation requirements  for products within the USO  may reduce postal operatorsô ability to 

apply Ramsey pricing and differentiate prices according to differences in price sensitivity. 24  Allow-

ing deviations from cost -orientation may thus have positive effects and lead to prices that induce 

more efficient use of postal services.   

 

If current cost -orientation requirements were relaxed, requirem ents about non -discrimination 

                                                                                                                                                                                  
22  See for  example The Swedi sh Competition Authority (2006), The  Pros and Cons of Information Sharing, 

ht tp://w w w.kkv.se/upload/Filer/Trycksaker/Rapporter/Pros&Cons/rap_pros_and_cons_information_shari ng.pdf. 

The fact that a high level of transparency r educes price competition has also been acknowledged i n our interviews 

w i th larger mailers in Denmark where price negotiations between mailers and competitors to the USP of ten are 

based on l ist  prices provided by the USP.    
23  If  mai l ers cannot estimate the impact on price of moving a small share of  demand to an alternative operator, this increases the 

mar ket power of  the incumbent who can use this power to provide selected customers with particularly favourable 

deal s to prevent them from mov ing volumes to the competitor.   
24  In pr i nciple, this could i mply non -uniform prices, but practical challenges imply that this is only likely to happen for bulk 

pr oducts exposed to competition. 

http://www.kkv.se/upload/Filer/Trycksaker/Rapporter/Pros&Cons/rap_pros_and_cons_information_sharing.pdf
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between customers would still be important to ensure effective competition, both between postal 

operators and between the users of postal services. 25  However, since price discrimination under 

certain circumstances may increase the welfare of mailers 26 , postal operators should not per se be 

prevented from price discrimination as long as there is no harm to competition. 27  This, again, 

highlights the importance of remedies allowing the regulators to make assessments based on an 

effec ts -based approach.  

 

Recommendation 6: Disclose incumbentsô price models to regulators  

The potential problem of reduced price competition can be alleviated by requiring high transpa r-

ency towards the NRA (e.g. in terms of the provision of the USPôs price model). This can be co m-

bined with a lower degree of transparency towards mailers (e.g. disclosure of conditions for di s-

counted prices). Good practice in this respect is provided by the UK where Royal Mail is obliged to 

provide Ofcom with its pricing model ( which is not disclosed to the public).  

 

However, increased transparency towards the regulator does not solve the problem of selective 

prices targeted at customers who consider moving mail volumes to competing operators. To tac k-

le this problem, the NRA shou ld follow up on compliance with the price model. A good way of 

doing this in an efficient way is through spot -checks (e.g. spot checks of invoices).  

 

Recommendation 7: Assess the need for price caps and adjust accordingly  

The need for price caps can be investigated by means of an assessment of the four generic just i-

fications for price control: Risk of unaffordable prices, risk of excessive profits, risk of reduced 

efficiency incentives, and risk of unlawful cross -subsidisat ion. For example, the UK and Denmark 

have removed price caps on priority mail (based on an assessment of their necessity) and r e-

placed them with safeguard measures on second class mail. 28 

 

If price caps are considered necessary, they should be designed with  sufficient flexibility. For 

example, in times of rapid volume decline, it is imperative that the regulatory design contains a 

volume adjuster which allows for higher prices to compensate for higher unit costs due to reduced 

economies of scale. If the USP is not allowed to perform such adjustments this might imply a risk 

that the provision of universal services becomes financially unsustainable.  

 

An example of good practice in this respect is France, where the price cap regulation allows the 

USP to continu ously change prices with respect to volume developments.  

 

 

                                                                                                                                                                                  
25  Thi s r equires that both primary line injury a nd secondary line injury are captured by the non-di scrimination r ules in general 

compet ition law. As the Treaty prevents a dominant operator from ñapplying dissimilar conditions to equivalent 

transactions with other trading parties, thereby placing them at  a competitive disadvantageò, i t could be argued 

that this only covers 2nd line injury. However, looking at the case law of  the CJEU, i t becomes clear that 1st line injury 

i s al so covered by Article 102(c) TFEU (see Hilti case, for example). 
26  Thi s i s for instance the case when price discrimination increases total mail volume (r esulting in increased economies of  scale) 

or  w hen price di scrimination makes a product available to mailers with relatively low willingness to pay.  
27  An ex ample of price di scriminati on that does not harm competition could be charging different prices from banks and f rom 

tax  authorities. In this case there would appear to be no 1st line injury if both segments are contestable and no fidelity 

r ebates are applied. There would also be no 2nd line injury as banks and tax authorities do not compete against each 

other . The assess would, how ever, depend on the concrete c ircumstances.  
28  Pr i ce cap on second class products in the UK and r eview of second class mail prices by the NRA in Denmark 



Pr i cing behaviour of  

postal  operators 

 

 

 

 

 

 

 

 

 

 

 

 

2 5 

Chapter 2 

2  Readerôs guide 

In this chapter, we provide the reader with guidance concerning the organisation of the 

study , its contents, its limitations, and its methodology .   

 Purpose of the study  2.1
Copenhagen Economics has been commissioned by the European Commission to conduct 

a study  of pricing behaviour of postal operators and its effect on postal markets. In a nut-

shell, the aim of the report is to identify what pricing be haviour is justified and what pri c-

ing behav iour is not justified from the point of v iew of social welfare.  We consider four 

criteria to evaluate welfare effects: 

 

¶ Efficient use of postal serv ices 

¶ Development of effective competition 

¶ Protection of postal users 

¶ Efficient prov ision of postal services 

 

Based on this knowledge, the report delivers recommendations on regulatory approaches 

to mitigate the consequences of unjustified pricing behaviour on the development of sus-

tainable postal service and competition. 

 Data collection  2.2
The study  is based on data collected from multiple sources by means of multiple methods. 

In addition to standard desk research, we wish to highlight the following:  

¶ Workshops with NRAs, USPs and new postal operators held in Copenhagen at the 

turn of January  and February 2012 to identify the main issues of interest  

¶ A NRA questionnaire to collect information on prices, volumes and the regulatory 

framework  

¶ A USP questionnaire to collect information on prices and volumes 

¶ A NCA questionnaire to collect information on competition cases 

¶ Face-to -face and telephone interviews  

 Price movements in chapters 3 and 4  2.3
Chapter 3 gives an overview of the main developments and state of play with regard to 

pricing of postal products supplied by universal ser vice providers in 31 European coun-

tries. 29  The purpose of this chapter is to give an overview of the developments in the pric-

ing of products provided by the USPs in Europe. In addition, we examine developments in 

affordability of USP serv ices and the effect of competition.  

                                                                                                                                                                                  
29  In Germany, Deutsche Post AG provides universal service without designation (i.e. by ñmarket forcesò). 
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Chapter 3 is concerned with the 27 members of the European Union and the EEA coun-

tries: Iceland, Liechtenstein, Norway, and Switzerland. We were not able to collect all the 

price data for all products and years from all countries, typical ly for reasons of confiden-

tially  or because a certain product was not offered, e.g. unaddressed items delivery. In 

practice, the following countries have been excluded due to unavailability of data: Bulgar-

ia, Cyprus, Iceland, and Liechtenstein. We also excluded outlier data points in cases 

where the level of price increases would otherwise distort our analysis.30  Therefore, unless 

otherwise stated, our report is based on data from 26 countries.  

 

We considered three groups of products: 

¶ Single piece items 

¶ Business products 

¶ Packets and parcels 

 

Within the single piece items, we analyse domestic priority, non -priority and intra -EU 

mail.  

 

Within the business product category our examination includes the following products in 

domestic service:  

Á Bulk mail, 10.00 0 items, 20g, unsorted 

Á Direct mail, 50g items, pre -sorted, 100.000 items  

Á Unaddressed items, 50g, 100.000 items 

 

These products have been chosen for detailed study on the basis that they are representa-

tive of the serv ices provided to business mailers on a non-negotiated basis. Bulk mail 

covers transactional mail, such as invoices or bank statements. Direct mail includes ad-

vertising, marketing or publicity material and its contents are uniform, except for the 

addressee's name, address and identifying number.31  We also include unaddressed items, 

although they do not fall within the legal definition of postal items. 32 This is because they 

are part of a separate competitive market, relatively large in terms of volume (e.g. a single 

household can receive several unaddressed items in one delivery) and usually using the 

same delivery network as letter mail.  It is important to analyse pricing because USPs are 

competing with ñlow-costò private sector competitors, but they may also be in competition 

with themselves.33 

 

Please note that not all USPs prov ide certain business products, such as direct mail, un-

addressed items or bulk parcels.   

 

Within ñparcels and packetsò, we analyse 1kg single piece letter tariffs, 1kg bulk parcel 

tariffs and a 2kg single piece parcel tariffs. The maximum volume of a packet is 0.02 cubic 

meters, while a parcel can reach 0.18 cubic meters.  

                                                                                                                                                                                  
30  Thi s i s the case in Romania in direct mail. 
31  Cf . Reci tal 17 of Directive 2008/6/EC and ar ticle 2 (8) of  Di r ective 2002/39/EC.  
32  Unaddr essed mail is not postal item as it  is not addressed i n its final form.  
33  The use of  unaddr essed mail is cheaper overall than sending targeted direct mail or ordinary let ters. 
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Readers of Chapter 3 should be careful when comparing developments in price levels 

among the products, because each product analysis is performed with a sample contain-

ing different countries.  

 

We performed the individual product analyses with all the data available in order to get as 

close as possible to the true development which took place in all 31 countries. In Chapter 

3, we decided not to exclude observations that could be considered ñoutliersò in a statisti-

cal sense. To correct for the influence outliers may have on arithmetic averages, we have 

calculated median values for price growth. We have also calculated the average annual 

movement (AAM). 34  The AAM measures the average annual growth rate of a given price 

over a given period. 

 

For certain analyses in Chapter 3, we distinguished between countries with the 2011 dead-

line for implementing the Directive and countries with the 2013 deadline , cf. Table 2 and 

Table 3. We classified the EEA countries and Switzerland into the 2013 group, even 

though Norway and Switzerland35  decided not to implement the Directive.  

 

Broadening the analysis, Chapter 4 explores price relations between various products 

prov ided by the USP. The chapter is based on the same data as Chapter 3. The indiv idual 

analyses of price relations are based on a choice of countries for which both price series 

were available (i.e. a balanced sample).  

 

The terms of reference requested a focus on 10-12 countries. Initially, we suggested the 

following countries: Belgium, Denmark, Germany, France, Italy, the Netherlands, Poland, 

Portugal, Romania, Spain, Sweden, UK. Finally, we include all countries for which data 

was available to us.  

 

Analyses of price movements in Chapters 3 and 4 group the countries in terms of the 

presence of full market opening (FMO) ï defined as the required  date  for implementation 

of Directive 2008/6/EC and a proxy measure illustrating  the state of competition. For 

letter mail products, the countries with competition are  proxies as those where there is an 

active competitor. The countries are grouped in the following way: 36  

 

                                                                                                                                                                                  
34  In other  words: compound annual growth rate (CAGR).  
35  Sw i tzerland is not required to implement  the Postal Service Directive directly (as any other Member State) or through the 

EEA Agr eement. 
36  Cf . al so Appendix A. 
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Table 2 Grouping coun tries in terms of Directive implement a-

tion and level of competition in the letter mail area  
  Full market opening* (FMO)  No full market opening (No FMO)  

 N o c ompetition  A T , BE , DK,  FI , FR, IE , P T  C H, E L, LV , LT  

 C ompetition  BG, E E , DE , E S, IT , N L,  SE ,  U K C Z, HU , LU , M T, P L, RO, SK * * , N O, SI **   
 

N ote: * We define FM O ac cording to the required deadline for the implementation of D irective 2 008/6/EC. Bu l-

garia, C yprus , L iechtenstein and I c eland are not inc luded in the analysis due to lac k of data.  

* *  By virtue of national pos tal law implementation, Slovakia (SK) had FM O from 1  January 2 0 12 and Slovenia 

had FM O as  of 1  January 2 0 11 ï i.e. before the deadline re quired by the D irective. For the purpos e of 

the analysis, we group them in the ñNo FMOò, however. 

Sourc e:  C openhagen E conomics  

 

The countries are grouped in the following way with regard to unaddressed items, cf. Ta-

ble 3. 

 

Table 3 Grouping countries in terms of Directive implement a-

tion and level of competition in unaddressed mail  
  Full market opening* (FMO)  No full market opening (No FMO)  

 N o  c ompetition  FR E L, LT , LV  

 C ompetition  A T , BE , DE , DK, E E , E S, FI , IE, IT , N L, SE, UK  C H, C Z, HU , LU, M T , P L, RO , SK, N O, PT, SI  
 

N ote: * FMO c orresponds to the implementation of D irec tive 2 008/6/EC.  Bulgaria, C yprus, L iechtenstein and 

I c eland are not inc luded in the analysis due to lac k of data.  

Sourc e:  C openhagen E conomics  

 

We were often confronted with the problem that the balanced samples were small, con-

taining 6 -8 countries. This was because some countries did not provide a specific type of 

service, for instance non-priority mail, unaddressed items, or bulk parcels ï or have price 

lists for such products. Therefore, we decided to expand the analysis to all countries for 

which data was available. Thus, the analyses in Chapter 4 cover from 10 ï 16 countries 

depending on the product.  

 

The NRA and USP questionnaire survey also revealed a problem related to the availability 

of historical data, mostly from the period 2001 -2003. As a consequence, we decided to 

base our analysis on the years 2004-2011. This time span allowed for the best trade-off in 

terms of the number of countries and the length of time.   

 

List prices vs. actual prices  

An ideal analysis of movements in price levels and relations between product prices 

would be based on actual prices, not list prices, especially for products used by business 

clients. However, actual prices are highly sensitive information, so it was only  possible to 

base our analysis on list prices. For that reason, the business products we chose for de-

tailed study  are those that can be considered representative of the services provided to 

business mailers on a non-negotiated basis. Our approach to evaluating the effect of pric-

ing on competition was instead based on case studies: 
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¶ A case study  examining the effect of entry and exit of a new operator on USP list 

prices 

¶ Case studies conducted with corporate mail users shedding light on new operator 

prices in comparison to USP prices 

¶ A case study  on the effect presence of competition has on (listed) rebates offered 

by  the USP for clients using meter as a payment channel in 12 countries. 

 

New entrant prices  

While we made every effort to collect prices of new entrants, we were not able to carry out 

a systematic analysis of price movements for new entrant prices. This was because we did 

not believe that new entrant li st prices would give a meaningful comparison against USP 

list prices. The reason is that new entrants use individually negotiated prices in v irtually 

all cases. These prices are confidential and we are not able to collect them.  

 

As an alternative to list prices, to study developments in new entrant prices, we relied on 

case studies. We investigated: 

 

¶ The development of prices for Bring Citymail in Denmark durin g 2007-2010 

¶ Experiences of Danish users of mail with pricing of postal services in the above 

period 

 

We chose this approach, because our initial research revealed that public ly  available price 

lists for entrants  did not play  any role in practice. Some entrants do not have a price list, 

but negotiate from customer to customer. Other entrants have a price list, but still negoti-

ate from customer to customer, resulting in actual prices being very different from the list 

prices.  

 Chapter 5 on postal operators pricing strategies  2.4
Chapter 5 outlines a generic pricing model which explains the drivers of postal prices. By  

reference to the price developments and price relationships described in chapter 3 and 

chapter 4, we analyse to what extent the model can explain the actually observed price 

developments. The model is constructed from a theoretical point of v iew and reflects how 

pricing decisions take place from a rational, profit -maximising perspective. Actual pricing 

behav iour may  to some extent depart from this theoretical ideal, giving rise to compet i-

tion issues discussed in the next chapter. 

 Chapter 6 on competition law  2.5
Chapter 6 focuses on the actual pricing behaviour of postal operators, which sometimes 

results in competition cases. We outline the relevant competition law and discuss how it 

applies in the postal sector. We also discuss the case law and its implications. 

 Chapter 7 on sector specific regulation  2.6
In Chapter 7  we analyse the current sector-specific regulatory framework. We look at the 

EU-level regulations, contained in the Postal Directive 2008/6/EC, and the relevant EU 
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case law. We also present an extensive analysis of the status and practice of sector-specific 

regulation at the national level, based on the NRA survey.  

 

When preparing the questionnaires, we encountered two main problems. The first pro b-

lem concerned missing data. Where possible, we supplemented NRA answers with the 

information available to us. The second problem related to inconsistent answers (e.g. the 

answer of ñno price cap regulationò followed by a description of the price cap model used). 

Where possible, we amended such inconsistencies. 

 Chapter 8 on impacts of pricing strategies  2.7
Chapter 8 focuses on the effects of pricing strategies and regulation on various types of 

postal users: individuals, SMEs and large mailers.  

 Chapter 9 on recommendations  2.8
Chapter 9 will collect the recommendations developed throughout the report.   
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Chapter 3 

3 Developments in price levels  

This chapter gives an overview of the main developments and state of play with regard to 

prices of postal products supplied by universal service providers (USPs) in 31 European 

countries. 37  This is supplemented by an analysis of affordability and the effects of compe-

tition. Developments betw een products are considered in Chapter 4.38   

 Main findings  3.1
Our main findings regarding individual products from 2004 -2011, are: 

¶ Prices for single piece mail items (domestic priority and non -priority, as well as 

intra -EU mail items) increased faster than inf lation  

¶ Prices for business mail products (bulk mail, direct mail and unaddressed items) 39  

increased with inflation. This shows that USPs have an incentive to stimulate de-

mand with lower prices in product segments threatened with volume declines.  

¶ Prices for parcels and packets40  increased faster than inflation  

¶ The financial crisis has led to lower price increases for all products 

¶ Prices for domestic priority letter mail increased slower in countries with price 

caps compared to countries without price caps on priority letter mail  

¶ Prices for domestic non-priority letter mail increased by the same amount in 

countries with price caps compared to countries without price caps on non -

priority letter mail  

 

The chapter also suggests explanations for these developments, especially in the light of 

volume developments (declining volume for letter mail and constant or increasing volume 

for parcels). However, we advise the reader to treat these explanations as hypotheses ra-

ther than hard facts. Developments in postal prices from 2004 -2011 are influenced by a 

number of factors, whose composition and influence are likely to change over time. It is 

challenging to explain movements in aggregate price growth with the help of indiv idual 

factors, such as the presence of full market opening (FMO) or the presence of active com-

petition. These factors often cannot be separated in time or between countries (e.g. coun-

tries without full market opening also tend to be countries without price caps). As a co n-

sequence, it is not possible to isolate the effects of a single factor. What complicates this 

task further is that it is not always possible to construct groups with the same number of 

countries for comparison of price movements. Not all USPs may be supply ing a certain 

product, e.g. non-pr iority mail.  

                                                                                                                                                                                  
37  In Germany, Deutsche Post AG provides universal service without designation (i.e. by ñmarket forcesò). 
38  By  consequence, the individual product analyses in Chapter 3  ar e based on price data f rom all available countries. This means 

that the reader should not directly compare the developments between products using the data in Chapter 3, but 

pr oceed to Chapter 4 for comparisons between products.  
39  Unaddr essed i tems are not strictly speaking postal services, but it is useful to include them in the study as e.g. possible alte r-

nat i ve to direct mail.  
40  For  the purpose of this study, a packet is proxied as the tariff for a 1kg domestic single piece priority let ter. 
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For a comprehensive analysis of price drivers and their influence on price developments, 

we refer to Chapter 5. 

 

Single piece products  

Within the single piece product category, our examination includes the following pro d-

ucts:41  

¶ single piece letter items, 20g, domestic priority 42  and non-priority 43  

¶ single piece letter items, 20g, cross-border intra -EU  

 

Prices grew both in nominal and real terms. Growth in real terms indicates that prices 

grew more than inflation.  

 

In nominal terms, the average price of single piece domestic priority  letter mail increased 

by  33 per cent over the period in a sample of 26 member states. The average price of sin-

gle piece domestic non-priority  letter mail increased by 50 per cent in a sample of 16 EU 

countries. 44  The price of intra -EU single piece priority mail increased by 41.4 per cent in a 

sample of the 26 countries for which we received data. See Figure 1, which summarises 

the total and average price movements (increases or declines) from 2004-2011 for as 

many  countries as possible. 

 

 

                                                                                                                                                                                  
41  Our  choice of products follows comments received at the NRA workshop in Copenhagen to use product definitions that are 

har monised with the definitions used i n Eurostat. Mor eover, the terms of  reference required comparability with ea r-

l i er studies. This implies the use of 20g categories as opposed to 50g. A number of  mail types are 20g. For  example, 

Chr i stmas cards, r eturn forms, subscription c oupons, i nvoices, giro forms, etc. Mor eover, i t is relevant to test  afford-

abi lity on the cheapest product. The 50g limit is interesting due to the existence of reserved areas until 2013. There-

for e, w e add a 50g weight category in the analysis of business products, i.e. w e have both 20g and 50g for bulk mail. 
42  For  countries without priority mail delivered at the D+1 standard, w e included the mail product with the fastest available 

del i very standard. 
43  Pl ease note that non-priority mail may not be provided b y all USPs. 
44  When comparing developments between products, please note the dif ferent number of countries n the samples. Chapter 4 

sur v eys the developments between products using samples containing the same countries.  
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Figure 1 Movement in average prices for single piece mail items, 

selected countries, 2004 -2011  
 

 
 

 Product   Period  

 Nominal price 

increase  

 Real price 

increase  

Total  AAM  Total  AAM  

 Single piec e letter item, 2 0 g,  domes tic, priority  2 0 0 4 -  2 011   3 3 .2 %  4 .4 %  1 1 .0 %  1 .5 %  

 Single piec e letter item, 2 0 g, domestic, non - priority  2 0 0 4 -  2 011   5 0 .1 %  6 .0 %  1 9 .7 %  2 .6 %  

 Single piec e letter item, 2 0 g, c ross -border intra -EU 2 0 0 4 -  2 011   4 1 .4 %  5 .0 %  1 6 .4 %  2 .2 %  
 

 
N ote:  A A M = average annual inc rease. C ountries included in the individual analyses:  

S.p. dom. priority: 2 6  c ountries: A T, BE , C H, C Z, DE , DK, E E , E L, E S, FI , FR, HU , IE, IT , LT, LU , M T, 

N L, N O , P L, P T ,RO, SE , SI , SK, U K  

S.p. dom. non - priority: 1 6 c ountries: BE , C H, DK, E L, FI , FR, HU , LT , LV, N O, P L, P T, RO , SE , SK, U K 

S.p. intra - E U: 2 6 c ountries: AT, BE , C Z, DE , DK, E E , E L, E S, FI , FR, HU , IE , IT, LT , LU , LV,  M T, N L, 

N O , P L, P T, RO, SE , SI , SK, U K  

Sourc e:  C openhagen E conomics  

Letter products for business users  

Within the business product category, our examination includes the following domestic 

products:  

Á Bulk mail, 10.000 items, 20g, unsorted  

Á Direct mail, 50g items, pre-sorted, 100.000 items  

Á Unaddressed items, 50g, 100.000 items 

 

Prices grew in nominal terms but less than private mail and in real terms prices were con-

stant or even fell as in the case of unaddressed items, cf. Figure 2. The slower overall in-

crease in business mail prices, compared to single piece mail, demonstrates the market 

conditions 45  with relatively price sensitive demand for bulk mail products. It is also a sign 

                                                                                                                                                                                  
45  For  ex ample, business mail products are subject to significant electronic substitution which reduces demand for physical mail  

pr oducts. In addi tion, bulk mail products are generally subject to more competition from alternative service provi d-
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that USPs have a strong incentive to stimulate demand with lower prices in product seg-

ments threatened with volume declines.  

 

In nominal terms, prices of bulk mail increased by 15.9 per cent in the period. Prices of 

direct mail increased by 17.9  per cent per in the period. Prices of unaddressed items also 

increased by 17.9 per cent. In real terms, the prices were essentially unchanged.  

 

Figure 2 Movement in average prices for business mail pro d-

ucts, selected countries, 2004 -2011  
 

 
 

 Product   Period  

 Nominal price 

increase  

 Real price 

increase  

Total  AAM  Total  AAM  

Bulk mail, 1 0 .0 00 items, 2 0 g, pre - sorted, domestic*  2 0 0 4 -  2 011   1 5 .9 %  2 .1 %  0 .1 %  0 .0 %  

Direc t mail, 5 0 g items, pre - s orted, 1 0 0.000 items, 

domes tic*  
2 0 0 4 -  2 011   1 7 .9 %  2 .4 %  1 .6 %   0 .2 %  

U naddressed items, 5 0g items, 1 0 0.000 items, dome s-

tic  
2 0 0 4 -  2 011   1 8 .2 %  2 .4 %  - 1 .4 %   - 0 .2 %  

 

 
N ote:  A A M = average annual inc rease. C ountries included in the individual analyses:  

Bulk m.: 1 4  c ountries: BE , FI , FR, DE , IE, IT , LT, M T , N L, P T, SE , U K, N O, C H  

Direc t it.: 1 6  c ountries: BE , C H , DE, E S, FI , FR, IE , IT , M T, N L, N O, P L, P T ,SI, SK, U K  

U naddressed it.: 1 0  c ountries: BE , C H, E S, FI , LT , N O, P L, SI , SK, U K  

Sourc e:  C openhagen E conomics  

 

Parcels and packets  

Within the category of parcels and packets, our examination includes the following pro d-

ucts: 

¶ Single piece letter items, 1kg, domestic, priority 

                                                                                                                                                                                  
er s compared with single piece mail. This makes demand for business mail products more sensitive to price increas-

es.   
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¶ Single parcels of 2kg, domestic 

¶ Bulk parcels of 1kg, 10.000 items46  

 

Single piece letter items of 1kg can be considered as examples of ñpacketsò, i.e. products 

that can be substituted for 1kg parcels.47  Their average price in 24 member states in-

creased in real terms by 6.7  per cent. 

 

Next, we included a standard parcel of 2kg.48  Their average price in 10 member states 

increased in real terms by 7.0 per cent. 

 

Finally , we included bulk parcels because these are likely to be in increased demand from 

large mailers, due to the rise of e-commerce.49  Their average price in the sample of 24 

member states for which we received data, increased by 11.3 per cent.  

 

 

                                                                                                                                                                                  
46  The choi ce of  the weight limit is motivated by the popularity of  the product (e.g. the weight of a book), and the potential f or 

subst i tution with 1  k g letter items. 
47  The tw o products are not identical, however. They differ in terms of  their maximum volume: 0.02 cubic meters for the packet 

and 0.187  cubic meters for a parcel.  
48  The choi ce of  this w eight limit follows the recommendations of the NRAs at  the Copenhagen workshop as well as to ensure 

compar ability with earlier studies.  
49  We w ere unable to collect separate statistics on the  development in volumes of bulk parcels., How ever, Figure 5 yields sup-

por t  for this hypothesis.   
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Figure 3 Movement in average prices for parcels and packets, 

selected countries, 2004 -2011  
 

 
 

 Product   Period  

 Nominal price 

increase  

 Real price 

increase  

Total  AAM  Total  AAM  

Single piec e letter item, 1 kg, domes tic, priority  2 0 0 4 -  2 011   3 1 .3 %   4 .0 %  6 .7 %   0 .9 %  

Bulk parc els, parc els of 1  kg, 1 0 .0 00 pieces, domestic*  2 0 0 4 -  2 011   3 2 .7 %   4 .1 %  7 .0 %   1 .0 %  

Single parc el, 2 kg, domes tic  2 0 0 4 -  2 011   3 6 .8 %   4 .6 %  1 1 .3 %   1 .6 %  
 

N ote:  A A M = average annual inc rease. C ountries included in the individual analyses:  

S.p. letter 1 kg: 2 4  c ountries: BE, C H , DE, DK, E E , E S, FI , FR, HU , IE , IT, LT , LU, LV , M T, N L, N O, P L, 

P T , RO , SE , SI , SK, U K  

Bulk p.: 1 0  c ountries: E S, FI , LT , M T, N L, N O, P T,  RO , SI , U K  

S. parc el: 2 4  c ountries: BE , C H, DE , DK, E E , E S, FI , FR, HU , IE, IT , LT, LU , LV, M T , N L, N O, P L, P T, 

RO , SE , SI , SK, U K  

Sourc e:  C openhagen E conomics  

 

Affordability  

We examined the affordability of three products relative to the salaries of industrial wor k-

ers in EU Member States. We measured affordability  by  calculating the number of 

minutes of work an industrial worker is required to spend in order to afford a particular 

serv ice. 

¶ Single piece priority 20g letter mail  

¶ Single piece priority 1kg letter mail  

¶ Single 2kg parcel 

 

The affordability measure for 20g single piece letters calculated for a sample of 27  coun-

tries for which data was available, varied between 1.1 and 8.5 minutes of work time.50  We 

find that prices have generally  become more affordable since 2009 as the number of 

                                                                                                                                                                                  
50  We di d not measure affordability for a similar product in Main Developments  in the Pos tal Sector 2008 -2010. 
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minutes of work declined in 15 countries and remained stable in 12 countries. The num-

ber of minutes did not increase in any  of the countries.  

 

The affordability measure for 1kg single piece letters calculated for 27  countries varied 

from 4.9 and 47 .7 minutes of work time. Even though the EU average number of minutes 

has not changed since 2010, we interpret the increase in the range of minutes as a sign of 

decline in affordability for 1kg priority letter mail taking pla ce in the countries at the end 

of the distribution, incl. Romania, Hungary , Latv ia , cf. Figure 37 . 

 

 

Figure 4 Minutes worked for 1kg single piece letter  mail, 2011  
 

 

 

Sourc e:  C openhagen E conomics and IW C ologne  

 

 

The affordability measure for 2kg single parcel calculated for 27 countries varied from 10 

and 53.6 minutes of work time. 51  

  

Effect of com petition on USP list prices  

Regarding the comparison of USP prices with competitor prices, we found that compar i-

sons of list prices were not meaningful. New entrantsô list prices (where they exist) are 

sometimes higher than the USP list prices. Preliminary evidence from interviews with 

mailers suggested that new entrants offer individually -negotiated prices for their custom-

ers ï which can be 25 ï 50 per cent lower than USP list prices.52 To document the effect of 

competition on prices, we carried out two case studies: 

 

                                                                                                                                                                                  
51  Copenhagen Economics (2010) di d not include a comparable product in the affordability analysis.  
52  Some oper ators may not even have price lists, e.g. Forbruger Kontakt, a Danish distributor of  unaddressed i tems and w eekly 

new spapers, cf. interview with CEO, 3 February, 2012. 
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The first case study concerned the experience of Danish mailers with prices in the pres-

ence of a competitor providing business mail products (Bring Citymail) and after the ex it 

of the competitor. The case study revealed that Post Danmark decreased its list prices on 

50g bulk mail by  13 per cent in 2007--the year of entry of the competitor. The prices re-

mained unchanged until 2010, when Bring Citymail ex ited the Danish postal market.  

Between 2010-2012, the price rose at about twice the inflation rate.  The case study re-

vealed that the role of competitorôs list prices appears to be as reference for discounts, 

rather than as information about end prices. Entrants may have an incentive to show high 

discounts off list prices to their customers for marketing purposes. 53  

 

The second case study concerned the use of ñmeter rebatesò in 12 Member States54 , i.e., 

rebates granted by the USP for the use of a franking machine. The study revealed that 

between 2009 and 2012, the size of the average meter rebate for single piece letter mail 

items increased from 5 -10% of the stamp price.  

 Developments in volumes  3.2
Price developments explored in this chapter should be viewed against the observation 

that volumes in the letters and parcels markets are behaving quite different, cf. Figure 5. 

Figure 5 Letter mail and parcel volumes, 2007 -2011  
 

 
 

N ote: A us tria, Franc e, Hungary, Latvia, L ithuania, Luxembourg, M alta, N etherlands, P ortugal, Romania, Sl o-

vakia, Slovenia, Spain, Sweden, and Switzerland. Figures for total market. ñLettersò includes single 

(s tamped) letter mail, domes tic, firs t and s econd class, total.  ñParcelò includes single parcels, domes-

tic . Single piec e products were c hos en to maximise the number of c ountry obs ervations.  

Sourc e:  N RA  and U SP questionnaires  

 

                                                                                                                                                                                  
53  Apar t  from that, we find that it is n ot always possible to find product pairs that are comparable in terms of quality criteria, 

i ncluding delivery standards or geographical coverage.  
54  Bel gi um, Denmark, Finland, France, Germany, Italy, Netherlands, Pol and, Por tugal, Spain, Sweden and the UK 
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Letter post volumes were relatively constant until 2007/2009, when sharp year-on-year 

declines began. The tipping point at 2008/2009 is likely  to have been caused not only by 

the financial crisis, but also by the emergence of mobile internet technology and products 

such as the smartphone, which made e-substitution of transactio nal mail (bills in partic u-

lar) an attractive proposition.  In earlier years (2002 -2007), e-substitution was more 

about advertising mail and affected USPs with well-developed direct mail businesses ra-

ther than USPs that relied more on transactional mail.  F urthermore, volume losses were 

often partially recouped as the advantages of direct mail over electronic alternatives be-

gan to emerge. Parcel volumes, however, have tended to grow after 2009, fuelled by e-

commerce. The figure excludes countries where e-commerce is particularly v ibrant (DE, 

UK, FI), as volume data was not provided by the NRA nor the USP. 

 Developments in single piece products  3.3
 

Single piece 20g letter, dom estic, priority  

Prices for single piece item products in domestic priority service have been steadily in-

creasing in 26 countries from 2004 -2011, cf. Figure 6. Between 2004-2011, prices in-

creased nominally by 35% and 11 per cent in real terms.  This corresponds to 4.4% nomi-

nal and 1.5 per cent real growths per year. Nominal prices increased slower after 2009, 

however, at 3.0 per cent per year, translating essentially to no growth (0.4 per cent per 

year) in real terms.  
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Figure 6 Single piece 20g letter, domestic, priority, 2004 -  2011  
              Panel A: Nom inal prices                                  Panel B: Real prices                                                    

 

 
 

M ovement for period:    3 5 .2 %  M ovement for period :    1 1 .0 %  

A verage annual movement    4 .4 %  A verage annual movement    1 .5 %  

M ovement s ince 2 009    6 .1 %  M ovement s ince 2 009    0 .8 %  

A verage annual movement s ince 2 009  3 .0 %  A verage annual movement s ince 2 009  0 .4 %  
 

N ote: 2 6  c ountries: AT,BE,CH,CZ,DE,DK,EE,EL,E S,FI,FR,HU,IE,IT,LT,LU,MT,N L,NO,PL,PT,RO,SE,SI,SK,UK  

Sourc e:  C openhagen E conomics  

 

From 2004 -2011, the group of countries with the 2013 deadline for transposing Directive 

2008/6/EC ï i.e. the group of countries without full market opening (FMO) experienced 

a 10 per cent higher real increase in prices compared to the group of countries with FMO, 

cf. Figure 7 , panels A and B. An explanation for this can be that prices in group with (pan-

el B) were generally lower in 2004, thus they were increasing from a lower base.  

 

A further explanation may be related to the presence of a price regulation system. Most of 

the countries in the group without FMO were not applying price caps. The lack of price 

caps may suggest that USPs in those countries were not formally restricted to increasing 

prices by  the growth in the consumer price index in the same way  as countries with price 

caps.  

 

Even though many countries had a form of ex-ante price approval, ex-ante approval often 

relies on justification of p rice increases submitted to the regulator. Thus, the USP is able 

to refer to more factors than the consumer price index, and use a producer price index, for 

example, instead.55  

                                                                                                                                                                                  
55  Tabl e 6 illustrates that prices increased mor e in countries without price caps in comparison to prices in countries with price 

caps. 
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After 2009, however, prices in countries without FMO declined in real terms about 2 per 

cent ï while they  were growing around 3.2 per cent in countries with FMO. This can be 

explained by developments on the country level, such as agreeing on new, higher price 

levels after longer period of price stability (see Denmark, UK).  

 

Figure 7 Single 20g letter tariff, domestic, priority, 2004 -  2011  
       Panel A: 2011 deadline (FMO)                     Panel B: 2013 deadline (no FMO)                                                    

 

 
 

M ovement for period :    6 .6 %  M ovement for period :    1 7 .1 %  

A verage annual movement    0 .9 %  A verage annual movement    2 .3 %  

M ovement s ince 2 009    3 .2 %  M ovement s ince 2 009    - 2 .0 %  

A verage annual movement s ince 2 009  1 .6 %  A verage annual movement s ince 2 009  - 1 .0 %  

A T ,BE,DE,DK,E E,ES,FI,FR,IE,IT,NL,PT,SE,SI,U K  C H,CZ,EL,HU,LT,LU,MT,NO,PL,RO,SK  
 

N ote:  Real P ric es  

Sourc e:  C openhagen E conomics  

 

Turning to developments by country, we observe that nominal prices increased in all 

countries on average 36.6 per cent. The average growth rate in real prices was 11.7 per 

cent. It is noteworthy that a median of 2.8 per cent (i.e. below average) means that there 

was variation within the groups of countries, and the average was strongly influenced by 

countries with high growth rates (e.g. Romania, UK, and Denmark).  

 

We noted several places where prices of single piece priority letter mail in domestic deliv-

ery  decreased in real terms: Estonia, Sweden, Germany, Italy, Portugal, Poland, Hungary, 

Greece and Switzerland. In most cases, the countries where prices declined in real terms 

were also the countries with competition in the letter mail area.  
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However, examining the size of the averages, it appears that there is no discernible differ-

ence between the groups of countries with FMO and without FMO, nor between those 

with and without competition. Among countries in the group with FMO, average real 

prices grew by 1.1 per cent for the group where competitors were active, compared to 10.5 

per cent for countries without competition. For the countries in the 2013 group, real pri c-

es grew by  22.2 per cent in the group where competitors were active, compared to 1.8 per 

cent for the group where no competitors were active, cf. Figure 8. 

 

Figure 8 Movement in single 20g letter tariff, domestic, priority, 

2004 ï 2011  

 
 

Country group   
Average  

Real Prices  

Median  

Real Pri c-

es  

Average  

Nominal 

Prices  

Median  

Nominal 

Prices  

FM O  & C ompetition  1 .1 %  - 3 .7 %  2 0 .8 %  1 7 .9 %  

FM O  & N o c ompetition  1 0 .5 %  5 .2 %  2 6 .8 %  1 5 .4 %  

N o FM O  & C ompetition  2 1 .2 %  8 .6 %  5 6 .9 %  3 4 .9 %  

N o FM O  & N o c ompetition  9 .0 %  5 .1 %  3 1 .9 %  3 6 .2 %  

All Countries  11.0%  2.8%  35.2%  21.2%  
 

N ote:  C ountries are s orted by movement in nominal pric e, in des c ending order, within the group s howing 

the s tatus  with res pect to FMO (directive transposition) and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 

Single piece 20g letter, dom estic, non -priority  

Non-priority single letter items, 20g, domestic can be considered a lower-cost alternative 

to priority letters. They have a longer delivery time standard, D+3 as compared to the D+1 

required for priority mai l. 16 countries offer non-priority mail as part of the universal 

serv ice obligation, even though this is not technically required by Directive 2008/6/EC, 

cf. Table 4. It should also be noted that in about two thirds of the EU countries, ñnon-

priorityò is available to consumers and SMEs who pay with postage stamps.  However, in 
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a substantial number of countries it is the most commonly used service, and in Spain it is 

the only  service available. 

 

Table 4 Availability of non -priority single letter items, 20g, d o-

mestic, in 2011  
  No.   Countries  

A vailable as  s ervice ins ide the U SO  1 6   BE , BG, DK, E L, FI , FR, HU , LV , LT , N O, P L, P T, RO, SE , SK, UK  

A vailable as  s ervice outs ide the U SO  4  C H, E S**, IT , N L,  

N ot available  5  C Y , C Z, DE , IS, L I  

N o ans wer*  6  A T , E E , IE, LU , M T, SI  
 

N ote: * T hese c ountries answered the questionnaire but did  not fill in the non - priority tariffs. * * For Spain, we 

c las sify non - priority as the ñordinary letterò with delivery target D+4. 

Sourc e:  Silva (2 0 11), P ostNL (2 012b) and C openhagen E conomics  

 

In 2011, nominal prices of non-priority letters had risen 50 p er cent higher than prices in 

2004, cf. Figure 9. The total increase in real prices of non-priority mail for the period was 

about 20 per cent. In addi tion, both nominal and real annual increases were lower after 

2009. For example, real prices increased annually 0.9 per cent compared to the 2.6 per 

cent annual increase on average. 
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Figure 9 Movement in price of single piece 20g, domestic, non -

priority, 2004 -  2011  
Panel A: Nom inal prices                                  Panel B: Real prices                                                    

 

 
 

M ovement for period :    5 0 .1 %  M ovement for period :    1 9 .7 %  

A verage annual movement    6 .0 %  A verage annual movement    2 .6 %  

M ovement s ince 2 009    7 .4 %  M ovement s ince 2 009    1 .8 %  

A verage annual movement s ince 2 009  3 .6 %  A verage annual movement s ince 2 009  0 .9 %  
 

N ote:  2 0 0 4 = 1 . 1 6  c ountries: BE ,CH,DK,EL,FI,FR,HU,LT,LV,NO,PL,PT,RO,SE,SK,U K  

Sourc e:  C openhagen E conomics  

 

Non-priority prices increased nearly three times as fast in countries without FMO co m-

pared to countries with FMO, cf. Figure 10. Since 2009, however, the average annual in-

creases were more similar, 1.2 per cent in countries with FMO and 0.7  per cent in those 

without FMO. Priority mail rose in parallel, which can be ex plained by the lower starting 

level of tariffs in countries without FMO.  
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Figure 10 Movement in price of single 20g letter, domestic, non -

priority, 2004 -  2011  
      Panel A: 2011 deadline (FMO)                     Panel B: 2013 deadline (no FMO)                                                    

 

 
 

M ovement for period :    9 .8 %  M ovement for period :    2 7 .5 %  

A verage annual movement    1 .3 %  A verage annual movement    3 .5 %  

M ovement s ince 2 009    2 .4 %  M ovement s ince 2 009    1 .4 %  

A verage annual movement s ince 2 009  1 .2 %  A verage annual movement s ince 2 009  0 .7 %  

C ountries: BE,DK,FI,FR,PT,SE,UK      C ountries: C H,EL,HU,LT,LV,NO,PL,RO,SK    
 

N ote:  2 0 0 4 = 1 , real pric e index  

Sourc e:  C openhagen E conomics  

 

We observed that nominal prices increased on average in all countries by 50 per cent. 

However, the median ï 38 per cent ï reveals again the strong influence of the highest 

growth rates (Latvia, Norway and Slovakia).  

 

Real declines occurred only in the two groups of countries with no active competitors 

(Portugal, Finland, Lithuania, and Switzerland). Likewise, average price growth was hig h-

er for the groups with competition than those without competition, i.e. 18.8 per cent vs. 

6.1 per cent for FMO countries, and 33 per cent vs. 20.6 per cent for countries without 

FMO. This was the opposite of what was expected, so we treated this finding with caution. 

One reason for this is because we expect the active competitors to compete mostly on bulk 

mail items rather than single piece items. Therefore, the differences may be driven by 

factors other than the presence of active competitors, cf. Figure 11. 
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Figure 11 Movement in price of single 20g letter, domestic, non -

priority, 2004 -  2011  

 
 

Country group  
Average  

Real Prices  

Median  

Real Prices  

Average  

Nominal Prices  

Median  

Nominal Prices  

FM O  & C ompetition  1 8 .8 %  1 8 .8 %  4 0 .7 %  4 0 .7 %  

FM O  & N o c ompetition  6 .1 %  7 .8 %  2 2 .6 %  2 2 .2 %  

N o FM O  & C ompetition  3 2 .6 %  3 1 .3 %  6 6 .5 %  7 1 .0 %  

N o FM O  & N o c ompetition  2 3 .4 %  3 4 .6 %  6 8 .1 %  7 2 .2 %  

All Countries  19.7%  17.7%  50.1%  38.1%  
 

N ote:  C ountries are s orted by movement in nominal pric e, in des c ending order, within the group s howing 

the s tatus  with res pect to FMO (directive transposition) and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 

Single piece 20g, cross -border intra -EU,  priority  

Directive 2008/6/EC requires that universal service is ensured not only domestically but 

also across borders, cf. Article 3 (7). In practice, this means that member states are 

obliged to provide both delivery of incoming mail as well as collectio n and sending of 

outgoing cross-border mail.  Article 2 (11) includes a definition of ñcross-borderò as: "mail 

from or to another Member State of, from, or to a third countryò. 

 

Nominal prices for single letter items in intra -EU service have been increasing somewhat 

more than prices for domestic priority service. Figure 12 shows that the total increase 

amounted to 41 per cent from 2004 -2011 compared to 35 per cent for priority mail. After 

2009 the annual average growth rate was almost three times higher in nominal terms 

than in real terms. The possibility for USPs to raise cross-border intra -EU mail prices 

more than domestic mail prices can be explained by the lower elasticity of demand for 

cross-border intra -EU mail.  The low elasticity may, in turn, be affected by several factors. 

For example, lack of developed competition in the cross-border mail market may make 

mailers less sensitive to price increases. Low price sensitivity may be enhanced by an in-
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frequent use of cross-border mail. In general, individuals sending only few cross -border 

mail items per year are not very sensitive towards price increases since the consumption  

of cross-border mail services only makes up a very small part of their household budget.    

 

Intra -EU mail is sent in significantly lower volumes than domestic mail, which means 

that an indiv idual customer is more likely to accept a higher price. Moreover, a customer 

will be less inclined to refrain from sending a postcard home from vacation abroa d on 

account of the price of the postcard. Competition in the cross-border intra -EU mail mar-

ket is also less developed than competition in domestic markets, meaning that there are 

fewer substitutes available.   

 

Last but not least, the prices of cross-border intra -EU mail include ñterminal duesò, i.e.,  

charges that the sending USP pays the delivering USP to deliver mail.  Terminal dues 

(such as those applied by the REIMS agreement signed by 26 EU postal operators 56) are 

fixed in relation to price changes in  domestic mail, among others. Hence, increases in 

domestic mail prices trigger increases in cross-border intra -EU mail prices. Compared 

with the growth in single piece domestic items, this suggests that USPs may have in-

creased the price of intra-EU mail sl ightly more than proportionately, on average in the 

EU.   

  

                                                                                                                                                                                  
56  Cf . ht tp://w w w .ipc.be/en/Services/Pricing/REIMS.aspx  
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Figure 12 Movement in price of single piece 20g letter, intra -EU, 

priority, 2004 ï 2011  
              Panel A: Nom inal prices                                  Panel B: Real prices                                                    

 

 
 

M ovement for period :    4 1 .4 %  M ovement for period :    1 6 .4 %  

A verage annual movement    5 .1 %  A verage annual movement    2 .2 %  

M ovement s ince 2 009    7 .6 %  M ovement s ince 2 009    2 .7 %  

A verage annual movement s ince 2 009  3 .7 %  A verage annual movement s ince 2 009  1 .3 %  
 

N ote:  2 6  c ountries: A T,BE,CZ,DE,DK,E E,EL,ES,FI,FR,HU,IE,IT,LT,LU,LV,MT,NL,NO,PL,PT,RO,SE,SI,SK,U K  

Sourc e:  C openhagen E conomics  

 

Real prices for cross-border intra -EU mail increased 7 percentage points more in coun-

tries with the 2011 deadline than in countries with the 2013 deadline, cf. Figure 13. The 

opposite is true of price developments for domestic mail products, where prices in the 

group without FMO increased more. This may reflect the fact that cross-border intra -EU 

mail is more important in terms of volume in countries with FMO, which includes the 

more mature postal markets in the EU. Given the low elasticity of demand, USPs in those 

countries would have an incentive to increase prices more in order to compensate for the 

general decline in domestic mail volumes. Moreover, in countries with FMO the annual 

average growth rate barely changes after 2009, compared to those countries without FMO 

where prices seem to be almost unchanged.  
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Figure 13 Movement in price of single 20g letter, intra -EU, pr i-

ority, 2004 ï 2011  
     Panel A: 2011 deadline (FMO)                     Panel B: 2013 deadline (no FMO)                                                    

 

 
 

M ovement for period :    1 8 .5 %  M ovement for period :    1 2 .3 %  

A verage annual movement    2 .5 %  A verage annual movement    1 .7 %  

M ovement s ince 2 009    4 .1 %  M ovement s ince 2 009    0 .7 %  

A verage annual movement s ince 2 009  2 .0 %  A verage annual movement s ince 2 009  0 .4 %  

A T ,BE,DE,DK,E E,ES,FI,FR,IE,IT,NL,PT,SE,SI,U K  C Z,E L,HU,LT,LU,LV,MT,NO,PL,RO,SK   
 

N ote:  Real P ric es  

Sourc e:  C openhagen E conomics  

 

Countries with fast -growing prices strongly influence group average growth rates. For 

instance, within the group of countries with FMO and no competition, the average growth 

rate was 20.6 per cent, yet the median growth rate was just 13 per cent. Compared to the 

FMO group, we observed that the distribution in real price growths was even more varied 

in the group of countries without FMO. For example, the 2013 group includes 4 countries 

with real price declines (Hungary, Malta, Romania and Greece), 2 countries with more 

than 100 per cent increases in nominal terms (Slovakia and Czech Republic), and 2 coun-

tries with no nominal price increases (Malta and Romania).  

 

The presence of competition in the letter market does not appear to have a clearly dis-

cernible effect on prices. Among the countries without FMO, prices grew more in coun-

tries without active competitors (19.5 per cent on average), compared to growth in coun-

tries with active competitors (4.7  per cent).  The opposite was the case among countries 

with FM O. Among these countries, real prices grew slower in the subgroup with domestic 

competitors (12.8 per cent) than in the subgroup without domestic competitors (20.6 per 

cent).  
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The lack of an observable difference is mostly likely because competition in the cross-

border intra -EU letter mail market is weak ï and the competition proxy used does not 

influence price movements. It is likely that even fewer competitors offer single piece 

cross-border later mail compared to the offerings of single piece domestic items. It is un-

likely that private consumersô meager use of these offerings would be reflected in prices.  

 

Figure 14 Movement in price of single 20g letter, intra -EU, pr i-

ority, 2004 ï 2011  

 
 

Country group  
Average  

Real Prices  

Median  

Real Prices  

Average  

Nominal Prices  

Median  

Nominal Prices  

FM O  & C ompetition  1 2 .8 %  6 .0 %  3 4 .5 %  2 9 .5 %  

FM O  & N o c ompetition  2 0 .6 %  1 2 .9 %  3 9 .3 %  2 6 .7 %  

N o FM O  & C ompetition  2 0 .9 %  1 6 .4 %  2 0 .9 %  4 1 .5 %  

N o FM O  & N o c ompetition  6 .0 %  7 .4 %  4 1 .7 %  3 5 .2 %  

All Countries  16.4%  10.0%  41.4%  28.4%  
 

N ote:  C ountries are s orted by movement in nominal pric e, in des c ending order, within the group s howing 

the s tatus  with res pect to FMO (directive transposition) and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  
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 Developments in business mail products  3.4
In this section, we focus on price developments for business mail products, i.e. delivery 

serv ices purchased in large volumes by corporate customers. Due to the large volumes 

involved, business mail products are normally paid for by using franking machines, prin t-

ed postage impressions (PPIs) and invoices. Business mail products are important be-

cause they account for 87 per cent of operatorsô revenue in the EU.57 We found that price 

increases for business mail products were generally lower than for single mail items. We 

also found that on average, the prices of business products remained constant in real time 

between 2004-2011. 

 

We rev iewed only an illustrative selection of business mail products because there is no 

harmonised range of such products, in contrast to those in single piece category. In gen-

eral, we found that it was not easy  to compare USP price lists for business products be-

cause product descriptions were not compatible, e.g., applied to different volumes. Some 

USPs do not offer certain products, such as unaddressed mail. This explains why  our 

analysis includes between 10-16 countries, which is fewer than in the case of single piece 

letter mail items. It also explains why the different analyses cover different countries.  

 

Bulk m ail  

Bulk mail refers to mail composed of similar (though not necessarily identical) items sent 

in large volumes, for example, invoices and bank statements.  

 

Nominal prices for bulk mail increased 15.9 per cent between 2004-2011, cf. Figure 15, 

panel A. Real prices in 2011 have remained essentially constant over the period, cf. Figure 

15, panel B. It is noticeable that the period after 2009  appears to have halved the annual 

nominal increase while turning the real price movement to the negative. The explanation 

for this could be that the financial crisis made customers more price sensitive, especially 

in relation to transactional mail, e.g. i nvoices.  

 

 

 

                                                                                                                                                                                  
57  Wal sh (2011), p. 258. Thi s r elates to let ter post items, i ncludi ng packets. 
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Figure 15 Movement in price of bulk mail, 2004 -2011*  
              Panel A: Nom inal prices                                  Panel B: Real prices                                                    

 

 
 

M ovement for period :    1 5 .9 %  M ovement for period :    0 .1 %  

A verage annual movement rate    2 .1 %  A verage annual movement rate    0 .0 %  

M ovement s ince 2 009    4 .9 %  M ovement s ince 2 009    0 .9 %  

A verage annual movement s ince 2 009  2 .4 %  A verage annual movement s ince 2 009  0 .5 %  
 

N ote:  * Bulk mail: c omposed of 2 0 g items , pre - sorted, 1 0 .000 items, domes tic, pric e per item, 2 0 04 ï 2011. 

1 4  c ountries: BE , FI , FR, DE , IE , IT, LT , M T, N L, P T, SE , U K, N O, C H  

Sourc e:  C openhagen E conomics  

 

There appears to be a little difference in price developments between the groups of coun-

tries with and without FMO. Real prices remained virtually unchanged for both groups, 

although they followed different developments over the period, cf. Figure 16. In the FMO 

group, following declines in real terms from 2004 -2008, the prices recovered by means of 

a large increase in 2009 and a smaller increase in 2010, to the 2004 level. The countries 

without FMO followed a different path. They  were essentially stable until 2007, when they 

increased by 4 percentage points, only to fall to their initial level the next year. Overall, 

prices increased a mere 0.3 per cent in real terms.58   

 

 

                                                                                                                                                                                  
58  Note that the two subsamples are imbalanced i n terms of  the number of countries constituting them.  
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Figure 16 Movement in price of bulk mail, 2004 -2011*  
     Panel A: 2011 deadline (FMO)                     Panel B: 2013 deadline (no FMO)  

 

 
 

M ovement for period :    0 .0 %  M ovement for period :    0 .3 %  

A verage annual movement    0 .0 %  A verage annual movement rate    0 .0 %  

M ovement s ince 2 009    0 .9 %  M ovement s ince 2 009    0 .8 %  

A verage annual movement s ince 2 009  0 .4 %  A verage annual movement s ince 2 009  0 .4 %  

BE ,DE ,FI,FR,IE,IT,NL,PT,SE,UK    C H,LT,MT,NO      
 

N ote:  * Bulk mail: c omposed of 2 0 g items , pre - sorted, 1 0 .000 items, domes tic, pric e per item, 2 0 04 ï 2011. 

Real pric es.  

Sourc e:  C openhagen E conomics  

 

Turning to the country -level, and having established no clear difference between the two 

groups of countries differing by FMO status, we observed differences due to the state of 

actual competition. The presence of active competitors is likely  to have a more noticeable 

effect in the case of bulk mail than with single piece items, because most competitors 

compete on business mail products such as bulk and direct mail.  

 

Average prices in the group with active competition declined in real terms, by 6.9 and 5.3  

per cent respectively for the countries with FMO and without FMO for the directive. This 

is in contrast to the countries without active competition, where prices increased in real 

terms, respectively by 6.9 and 2.1 per cent, over the period.  

 

The above trends should be interpreted with caution, because they are not shared by all 

the countries within the given groups. There are countries with active competition where 

prices increased (e.g. the Netherlands, UK, Sweden), as well as countries without active 

competition where prices decreased (e.g. France, Ireland, Portugal)59 .  

                                                                                                                                                                                  
59  In chapter 5 and 8, w e go more in depth with the analysis of how competition affects prices. 
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In the group of countries with FMO and competition, the mean is negative 6.9 but median 

is positive 3.5 because there are in fact more price increases than declines.60  Real prices 

increased for 3 countries: the Netherlands, UK, and Sweden, while they  declined for two 

countries: Germany and Italy. The size of the declines was, however, larger than the size 

of the increases, which resulted in the groupôs average price movement to become nega-

tive. In the group of countries with FMO and no competition, the mean is positive 6.9 but 

median is negative 3.7  because there are price declines than increases.61  Clearly, there are 

more drivers explaining these developments than transposition of the dire ctive and the 

presence of competition. 

 

Figure 17 Movement in price of bulk mail, 2004 -2011*  

 
 

Country group  
Average  

Real Prices  

Median  

Real Prices  

Average  

Nominal Prices  

Median  

Nominal Prices  

FM O  & C ompetition  - 6 .9 %  3 .5 %  7 .3 %  1 7 .4 %  

FM O  & N o c ompetition  6 .9 %  - 3 .7 %  2 2 .3 %  7 .2 %  

N o FM O  & C ompetition  - 5 .3 %  - 5 .3 %  1 1 .8 %  1 1 .8 %  

N o FM O  & N o c ompetition  2 .1 %  1 .5 %  2 0 .8 %  1 7 .2 %  

All Countries  0.1%  -1.1%  15.9%  16.9%  
 

N ote:      * Bulk mail: c omposed of 2 0 g items, pre - s orted, 1 0 .000 items, domes tic, pric e per item, 2 004 ï 2011. 

C ountries are s orted by movement in nominal pric e, in des c ending order, within the group s howing 

the s tatus  with res pect to FMO (directive transp osition) and pres ence of c ompetition. Romania is i n-

c luded on the diagram but the obs ervation was  not taken into ac count in the averages and medians.  

Sourc e:  C openhagen E conomics  

 

                                                                                                                                                                                  
60  The mean and medi an are the same in cases where there are only 2 observations in a group. 
61  The mean and medi an are the same in cases where there are only 2 observations in a group. 
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Direct m ail  

Direct mail can be considered a specific type of bulk mail that must fulfil certain criteria 

regarding contents. Directive 2008/6/EC defines direct mail as:  

 

ñ(...) consisting solely of advertising, marketing or publicity material and comprising 

an identical message, except for the addressee's name, address and identifying nu m-

ber (...)ò 
Direc tive 2 008/6/EC, Rec ital 1 7  

 

In comparison to bulk mail, direct mail prices increased both in nominal and real terms, 

between 2004-2011. On average for all countries, nominal price increased by 20.9 per 

cent, cf. Figure 18, while the real price increase amounted to 4.5 per cent. On an annual 

level, these increases were not very big, amounting to 2.8 per cent in nominal and only  

0.6 per cent in real terms, over the period. Moreover, what is ev ident is that the price 

increases occurred before 2009. Prices stopped to grow in the aftermath of the financial 

crisis. Average annual movement in nominal prices after 2009 was about half that before 

2009, while the average movement in real prices turned negative. In real terms, prices 

were declining on average by over 0.2 per cent each year in the period after 2009, com-

pared to average annual increases of over 1.9 per cent in the period before 2009.  
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Figure 18 Movement in price of direct mail, 2004 ï 2011  
              Panel A: Nom inal prices                                  Panel B: Real prices                                                    

 

 
 

M ovement for period :    2 0 .9 %  M ovement for period :    4 .5 %  

A verage annual movement    2 .7 %  A verage annual movement    0 .6 %  

M ovement s ince 2 009    3 .8 %  M ovement s ince 2 009    - 0 .4 %  

A verage annual movement s ince 2 009    1 .9 %  A verage annual movement s ince 2 009  - 0 .2 %  
 

N ote:  1 6  c ountries: BE ,CH,DE,DK*,E S,FI,FR,IE,IT,MT,N L,NO,PL,PT ,SI ,SK,UK. D irect mail (addressed adve r-

tis ing mail), 5 0 g items, pre - sorted, 1 00.0 00 items, domestic, price per item, 2 0 04 ï 2 011  

Romania experienced a pric e inc rease in exc ess of 5 0 0% in the period and therefore we moved the 

obs ervation as  an outlier.   

* Denmark is  included into the analysis with pric e data from 2 0 0 6 to 2 011  

Sourc e:  C openhagen E conomics  

 

In contrast to bulk mail,  there appears to be a more noticeable difference in price devel-

opment among countries with FMO and without FMO, cf. Figure 19. Real prices in the 

country group with FMO increased a mere 2.8 per cent, while they increased by 8.5 per 

cent in the country group without FMO, including Norway and Switzerland. The growth 

trend experienced by the group lacking FMO ceased in 2009, however. For the period 

after 2009, real prices have decreased on average 1.7  percentage points whereas in the 

FMO group, prices increased by 0.2 per cent. 
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Figure 19 Movement in price of direct mail, 2004 -  2011  
Panel A: 2011 deadline (FMO)                     Panel B:  2013 deadline (no FMO)  

 

 
 

M ovement for period :    2 .9 %  M ovement for period :    8 .5 %  

A verage annual movement    0 .4 %  A verage annual movement    1 .2 %  

M ovement s ince 2 009    0 .2 %  M ovement s ince 2 009    - 1 .7%  

A verage annual movement s ince 2 009    0 .1 %  A verage annual movement since 2009   - 0 .9%  

1.  BE ,DE ,DK*,ES,FI,FR,IE,IT,NL,PT,SI,UK  2.    3.   C H,M T,NO,PL,SK      
 

N ote:  D irec t mail (addressed advertising mail), 5 0g items, pre - sorted, 1 0 0.000 items, domes tic, pric e per item, 2 0 04 ï 

2 0 1 1. * Denmark is inc luded into the analysis with pric e data from 2 0 06 to 2 0 11  

Real pric es  

Sourc e:  C openhagen E conomics  

 

On the country level, prices either grew slower or fell where competition was active. This 

is ev ident in the movements of average real prices and in the number of countries with 

price declines.  

 

For the groups with active competition, the FMO group recorded a decline in average real 

prices of 4.3, while the group without active competition increased by 7.3 per cent. These 

movements were lower than those in countries wit hout active competition: 10.4 per cent 

and 3.2 per cent, in the groups with FMO and without FMO, respectively. In the countries 

with competition, there are 6 examples of declines ï UK, Italy , Germany , Slovenia, Malta 

and Norway  ï compared to the countries without competition, with only 3 small declines, 

Portugal, France and Ireland, cf. Figure 20 .  

 

It is important to stress the examples of countries with sharp price increases in the group 

without competition. For instance, within the group of countries with FMO and no co m-

petition, Denmark and Belgium show the significance of the average growth rate.   
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Figure 20  Movement in price of direct mail, 2004 -  2011  

 
 

Country group  
Average  

Real Prices  

Median  

Real Prices  

Average  

Nominal Prices  

Median  

Nominal Prices  

FM O  & C ompetition  - 4 .3 %  - 1 0 .3%  1 1 .7 %  9 .5 %  

FM O  & N o c ompetition  1 0 .4 %  0 .2 %  2 5 .6 %  1 3 .5 %  

N o FM O  & C ompetition  7 .3 %  0 .3 %  2 9 .2 %  2 1 .3 %  

N o FM O  & N o c ompetition  3 .2 %  3 .2 %  1 3 .0 %  1 3 .0 %  

All Countries  4.5%  -2.4%  20.9%  12.5%  
 

N ote:  D irec t mail (addressed advertising mail), 5 0g items, pre - sorted, 1 0 0.000 items, domes tic, pric e per 

item,  2 0 04 ï 2 011. C ountries are s orted by movement in nominal pric e, in des cending order, within 

the group s howing the s tatus  with res pect to FMO (directive transposition) and pres ence of c ompet i-

tion. T he obs ervation for Romania was  removed as  it was  an outlie r.  

Sourc e:  C openhagen E conomics  

 

Unaddressed advertising items  

Unaddressed items refer to items not bearing the address of an addressee in their final 

form , which means that these services are, sensu stricto , not to be regarded as postal ser-

v ices. Not all universal service providers offer unaddressed item services. When a USP 

does offer unaddressed advertising, it usually uses the same delivery network as for ad-

dressed letter mail. Not being part of universal service, unaddressed advertising items 

have been subject to competition for the longest period of time. For that reason, the com-

petition proxy used in this analysis includes active competitors in the unaddressed adver-

tising area, as opposed to competitors in letter mail.  

 

The price development for unaddressed items resembles that for bulk mail form 2004 -

2011: nominal prices grew but real prices remained essentially unchanged. The total in-

crease amounted to 18.2 per cent in nominal terms, and -1.4 per cent in real terms, cf. 

Figure 21. The development in real increases was not uniform over time, with several 

examples of price increases followed by price reductions. This could be testament to a 

high degree of competition, periodic emergence and disappearance of competitors or 

substitute products, such as free daily newspapers, as well as large elasticity of demand 
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for unaddressed items. The financial crisis had a more pronounced effect on price devel-

opments with both nominal and real average annual increases becoming negative in its 

aftermath.  

 

In addition, postal operators reduced nominal ( -2.4 per cent) and real (-7  per cent) prices 

after 2009 probably due to a decline in volumes after the financial crisis.  

 

Figure 21 Movement in price of unaddressed advertising items, 

2004 -  20 11 
              Panel A: Nom inal prices                                  Panel B: Real prices                                                    

 

 
 

M ovement for period :    1 8 .2 %  M ovement for period :    - 1 .4 %  

A verage annual movement    2 .4 %  A verage annual movement    - 0 .2 %  

M ovement s ince 2 009    - 2 .4 %  M ovement s ince 2 009    - 7 .1 %  

A verage annual movement s ince 2 009    - 1 .2 %  A verage annual movement s ince 2 009  - 3 .6 %  
 

N ote:  U naddressed advertising items, 5 0g items, 1 0 0.000 items, domes tic, pric e per item, 2 0 04 ï 2 011. 1 0 

c ountries: BE ,CH,ES,FI,LT,NO,PL,SI,SK,U K.  

Sourc e:  C openhagen E conomics  

 

The FMO status appears to have only a weakly noticeable effect on developments, cf. Fig-

ure 22. In the group with FMO, real prices fluctuated over the p eriod and ended up 7 per 

cent lower in 2011 compared to 2004. At the same time, prices in the group of countries 

without FMO were 4.3 per cent higher. It should be emphasised that both developments 

have showed much volatility over time, with periods of pri ce growth followed by price 

declines. For that reason, we do not interpret the difference in the average movement over 

the period as being significant. It appears to be more a consequence of the chosen time 

period, than a reflection of an underlying, persi stent trend.  
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Figure 22  Movement in price of unaddressed advertising items, 

2004 -  2011  
Panel A: 2011 deadline (FMO)                     Panel B: 2013 deadline (no FMO)  

 

 
 

M ovement for period :    - 7 .2 %  M ovement for period :   4 .3 %  

A verage  annual movement    - 1 .1 %  A verage annual movement   0 .6 %  

M ovement s ince 2 009    - 1 0.8%  M ovement s ince 2 009   - 3 .6 %  

A verage annual movement s ince 2 009    - 5 .5 %  A verage annual movement s ince 2 009  - 1 .8 %  

BE ,E S,FI,SI,U K        C H,LT,NO,PL,SK      
 

N ote:  Real pric es. U naddressed advertising items, 5 0g items, 1 0 0.000 items, domes tic, pric e per item, 2 004 

ï 2 0 1 1  

Sourc e:  C openhagen E conomics  

 

We do, however, observe that the competition proxy for unaddressed mail has a more 

noticeable effect on price developments at the country level. For countries with compet i-

tion in unaddressed items, the real price increase was smaller (-8.8 and 3.1 per cent) than 

in the group of two countries without competition (4.2 per cent). cf. Figure 23.  

 

Of the 9 countries with competition, real prices declined in 5 of them (Belgium, Finland, 

Romania, Slovenia and Poland). In two countries, Belgium and Finland, where prices 

declined not only in real but also in nominal terms. 62  Only  one country in the group with 

competition, Slovakia, had a real growth rate higher than Lithuania from the group wit h-

out competition.  

 

                                                                                                                                                                                  
62  Cf . Bel gi um and Finland have no competitors active in the area of addr essed letter mail, and we observe price increases in 

those countries. 
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Figure 23  Movement in price of unaddressed advertising items, 

2004 -  2011  

 
 

Country group  
Average  

Real Prices  

Median  

Real Prices  

Average  

Nominal Prices  

Median  

Nominal Prices  

FM O  & C ompetition  - 8 .8 %  - 8 .5 %  8 .8 %  8 .2 %  

N o FM O  & C ompetition  3 .1 %  - 0 .8 %  2 0 .4 %  2 0 .0 %  

N o FM O  & N o c ompetition  4 .2 %  4 .2 %  3 2 .7 %  3 2 .7 %  

All Countries  -1.4%  1.6%  18.2%  18.2%  
 

N ote: U naddressed advertising items, 5 0 g items, 1 00.000 items, domes tic, pric e per item, 2 0 04 ï 2 011. C ou n-

tries  are s orted by movement in nominal pric e, in des c ending order, within the group s howing the s t a-

tus  with res pect to FM O (directive transposition) and pres ence of c ompetition. T he obs ervation for 

Romania was  removed as  it was  an outlier.  

Sourc e:  C openhagen E conomics  
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1.1 Parcels and packets  

In this section, we analyse developments in prices within parcels and ñpacketsò, which we 

define as 1kg letter mail items for the purpose of this study . Parcel delivery has always 

been open to competition. We expect lower price due to improved economies of scale 

since growing e-commerce is likely  to encourage entry and thereby competition and lower 

prices. Higher quality, demanded by consumers, can be synonymous with higher prices, 

however. Quality can also be a competition parameter, and serve to differentiate postal 

operators who otherwise offer similar prices.  

 

The level of competition does not provide explanatory power to the price developments 

(and has been excluded from the graphs).  

 

Packet: single piece 1kg letter  

Prices of single piece 1kg letters increased by 31 per cent in nominal terms and 6.7  per 

cent in real terms between 2004-2011. These increases are comparable to the increase in 

single piece letter items of 20g. Since 2009, real prices remained virtually unchanged. 

Hence, the 2 per cent increase in nominal prices per annum, is inflation driven, cf. Figure 

24. 
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Figure 24  Movement in price of single piece 1 kg letter tariff, 

2004 -  2011  
              Panel A: Nom inal prices                                  Panel B: Real prices                                                    

 

 
 

M ovement for period :    3 1 .3 %  M ovement for period :    6 .7 %  

A verage annual movement    4 .0 %  A verage annual movement    0 .9 %  

M ovement s ince 2 009    5 .6 %  M ovement s ince 2 009    0 .3 %  

A verage annual movement s ince 2 009  2 %  A verage annual movement s ince 2 009  0 .2 %  
 

C ountries: 2 4 c ountries: BE , C H, DE , DK, E E , E S, FI , FR, HU , IE , IT, LT , LU, LV , M T, N L, N O, P L, P T, RO , SE , SI , 

SK, U K. Single piece 1  kg letter tariff, domes tic, priority, 2 0 04 -  2 011  

Sourc e:  C openhagen E conomics  

 

The FMO status of countries appears to have the same influence on prices in the case of 

single piece 20g letter items. Real prices increased markedly more in the countries with-

out FMO ï 10 per cent ï while real prices grew just 4 per cent in the group with  FMO, cf. 

Figure 25. Once again, after 2009, real prices for the group without FMO did not increase 

further, but experienced a slight decrease of 0.2 per cent.  
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Figure 25  Movement in price of single 1 kg letter tariff, dome s-

tic, priority, 2004 -  2011  
    Panel A: 2011 deadline (FMO)               Panel B: 2013 deadline (no FMO)  

 

 
 

M ovement for period :    4 .0 %  M ovement for period :    1 0 .4 %  

A verage annual movement    0 .6 %  A verage annual movement    1 .4 %  

M ovement s ince 2 009    0 .8 %  M ovement s ince 2 009    - 0 .3 %  

A verage annual movement s ince 2 009  0 .4 %  A verage annual movement s ince 2 009  - 0 .2 %  

BE ,DE ,DK,EE,ES,FI,FR,IE,IT,NL,PT,SE,SI,UK   C H,HU,LT,LU,LV,MT,NO,PL,RO,SK   
 

N ote:  Real P ric es  

Sourc e:  C openhagen E conomics  

 

On average, 1kg letter real price grew 6.7 per cent between 2004 and 2011. Nevertheless, 

the price development across European countries has been very different between the 

countries; countries such as Romania, the UK, and Poland experienced growth rates over 

45 per cent. On the contrary, countries coming from a low price level such as Slovenia, 

and Lithuania experienced real price decreases of almost 50 per cent, cf. Figure 26.  
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Figure 26  Movement in price of single 1 kg letter tariff, dome s-

tic, priority, 2004 -  2011  

 
 

Country group  
Average  

Real Prices  

Median  

Real Prices  

Average  

Nominal Prices  

Median  

Nominal Prices  

A ll C ountries  6 .7 %  3 .2 %  3 1 .3 %  2 1 .3 %  
 

N ote:  C ountries are s orted by movement in nominal pric e, in des c ending order, within the group s howing 

the deadline for direc tive transposition and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 

2 kg parcel  

The prov ision of single parcel service up to 10kg is a required universal postal service, 

defined by  Directive 2008/6/EC. Member states have the possibility to include 20 kg 

parcels in domestic service. They also have a mandatory cross-border obligation for ha n-

dling 20 kg parcels.63  

 

Nominal prices of single parcels increased on average by 36.8 per cent since 2004, cf. 

Figure 27 , panel A. Real prices increased on average by 11.3 per cent. These increases are 

comparable to increases in single piece letter mail items. Since 2009, the nominal average 

annual increase was half the increase for the total period ï 2.1 per cent ï which in real 

terms was slightly  below inflation ( -0.7  per cent). 

  

                                                                                                                                                                                  
63  Cf. Article 3 (4):  ñMember States shall take steps to ensure that the universal service (...) includes as a minimum (...) the 

clearance, sorting, transport and distribution of postal packages up to 10 kilogramsò and Article 3 (5) of Directive 

2008/6/EC: ñThe national regulatory authorities may increase the weight limit of universal service coverage for 

postal  parcels to any weight not exceeding 20 kilograms and may lay dow n special arrangements for the door-to-

door  del ivery of  such parcels. Notwithstanding the weight limit of universal service coverage for postal parcels estab-

l i shed by a given Member State, Member States shall ensure that postal parcels received f rom other Member States 

and weighing up to 20 kilograms are delivered within their territory.ò 
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Figure 27  Movement in price of single 2 kg parcel, domestic, 

2004 ï 2011  
              Panel A: Nom inal prices                                  Panel B: Real prices                                                    

 

 
 

M ovement for period :    3 6 .8 %  M ovement for period :    1 1 .3 %  

A verage annual movement    4 .6 %  A verage annual movement    1 .6 %  

M ovement s ince 2 009    4 .2 %  M ovement s ince 2 009    - 1 .4 %  

A verage annual movement s ince 2 009  2 .1 %  A verage annual movement s ince 2 009  - 0 .7 %  
 

N ote:  2 4  c ountries: BE ,CH,DE,DK,E E,ES,FI,FR,HU,IE,IT,LT,LU,LV,MT,NL,NO,PL,PT,RO,SE,SI,SK,UK  

Sourc e:  C openhagen E conomics  

 

Increases in real prices at the EU level appears to have been driven by the countries with-

out FMO, where prices have increased consistently each year, winding up 21 per cent 

higher in 2011 than in 2004. In the countries with  FMO, real prices increased by 4.5per 

cent in total, cf. Figure 28. However, prices did not increase steadily. They decreased after 

2009 by  about 5per cent. It is possible that competitors in the more mature markets (with 

FMO), who prev iously concentrated on the larger business customers, increasingly tar-

geted SMEs and indiv idual customers who historically were likely to be served by the 

USP. Such a development would create an incentive for the USPs to limit price increase. 
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Figure 28  Movement in price of single 2 kg parcel, domestic, 

2004 ï 2011  
      Panel A: 2011 deadline (FMO)                     Panel B: 2013 deadline (no FMO)  

 

 
 

M ovement for period :    4 .5 %  M ovement for period :    2 1 .0 %  

A verage annual movement    0 .6 %  A verage annual movement    2 .8 %  

M ovement s ince 2 009    - 4 .8 %  M ovement s ince 2 009    3 .1 %  

A verage annual movement s ince 2 009  - 2 .4 %  A verage annual movement since 2009  1 .5 %  

BE , DE , DK, E E , E S, FI , FR, IE , IT , N L, P T, SE , SI , UK   C H, HU , LT , LU, LV , M T, N O, P L, RO, SK   
 

N ote:  Real P ric es  

Sourc e:  C openhagen E conomics  

 

The low increase in real prices for the countries with FMO was due to real price declines 

in Ireland, UK, Germany, Finland and Sweden, i.e., mature postal markets with well -

established competition in the parcel segment. In countries without FMO, we did not  

observe price declines on the same scale. Prices declined only in Malta and Slovenia, 

while they  increased in the remaining countries, cf. Figure 29.  

 

In real terms, 2 kg parcel prices increased about 11 per cent between 2004 and 2011.  
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Figure 29  Movement in price of single 2 kg parcel, domestic, 

2004 ï 2011  

 
 

Country group  
Average  

Real Prices  

Median  

Real Prices  

Average  

Nominal Prices  

Median  

Nominal Prices  

A ll C ountries  1 1 .3 %  1 0 .3 %  3 6 .8 %  3 1 .5 %  
 

N ote:  C ountries are s orted by movement in nominal pric e, in des c ending order, within the group s howing 

the deadline for direc tive transposition and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 

Bulk parcels  
Bulk parcels are in demand by mail order houses which send large quantities of standard-
ised parcels. Since 2004, nominal prices in Europe increased on average by 33 per cent. 
In the same period, real prices increased by 7 per cent, cf. Figure 30. Since 2009, howev-
er, the average increase in nominal prices stabilised, leading to real price declines of 4.6 

per cent on average. The increase pattern for bulk parcels closely resembles the pattern 
for single parcels.   
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Figure 30  Movement in price of bulk parcels, 2004 -  2011  
              Panel A: Nom inal prices                                  Panel B: Real prices                                                    

 

 
 

M ovement for period :    3 2 .7 %  M ovement for period :    7 .0 %  

A verage annual movement    4 .1 %  A verage annual movement    1 .0 %  

M ovement s ince 2 009    0 .5 %  M ovement s ince 2 009    - 4 .6 %  

A verage annual movement s ince 2 009  0 .2 %  A verage annual movement s ince 2 009  - 2 .3 %  
 

N ote:  1 0  c ountries: E S,FI,LT,MT,NL,NO,PT,RO,SI,UK. Bulk parcels, parc els of 1  kg, 1 0 .0 00 pieces, domestic, 

pric e per item, 2 0 0 4 ï 2 011.  

Sourc e:  C openhagen E conomics  

 

Prices increased by 5.6 per cent in real terms in countries with FMO, compared to 9 per 

cent for countries without FMO, cf. Figure 31. The pattern with respect to the total i n-

crease is similar to the pattern observable for single parcels. Since 2009, real prices de-

clined modestly in the 2011 group ï i.e. 0.3per cent ï but t he decline was significantly 

stronger in the 2013 group: - 5.2per cent. The large price increase in 2007 in the 2013 

group was due to large price increases in Romania and Lithuania. In the remaining coun-

tries, the price increase was more gradual.  
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Figure 31 Movement in price of bulk parcels, 2004 -  2011  
Panel A: 2011 deadline (FMO)                     Panel B: 2013 deadline (no FMO)  

 

 
 

M ovement for period :    5 .6 %  M ovement for period :    9 .1 %  

A verage annual movement    0 .8 %  A verage annual movement    1 .3 %  

M ovement s ince 2 009    - 0 .5 %  M ovement s ince 2 009    - 1 0 .0%  

A verage annual movement s ince 2 009  - 0 .3 %  A verage annual movement s ince 2 009  - 5 .2 %  

E S,FI ,NL,PT,SI,UK   LT ,M T,NO,RO   
 

N ote:  Real pric es. Bulk parc els, parc els of 1  kg, 1 0 .0 00 pieces, domes tic, pric e per item, 2 0 04 ï 2 011.  

Sourc e:  C openhagen E conomics  

 

Turning to the country level, the median real price growth of 9 per cent, compared to the 

average growth of 7  per cent, shows the influence of two countries with very large growth 

rates, Romania and Lithuania, Figure 31. In comparison, prices declined in only two 

countries: Malta and the UK.  

 

As in the case of single parcels, the lower increase in real prices for countries in the 2010 

group was due to cases of strong decline in both nominal and real prices, cf. the UK. In 

addition, in Finland and the Netherlands, prices for bulk parcels increased more than 

prices for single piece parcels (cf. also Chapter 4). This observation is interesting because 

lower elasticity of demand for individual consumers and the higher elasticity of demand 

for business consumers would suggest that bulk prices should increase less. Therefore, it 

appears that USPs in these countries may have taken advantage of the overall increase in 

demand for bulk parcels due to the development of e-commerce.  
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Figure 32  Movement in price of bulk parcels, 2004 -  2011  

 
 

Country group   
Average  

Real Prices  

Median  

Real Prices  

Average  

Nominal Prices  

Median  

Nominal Prices  

A ll C ountries  7 .0 %  9 .1 %  3 2 .7 %  2 3 .8 %  
 

N ote:  C ountries are s orted by movement in nominal pric e, in des c ending order, within the group s howing 

the deadline for direc tive transposition and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 Regulated prices  3.5
Price regulation can be an important driver of price developments. In this section, we 

consider the effect of price cap regulations on price developments. In Chapter 7 , we sur-

vey  other forms to price regulation, including ex -ante approvals, ex-post controls and fall -

back prov isions 

 

The price cap model defines the maximum allowed price increase a postal operator can 

use in a given period, typically a year. The restriction on maximum prices is intended to 

incentivise the operator to reduce its costs. This can happen when the operator improves 

its productivity, e.g. by innovating or restructuring in relation to market developments 

and input cost changes.  

 

We found that 10 countries applied price cap regulations, cf. Table 5. We found that price 

caps were typically applied on services within the USO or a subset of these serv ices, some-

times very narrow at the level of an indiv idual price point, such as priority letter items  up 

to 500g. 
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Table 5 Is a price cap imposed on any product in 2012?  
 Country  Products  

 Belgium  

P riority and non - priority domestic items of a weight not exc eeding 2  kg  

O utgoing priority and non - priority c ross -border mail of a weight not exc eeding 2  kg  

O utgoing domestic and c ross -border pos tal parcels up to 1 0  kg  

O utgoing domestic and c ross -border registered items and ins ured items  

 E s tonia  A ll universal services  

 Franc e  A ll U SO  s ervices including bulk letters/parcels and outgoing international mail   

 Germany  Single mail items , up to 5 0  items  of 1 0 00g letters   

 I taly  U niversal s ervices  

 N ethe r-

lands  
U niversal s ervices  

 N orway  Single piec e items are regulated, inc luding outgoing c ross -border mail  (s ince 2 007)  

 P ortugal  
I tems  of c orres pondence, domestic and international, inc luding direct mail, and regis tered and 

ins ured items  

 Sweden  P riority letter items  up to 5 0 0 g  

 U K*  
N on - priority letter items   

P arc els up to 2 kg  
 

N ote:  N o pric e c aps in 1 7  c ountries: A T, C Z, DK, E L, E S, FI , HU, IE , LV, LT , LU, M T , P L, RO , SK, SI , C H. N o 

information for 4  c ountries: BG, C Y, LI , IS. * The U K regulated more produc ts in the pric e c ap prior to 

2 0 1 2  

Sourc e:  N RA  questionnaires and C openh agen E conomics  

 

Countries with price cap regulation on priority single piece mail tended to have a slower 

increase than countries without price cap regulation in the period, cf. Table 6. This fin d-

ing suggests that price caps are likely to have the most noticeable effect in terms of de-

pressing increases in prices compared to other forms of price regulation, including ex-

ante approval and ex-post regulation. This is because the incentives provided by price 

caps are thought to be more long-lasting compared to other forms of regulation. 64 .  

 

Table 6 Increases in single piece priority prices vs. price caps  

  

Average 

price mov e-

ment 2004 -

2011  

 Annual 

average 

movement, 

2004 -2011  

 Average 

price mov e-

ment since 

2009  

 Annual 

average 

movement, 

2009  

C ountries with pric e c ap regulation *  3 .4 %  0 .5 %  2 .4 %  1 .2 %  

C ountries without pric e c ap regulation**  1 2 .4 %  1 .7 %  2 .4 %  1 .2 %  
 

N ote:  N ote that this  table assumes the his torically applicable pric e c aps. C ountries with pric e c ap: BE, E E , 

FR, DE , IT , N L, P T, SE , U K. * Norway is  excluded because pric e c ap was  introduced in 2 0 07. * *With 

Romania in the ñno price cap groupò the average pric e movement 2 004 -  2 011 would be 2 1 .7  per 

c ent.  

Sourc e:  N RA  questionnaires and C openhagen E conomics  

 

The opposite development appears to have taken place with regard to the presence of 

price caps on non-priority mail. Countries with price caps on non -priority single piece 

mail tended to have a similar price growth, 13.6 per cent, as countries without pric e cap 

regulation, 16.3 per cent, cf. Table 7.  

                                                                                                                                                                                  
64  CERP (2009), p. 42. 



Pr i cing behaviour of  

postal  operators 

 

 

 

 

 

 

 

 

 

 

 

 

7 3 

Table 7 Increases in single piece non -priority prices vs. price 

caps  

  

Average 

price mov e-

ment 2004 -

2011  

 Annual 

average 

movement, 

2004 -2011  

 Average 

price mov e-

ment since 

2009  

 Annual 

average 

movement, 

since 2009  

C ountries with pric e c ap regulation*  1 3 .6 %  1 .8 %  4 .3 %  2 .1 %  

C ountries without pric e c ap regulation**  1 6 .3 %  2 .2 %  2 .2 %  1 .1 %  
 

N ote:  N ote that this  table assumes the his torically applicable pric e c aps. C ountries with pric e c ap: BE, E E , 

FR, DE , IT , N L, P T, SE , U K. * Norway is  excluded because pric e c ap was  introduced in 2 0 07. * *With 

Romania in the ñno price cap groupò the average pric e mo vement 2 004 -  2 011 would be 1 7 .5  per 

c ent.  

Sourc e:  N RA  questionnaires and C openhagen E conomics  

 

The above conclusion needs to be warranted by the fact that most of the countries apply-

ing prices caps are also countries with de facto competition in the letter mail area. The 

presence of competition is also likely  to have a depressing effect on prices. 

 

Our analysis reveals that 4 USPs used the full scope for price increases in 2011, while 2 

USPs did not, cf. Table 8.  

 

Table 8 Use of the scope for price change under price caps  
  No.  Countries  

U SP  us ed full s c ope for pric e c hange in 2 0 11  4  E s tonia, Germany, Sweden**, U K 

U SP  did not us e full s c ope for pric e c hange in 2011  2  N etherlands, P ortugal*   

N o information  4  Belgium, Franc e, I taly, N orway  
 

N ote:  *  U SP  generally us ed the full s c ope for pric e c hange under price c ap  

* *  U SP in the las t three years exceeded the pric e c ap by about 2 .5 %  

Sourc e:  N RA  questionnaires and C openhagen E conomics  

 

The reasons for this depend, on the one hand, on the design of the price cap formula and, 

on the other, on market conditions faced by a USP, particularly in terms of the pace of 

volume decreases.   

 Developments in affordability  3.6
In this section, we discuss developments in affordability. Article 12 states that:  
 

ñprices shall be affordable and must be such that all users, independent of geo-
graphical location, and, in the light of  specific national conditions, have access to 

the services provided.ò 

Sourc e: D irective 2 008/6 /EC, A rticle 1 2  

 

Article 3 of the Directive clarifies further that prices of universal postal serv ices must be 

ñaffordable (...) for all  usersò.65  This means that prices should be affordable not only  from 

                                                                                                                                                                                  
65  Emphasi s added. 
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the point of v iew of natural persons, but also for business users, such as small and medi-

um size firms, as well as large mailers.  

 

Different types of users are likely to use mail differently. They are likely  to h ave different 

demand price elasticities and have access to different services within the scope of USO in 

a given country . Nevertheless, the Directive does not specify  how affordability  is to be 

measured, leaving this to the discretion of each Member State, cf. Chapter 6. From a prac-

tical point of v iew, this brings up three questions regarding the measurement of afford a-

bility  developments:  

¶ What types of mail users should be considered? 

¶ What products should be offered? 

¶ How should affordability be measured?  

 

First, we concentrate on affordability  from the point of v iew of natural persons rather 

than firms. In our v iew, the motivation behind regulating affordability is to ensure access 

to universal services for vulnerable users of mail. It is more likely  that v ulnerable con-

sumers who need protection are natural persons rather than firms. 66  Moreover,  all  con-

sumers (including vulnerable consumers),  and firms are already protected against exces-

sive postal serv ice prices by  general competition rules, i.e. Article 102 TFEU.  

 

Next, the question of product choice is important not least because the scope of USO dif-

fers among Member States. We focused on those products that Member States are obliged 

to prov ide as a minimum. This ensured that all Member States would have the given 

product. We concentrated on three types of mail products, cf. Table 9: 

 

Table 9 Choice of products and reasons  
 Product  Reason  

 Single piec e priority 2 0g letter 

mail  

T he c heapest available priority letter item.  

T he lowes t benc hmark for affordability.  

Comparability with the ñMain Developments 2008-2010ò study 

 Single piec e priority 1 kg letter 

mail  

Example of a ñpacketò used for delivery of s maller goods purc hased 

online.  

 Single 2 kg parc el  A  s tandard s ize for a parc el, pric e data reported by E urostat.  

 

Sourc e:  C openhagen E conomics  

 

Last, we measured affordability by calculating the number of minutes of work an indu s-

trial worker was required to spend before taxes in order to afford a particular service.67  To 

examine the state of affordability  of postal serv ices in 2011, we calculated how many 

minutes of work were required to afford a given product. We used the same proxy  for 

                                                                                                                                                                                  
66  We di scussed this issue at a meeting with representatives of  PostEurop in Brussels on 26.06.2012. They shared our view.  
67  Cf . Deutsche Post (2012) for similar price and affordability comparisons in Europe. Compared to Main Developments  in the 

Pos tal Sector 2008-2010, w e changed the wage variable. In the current study, w e use the hourly wage of an industri-

al  w orker, provided by the Cologne Institute for Economic Research as of October 2011, cf. Deutsche Post (2012). In 

the 2010 study on Main Developments, w e used w age data from Eurostat (average hourly labour costs, defined as to-

tal  l abour  costs divided by the corresponding number of hours worked). 
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wages as in Deutsche Post (2012), i.e., the hourly  wage of an industrial worker.68  Letter 

and parcel prices were provided by the NRAs in the questionnaires distributed as part of 

the current study . 69  

 

Purchasing power parity adjusted prices  

On the one hand, PPP-adjusted prices for priority single letter, domestic, 20g postal se r-

v ices show large differences between the countries with the highest and lowest ppp-

adjusted price. On the other hand, there is a relatively large group of 16 countries where 

prices are not far from the average (e.g. Hungary, Greece, Belgium, Finland, Italy , Portu-

gal, Austria, Czech Republic, France, Switzerland, Germany, UK, Sweden, Ireland, Lux-

embourg and Spain). In this respect, the situation is comparable to the result of the analy-

sis in Copenhagen Economics (2010).  

 

Prices in 2011 for priority  single letter domestic mail  ranged from ú0.28 to ú0.88, cf. 

Figure 33, compared to ú0.23 and ú0.81 in 2009. Slovakia had the highest price for a 20g 

tariff letter, followed by  Latv ia, Poland and Denmark. Malta, Slovenia, Spain and the 

Netherlands enjoyed the lowest prices.  

 

Figure 33  Priority single letter, domestic, 20 g, 2011  
 

 

 

N ote:  P P P-adjusted prices  

Sourc e:  C openhagen E conomics  

 

With regard to 1kg single priority letter, we also observed large differences between the 

countries with the highest price, ú5.8 and the lowest price, ú1.8. However, prices were 

                                                                                                                                                                                  
68  Deter mined by the Cologne Institute for Economic Research as of  October 2011, cf. Deutsche Post (2012), p. 14. 
69  We changed the wage variable. In the current study, w e use the hourly w age of  an industrial worker, provided by the Cologne 

Inst i tute for Economic Research as of October 2011, cf. Deutsche Post (2012). In the 2010 study on Main Develop-

ments, w e used wage data from Eurostat  (average hourly labour costs, def ined as total labour costs divided by the 

cor r esponding number of hours worked).  
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more heterogeneous; there did not appear to be a similar group of countries whose prices 

hovered around the average, cf. Figure 34. 

 

Figure 34  Priority single letter 1 kg, 2011  
 

 

 

N ote:  P ric es adjusted to P urc hase Power P arity  

Sourc e:  C openhagen E conomics  

 

With regard to 2kg priority single parcels, the results are similar to those for 20g priority 

letters. There is a large disparity between countries, from ú11.3 to ú1.8, and a large group 

of countries oscillating near the average. It is also interesting to note individual countries 

that have high PPP-adjusted prices on 20g mail but low PPP-adjusted prices on 2kg par-

cels, e.g. Slovakia. Spain has the opposite relationship: high PPP-adjusted prices on par-

cels but low PPP-adjusted prices on mail, cf. Figure 35. 
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Figure 35  Priority single parcel 2 kg, 2011  
 

 

 

N ote:  P P P-adjusted prices  

Sourc e:  C openhagen E conomics  

 

Affo rdability of 20g single piece priority letter  

The affordability measure for 20g single piece letters calculated for 27  countries varied 

from 1.1 and 8.5 minutes of work time cf. Figure 36. On average in the 27  countries, an 

industrial worker required 2.9 minutes of work to afford a 20g letter. We find that prices 

have generally become more affordable as the number of minutes of work declined in 15 

countries in comparison to 2009 and remained stable in 12 countries. The number of 

minutes did not increase in any  of the countries.  

 

The 5 countries with the highest affordability  (the smallest number of minutes of work 

required) we re the Netherlands, Malta, Germany, Spain and Ireland. In these five coun-

tries, on average, an industrial worker required 1.2 minutes of work, pre -tax, to afford a 

20g letter. Moreover, the number of minutes of work has not changed in any  of those 

countrie s since 2009. 

 

The least affordable were Latvia, Romania, Slovakia, Poland and Lithuania. On average, 

an industrial worker in those countries required 6.8 minutes of work to afford a 20g le t-

ter. In all those countries, the number of minutes declined since 2009, however. This is a 

positive development and points to the fact that wages rose faster than mail prices in 

those countries, making the products more affordable.  
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Figure 36  Minutes worked for 20g single piece priority letter, 

2011 compared to 2009  
 

 

 

Sourc e:  C openhagen E conomics  

 

Affordability of 1kg single piece priority letter  

The affordability measure for 1kg single piece letters calculated for 27  countries varied 

from 4.9 -47 .7  minutes of work time, cf. Figure 37 . The range of minutes of work time 

reported by  Copenhagen Economics (2010) for a 1kg parcel  was 4.5 - 36 minutes. On 

average across all 27  countries in 2011, an industrial worker required 16.5 minutes of 

work to afford a 1kg letter, which was the same in 2010. Although the EU average has not 

changed since 2010, we interpret the increase in the range of minutes as a sign of decline 

in affordability for 1kg priority  letter mail takin g place in the countries at the end of the 

distribution, including Romania, Hungary , and Latv ia.  

 

The 5 countries with the greatest affordability  (the lowest number of minutes of work 

required) were Germany, Luxembourg, Switzerland, the Netherlands and Austria. On 

average, an industrial worker required 6 minutes of work, pre -tax, to afford a 1kg letter. 

The least affordable were Poland, Portugal, Latv ia, Hungary and Romania. On average, an 

industrial worker in those countries required 33 minutes of work to afford a 1kg letter.  
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Figure 37  Minutes worked for 1kg single piece letter mail, 2011  
 

 

 

Sourc e:  C openhagen E conomics and IW C ologne  

 

Affordability of 2kg single parcel  

The affordability measure for 2kg single parcel calculated for 27 countries varied from 10 

and 53.6 minutes of work time, cf. Figure 38. On average for the 27 countries in 2011, an 

industrial worker required 22.3 minutes of work to afford a 1kg letter. 70  

 

The 5 countries with the greatest affordability  (the smallest number of minutes of work 

required) were Switzerland, Malta, Austria, Belgium, and Germany . On average, an indus-

trial worker required 12.1 minutes of work, pre -tax, to afford a 1kg letter. The least afford-

able were Poland, Lithuania, Estonia, Hungary  and Latv ia. On average, an industrial 

worker in those countries required 39.2 minutes of work t o afford a 1kg letter.  

                                                                                                                                                                                  
70  We di d not measure affordability for a similar product in Main Developments  in the Pos tal Sector 2008 -2010. 
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Figure 38  Minutes worked for 2kg single piece parcel  
 

 

 

Sourc e:  C openhagen E conomics  

 Effect of competition on USP prices  3.7
In this section, we consider the effect of competition on USP list prices. We do this by  

examining three case studies71  for:  

 

¶ The effect of competitor entry and ex it on USP list prices 

¶ The experiences of mailers with actual pricing behaviour of postal operators 

¶ The effect of market opening and competitor presence on meter discounts 

 

T he effect of competitor entry and exit on USP list prices  

The entry of a competitor is likely to have a noticeable effect on the incumbentôs postal 

prices. Our hypothesis was that the presence of a competitor would create an incentive for 

the USP not to increase prices on competitive products. If this causality is correct, then an 

ex it of the competitor should remove the disincentive ï i.e. the USP would increase pric-

es.  

 

To verify this, we turned to the case of Denmark, where competitor Bring Citymail was 

active between the years 2007 and January 1, 2010.72  Our rev iew shows that Post Dan-

mark lowered its prices for bulk mail in 2007 following the entry of Bring Citymail, who 

also prov ided bulk mail and captured 7 -10 per cent market share, cf. Figure 39. Both op-

erators kept their list prices constant until 2010. After the exit of Bring Citymail on Jan u-

                                                                                                                                                                                  
71  The l ack of observable actual transactional prices means that w e do not consider that the use of econometrics w ould add value 

i n ex plaining the role of  competition in postal prices. We stress that prices are influenced by a number of factors con-

cer ning the supply, demand and regulation issues (cf. Chapter 5) thus it is not always feasible to attribute a given 

pr i ce development to the presence of a single factor. 
72  Entr y  was announced in February 2006, di stribution initiated i n 2007 and operations closed dow n on Januar y 1, 2010. 
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ary  1, 2010, Post Danmark increased bulk mail prices for two consecutive years. We inter-

pret this as a confirmation of our hypothesis.   

 

Figure 39  Development in Post Danmarkôs price for bulk mail 

compared to Bring Citymail prices, 2007 -2010  
 

 
 
N ote:  T he c haracteristics are: s ending at least 5 00,000  items of Standard letter 5 0g. U ntil 2 007, the data us ed 

are the pric es  for the s tandard økonomic letter (B) after the applic ation of the bulk rebates . I n 2 0 07, a new 

product was introduced, called ñErhvervsbreveò which was cheaper than the previous one. 

Sourc e:  C openhagen E conomics bas ed on P ost Danmark list pric es, Bring C itymail list prices  

 

T he experiences of m ailers with actual pricing behaviour of postal operators  

Comparing competitor and USP list prices is not likely  to y ield robust conclusions r egard-

ing the actual prices paid by mailers or the role of competitors. An example is provided by 

a comparison of list prices for priority single letters and bulk mail offered by the incu m-

bent Post Danmark and the competitor, Bring Citymail, in 2007 and 201 1.  We found that 

competitor list prices can be higher than the incumbentôs. Between 2007 and 2010, Bring 

Citymailôs list prices were about 25 per cent higher than Post Danmarkôs list prices. 

 

Such a difference between the list prices appears counter-intui tive. However, the reason-

ing behind it is that Bring Citymail used rebates. Competitor postal operators are likely to 

offer pricing that is tailored to the volumes and needs of indiv idual customers ï and the 

growing capability of the competitor to handle v olumes and fulfil more needs over time, 

e.g. through the introduction of innovative services or through geographical expansion. 73  

A key  selling point is the promise of reduction in mailing costs. Meanwhile, Post Danmark 

refused to dev iate from its regular p rice lists.  

 

                                                                                                                                                                                  
73  Thi s w as confirmed by representatives at  the Copenhagen Workshop for new entrants, organised as part of  this study on 

Febr uary 2, 2012. 
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A case from Poland confirms that competitor operators do offer lower prices than USPs. A 

promotional presentation by InPost, a competitor operator from Poland, illustrates the 

development in average mailing cost per item, assuming that the mailer will be able to 

transfer increasing volumes of mail from the incumbent to the competitor over a 5 -year 

horizon. Transferring 90 per cent of the volume to InPost over a 5 -year horizon is ex-

pected to reduce average mailing cost from 1.43 Polish zloty in 2008 to 1.03 Polish zloty 

in 2012, corresponding about a 30 per cent reduction, cf. Table 10. 

 

Table 10 An example of pricing by new entrant  
   2008  2009  

2010  

Scenario A  

2010  

Scenario B  

2011  2012  

O perator  
P oc zta Polska 

(inc umbent)  

P oc zta Polska 

and InP ost  

P oc zta Polska 

and InP ost  

P oc zta Polska 

and InP ost  

P oc zta Polska 

and InP ost  

P oc zta Polska 

and InP ost  

A s sumption  

P oc zta Polska 

delivers 

1 0 0 % of the 

volume  

InP ost deli v-

ers  4 1 %  of 

the volume  

O rdinary 

letter  

ñMetropolitan 

Mailò* 

InP ost deli v-

ers  7 4 %  of 

the volume  

InP ost deli v-

ers  8 0 %  of 

the letter 

volume, 

within whic h 

2 0 %  as  

innovative 

pos tal s e r-

vic es  

I nP ost deli v-

ers  9 0 %  of 

the letter 

volume, 

within whic h 

5 0 %  as  

innovative 

pos tal s e r-

vic es  

Delivery c osts 

(million P olish 

zloty)  

4 .3  3 .9  4 .1  3 .6  3 .4  3 .1  

A verage price 

per unit (P olis h 

zloty)  

1 .4 3  1 .2 9  1 .3 8  1 .1 9  1 .1 3  1 .0 3  

 

N ote:  T he example is  developed for bulk mail with a total volume of 2 5 0 .000 items per mo nth. 

*ñMetropolitan Mailò is a bulk mail product of Poczta Polska. 

Sourc e:  I nP ost (2 008)  

 

Actual competition is likely  to take place in the form of negotiated prices, which are conf i-

dential.  For this reason, to investigate the development of actual prices, we relied on in-

terv iews with mail users about their experiences with the pricing behaviour of postal o p-

erators. We conducted 5 interviews with business mail users in Denmark, which included 

large mailers as well as mail consolidators (see Appendix B for summaries of interviews). 

We chose Denmark because the entry and exit of Bring Citymail provided the conditions 

of a ñnatural experimentò in the development of actual prices and the behaviour of Post 

Danmark. Based on these interviews, the following conclusions emerged: 

¶ Competitors offer lower prices than incumbents  

¶ Incumbentsô reactions are not always to offer lower (negotiated) prices  

¶ Incumbents may ñfreezeò list prices or offer the possibility to obtain larger dis-

counts 

¶ Following the ex it of comp etitors, deliverers of unaddressed items venture into 

the addressed magazine delivery market 

 

First, all mailers agree on ñlower pricesò as the main motivation to switch to the services 

of the competitor. The size of the price reduction is likely  to be significant, with respon d-

ents receiving 20-50 per cent lower prices than the USP prices.  
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It must be mentioned that the competitorôs geographical coverage was limited to the Co-

penhagen area. For most mailers, this meant that they could move only a part of their 

volumes to the competitor.    

 

Second, the incumbentôs reaction to the switch may not always be to offer lower prices, 

e.g. through individual negotiations with the mailer. Interviewees mentioned that in the 

aftermath of several competition cases, the Danish incumbent was very cautious regard-

ing individual price negotiations. One interviewee referred to the behaviour as ñrigidò, in 

comparison to the more flexible behaviour of the competitor. Moreover, interviewees 

pointed to the incumbent being obliged to disclose the pricing principles underlying co n-

tracts with mailers in order to increase transparency and reduce the risk of discriminatory 

treatment.  

 

Third, the competitors asserted that the entry of the competitor made Post Danmark 

adapt a ñmore favourable attitudeò in the long run. There are two examples of this. On the 

one hand, mailers said that the entry of Bring Citymail led Post Danmark to slow price 

increases on business mail products. On the other hand, Post Danmarkôs behaviour be-

came more flexible concerning the assessment of mailersô eligibility for discounts. One 

mailer reported problems with obtaining a listed volume discount when delivering its 

mail in two consignments (comprising the same type of mail) rather than one consig n-

ment on a specific day. When the mail was delivered at different times, Post Danmark 

applied lower listed discounts to the consignment with a smaller volume. In the v iew of 

the mailer, this lower discount was due to the incumbentôs ñmonopoly positionò . This 

behav iour was undermined by the entry of the competitor. The mailer considered that the 

incumbent then began to act more flexibly.  

 

Last of all, the ex it of Bring Citymail incentivised Bladkompagniet, a company specialised 

in unaddressed items, to develop its distribution of addressed magazine mail. This devel-

opment may be particular to the Danish market, where an operator (Forbrugerkontakt) 

had already  established an alternative distribution network for the delivery of newspapers 

to almost every address in the country.74  

 

Effect of m arket opening and presence of com petitors on m eter discounts  

Business mail users can use franking machines, known as meters, to frank the mail they  

send. According to Walsh (2010), 23 per cent of total mail expenditure in Europe stems 

from using a meter.  

 

The use of franking machines eliminates the need for business mailers to buy and affix  

stamps, offering time sav ings and convenience. The use of franking machines replaces the 

use of stamps and allows for a simpler, more convenient and faster franking for the 

mailer. It is less apparent whether the use of meters leads to cost savings for the USP, 

since the mail still needs to be injected into the network, sorted and distributed in the 

same way  as stamped letters. For the USP, the use of meters removes the need to produce 

                                                                                                                                                                                  
74  Ther e are also other examples of deliverers of unaddressed mail venturing into the delivery of  addr essed mail recently, e.g. i n 

Nor w ay. 
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and distribute stamps, and the investment in the meter machine also means that the cus-

tomer commits to using the services of the USP.  

 

Walsh (2010) has analysed the level of meter rebates in relation to stamp prices in three 

groups of countries in 2009s: fully liberalised countries, countries with 5 0g monopoly 

and emerging competition, and countries with 50g monopoly and no emerging compet i-

tion. Walsh found that when competition is present, the incumbent gives higher rebates 

on mail paid by  a meter. He found that the largest meter rebates appeared in fully  libera l-

ised markets and competition. In countries with monopoly and emerging competition, 

only  small meter rebates were available.  No rebates were available in countries with mo-

nopoly and no competition.  

 

We extended the analysis to include 2012 because several important changes took place 

from 2009 -2012. First, all the countries in the sample except Poland, have full market 

opening. Second, we observed the exit of a competitor to the USP in Denmark. Third, the 

introduction of counter automation / horizon labels and the use of ñPay and Goò stamps 

and internet sales is likely  to diminish the advantage of using a meter. 

 

Our first finding was that the size of meter rebates in relation to stamp prices increased. 

The average level of rebates increased from 5 per cent in 2009 to 10 per cent in 2012. An 

increase took place in all countries except for Finland, Spain and Sweden. In the case of 

Poland and Italy , the USP applied no rebate for the use of a meter, cf. Figure 40. We not-

ed that the size of the meter rebates appeared to suggest that these rebates may not al-

ways be cost-oriented.  
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Figure 40  Movement in meter rebates, 2009 -  2012  
 

 

 

N ote:  I n Denmark there was  c ompetition in 2 0 09 but there is  no longer c ompetition in 2 0 12  

C ompetition present in 2 009 and 2 0 12: Germany, I taly, N etherlands, P oland, Spain, Sweden, U K  

N o c ompetition pres ent in 2 0 09 and 2 012: Belgium, Finland, France  

A ll c ountries, except Poland, had the 2 0 11 deadline for D irec tive transposition  

I taly and P oland had no meter rebate neither in 2 0 09 nor in 2 0 12. Belgium and P ortugal had no meter rebate in 

2 0 0 9. I n Denmark, the rebate was  0 .0 1 5% in 2 009 . Spain had zero me ter rebate in 2 0 1 1.  

Sourc e:  C openhagen E conomics ins pired by Walsh (2 0 10)  

 

Our second finding, however, was that competition did not appear to have a clearly dis-

cernible effect on the presence of meter discounts. A case in point is the development in 

Denmark and Poland. In Denmark meter discounts were introduced in 2012, even though 

they  no longer have an active competitor in the letter mail area. In Poland, the USP does 

not offer any  discounts for the use of a meter, even though an active competitor has been 

present in the market since 2009. Therefore, we interpreted these movements as being 

caused by  a combination of competition and other features, cf. Chapter 5. 
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Chapter 4 

4  Developments in price relationships  

This chapter contains additional analysis of relationships between selected USP list prices 

for single item products, business products, and packets and parcels. By  price relation-

ships, we mean a comparison of the price of a specific product to a base product, e.g. bulk 

mail relative to single piece mail.  

 Main findings  4.1
Our first main finding is that price relations between product pairs have remained stable 

between 2004-2011 for all analysed relativities, except for bulk mail relative to single 

piece and unaddressed items relative to direct mail, where differences increased.  

 

Our second main finding is that prices have tended to be more demand-driven than cost -

driven. This is because of significant price differences between products with similar 

characteristics and costs, but used for different purposes. An example is bulk letter vs. 

direct mail which incur similar costs in sorting and delivery (in 2011, a bulk letter was 50 

per cent more expensive than direct mail item). Another example is domestic single piece 

versus intra-EU single piece mail (in 2011, intra-EU mail was about 60 per cent more 

expensive than a single piece domestic mail item). 

 

Our third main finding is that volume discounts have not been used to incentivise the very 

large mailers. Exceeding the volume threshold for bulk mail, triggers a significant volume 

rebate, but increasing the volume further does not seem to trigger much more volume 

discount. We observe that the difference in unit price between 10.000 and 100.000 item 

mailings is much  smaller (in 2011, unit price in 100.000 batch was about 3 per cent 

cheaper than unit price in 10.000 batch) than the difference in unit price of single piece 

mail and that of a 10.000 item mailing (in 2011, 34 per cent lower).  

 

In the following, we outlin e the detailed findings for each of the indiv idual price relativ i-

ties analysed in the chapter.  

 

Price relativ ities in single piece items  

In the single piece item group, we compared USP list prices between two pairs of products 

to the price of priority sin gle mail product that served as reference point: 

¶ Non-priority single piece mail  

¶ Intra EU single piece mail   

 

The comparison of price relations between non-priority and priority single piece mail 

considers the effect of quality (delivery time) on USP list p rices. The price of non-priority 

single piece mail was, on average, 14 per cent below that of priority mail in 15 analysed 

countries. The difference in prices remained stable from 2004 -2011, cf. Figure 41. Non-

priority mail is being offered as a low -price alternative to priority mail.  
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The comparison between cross-border intra -EU mail and domestic mail considers the 

effect of cross-border delivery on USP list prices. The average price for cross-border intra -

EU mail was 63 per cent higher than domestic priority mail in 2004. This price difference 

has been stable for the whole period, cf.  Figure 41. This price difference may not in its 

entirety be explained by cost differences. Instead, a part of the higher cross-border price 

may be explained by the limited amount of competition in the market segment f or single 

piece cross-border mail , cf. e.g. FTI (2012), p. 192. 

 

Figure 41 Price difference in single piece items, 2004 and 2011  
 

 
 

Sourc e:  C openhagen E conomics  

Price differences in business products  

By business products, we refer to letter mail products sold in bulk, direct mail and u n-

addressed advertising items. We compare USP list prices between the following pairs of 

products:  

¶ Bulk mail and single piece mail  

¶ Unsorted bulk mail and pre -sorted bulk  mail  

¶ 50g bulk mail and 20g bulk mail   

¶ Direct mail and bulk mail  

¶ Unaddressed direct mail and addressed direct mail  

 

A general observation is that the unit prices for business products are lower than the pri c-

es of single piece items. Moreover, while business prices increased with inflation, single 

piece mail items outpaced inflation.  

 

To further examine these developments, we considered the influence of product features, 

including volume, weight, sorting, mail contents (direct or transactional), and addr essing. 

We found that:  
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¶ Volume and weight each have a larger impact on lowering prices than sorting. The 

volume effect increased over time, while the effect of weight and sorting remained 

similar.  

¶ Direct mail has been consistently offered at lower prices than bulk mail with sim i-

lar characteristics. The effect has been stable over time.  

¶ Addressing has a large impact on increasing prices for advertising mail. The im-

pact has increased over time. 

 

Volume and weight appear to have the most influence on the price of business mail prod-

ucts. In 2011, the unit price for bulk mail in a 10.000 item batch was 31 per cent lower, 

while the unit price from a 100.000 item batch was only 34 per cent lower than t he price 

of a single piece letter. The bulk mail rebate has increased since 2004.  

 

With respect to weight, we found the price of the heavier item to be 38 per cent higher in 

2004 and 36 per cent higher in 2011, which we interpreted as a sign of stability .  

 

Pre-sorting appears to have less impact on prices than volume and weight. We compared 

the differences between unsorted and sorted bulk mail. We found that prices for unsorted 

mail were 8 per cent higher than prices for sorted mail in 2004, cf. Figure 42. The differ-

ence remained fairly stable until 2011. We interpreted the stability of the price difference 

as due to the cost-related nature of the pric e reduction. We also noticed that the incentive 

for offering reductions on sorted mail could depend on the actual benefit to the USP in 

terms of avoided costs.  

 

Direct mail is priced significantly lower than bulk mail.  Direct mail is a type of bulk mail 

with uniform content, apart from the information identifying the recipient. In practice, 

this means that direct mail carries advertising messages, while bulk mail carriers transac-

tional mail. Our expectation was that the demand for direct mail is more elas tic, which 

should explain why  prices for direct mail are below the prices for bulk mail. The reason 

for this is that transactional bulk mail normally is a óhigh value productô compared with 

direct mail (see chapter 5.4). Users of transactional bulk mail generally have less flex ibil-

ity  regarding the amount of correspondences that they have to send compared with send-

ers of direct mail. For example, a firm sending direct mail to promote its business can 

easily  reduce the amount of advertising sent in response to higher mail prices. A utilities 

company that has to send out invoices (transactional bulk mail) every month does not 

have this flex ibility. We found this hypothesis to be supported by the data; between 2004 

ï 2011 the direct mail price remained 37 per cent cheaper than bulk mail.  

  

Addressing has a substantial effect on prices. Our comparison of unaddressed and ad-

dressed direct mail considered the effect of addressing on USP list prices. Our hypothesis 

was that the price of unaddressed direct items would be substantially lower than the price 

of addressed direct mail, because unaddressed items share a delivery network with letter 

mail. We also expected the presence of competition to have a strong effect on prices. We 

found that unaddressed items were offered at a substantially lower price by USPs: about 3 

times lower in 2004 and almost 5 times lower in 2011, relative to the average price of ad-

dressed items with the same weight and volume characteristics.  
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Figure 42  Price differences in busin ess products, 2004 and 2011  
 

 

 

Sourc e:  C openhagen E conomics  

Price differences in packets and parcels  

In the group of packets and parcels, we considered comparisons of USP list prices be-

tween two pairs of products: 

¶ Priority single parcel and 20g single piece  

¶ Priority single parcel and 1kg single piece (ña packetò) 

¶ Bulk parcel 2kg and single piece 1kg letter item 

 

Packets and parcels differ from letter mail items in terms of weight, format and content. 

In comparison to letter mail, they tend to have more weight and their format allows for 

larger volumes. They may contain books, clothes, DVDs, or merchandise, which makes 

them important for distance sales and e-commerce. Packets and parcels are, to a certain 

degree, substitutable.75  We conducted three analyses of price differences that were moti-

vated in the following way.  

 

Firstly , we compared the price of a 2kg single parcel to the price of a 20g letter. While the 

products differ fundamentally in terms of features and demand and supply processes, 

they  are both standard postal products covered by the universal service obligation. Both 

are important, particularly to individual consumers and small -scale mailers. We found 

that, the relation remained relatively stable over time in the EU. Single parcels w ere about 

6 times more expensive than single piece priority 20g letters in 2004 and 6.5 times more 

expensive in 2011.  

 

                                                                                                                                                                                  
75  Si mi l arly packages and let ters with different formats may also be substitutable for smaller items sent through e -retailers. 
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Secondly, we compared single parcel of 2kg and 1kg single piece letter. This was intended 

to expose price relations for a pair of products that are more likely to be substituted than 

the 20g letter item. The 2 kg single parcel was around 60 per cent more expensive than a 1 

kg single letter, and this relationship remained stable over time.  

Thirdly , we compared the price of 1kg parcels sent in bulk to the price of a single piece 1kg 

letter. This comparison looked at the combined effect of the ñparcelò vs. ñletterò status of 

the postal item as well as sending in bulk vs. sending indiv idually. We found that on aver-

age in the EU, there was hardly any difference in the price of the two products. We inte r-

preted this as, firstly, a sign of small economies of scale in the sending of parcels in bulk, 

and secondly, a strong substitutability of letter and parcel products with the same weight.  

 

Figure 43  Price differences in packets and parcels, 2004 and 

2011  
 

 

 

Sourc e:  C openhagen E conomics  

 Price differences in single piece products  4.2
In this section we consider differences in prices for:  

¶ Non-priority and priority single piece (effect of quality)  

¶ Intra -EU and domestic priority single piece (effect of cross-border delivery)  

 

By  looking at the differences in price between non-priority and priority single piece items, 

we take into account the pricing of the speed of delivery. Priority letter mail is delivered 

according at the D+1 standard, while non-priority is delivered at a lo wer quality standard, 

D+3.  
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Price difference between non -priority and priority single piece  

Developments in prices for non-priority and priority single piece domestic mail have fo l-

lowed each other closely in 15 countries from 2004-2011, cf. Figure 44. In 2004, the aver-

age non-priority price was 16 per cent lower than the reference average price for priority 

single piece letter items.76  At the end of this period, the price of non -priority single piece 

mail was 14 per cent lower than the price of priority mail. 77  We concluded that the relative 

prices of non-priority to priority single piece mail remained relatively constant in the last 

years.  

 

Figure 44  Non -priority to priority single piece, 2004 -  2011  
 

 
 

N ote:  Development in real pric es. 1 5 c ountries: BE,CH,DK,E L,FI,FR,HU,LT,NO,PL,PT,RO,SE,SK,U K. 2 0 g letter 

items , domes tic delivery.  

Sourc e:  C openhagen E conomics  

 

The price difference in 2011 was the highest in countries with competition in the letter 

mail area. For countries with the 2011 deadline for the implementation of Directive 

2008/6/EC (i.e. de jure  liberalisation or full market opening, FMO) and competition  in 

letter mail, single piece non-priority mail was 15  percentage points cheaper than priority 

mail. In countries with the 2011 deadline but no competition, the difference was 20 pe r-

centage points lower. Interestingly, in countries with the 2013 deadline a nd competition, 

non-priority mail prices were about 24 percentage points lower than priority mail prices, 

on average, although the distribution of countries was not as homogeneous as for the 

prev iously mentioned groups ï the median is 2 percentage points lower than the average . 

Likewise, in countries with the 2013 deadline and no competition, non -priority mail was 9 

percentage points higher, yet this average is not representative due to the influence of 

Greece, cf. Figure 45. The above observations suggest that the presence of competition 

                                                                                                                                                                                  
76  Cal culated as (100-84)/100.  
77  Cal culated as (117-101)/117. 
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has the effect of lowering the price of non-priority letter mail relative to the price of prio r-

ity  letter mail by th e USP. 

 

Figure 45  Non -priority to priority single piece, by country, 2011  

 
 

Country group  Average of  dif f erences  Median of  dif f erences  

FM O  & c ompetition  8 4 .9 %  8 5 .0 %  

FM O  & no c ompetition  7 9 .6 %  8 0 .0 %  

N o Direc tive & C ompetition  7 1 .7 %  7 2 .5 %  

N o Direc tive & N o C ompetition  1 0 5 .4%  9 0 .8 %  

All Countries  85.1%  80.0%  
 

N ote:  C ountries are s orted by movement in real pric e, in des cending order, within the group s howing the 

deadline for direc tive transposition (FMO) and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 

Price difference between intra -EU and dom estic priority single piece   

The relation between single mail domestic items and cross-border intra -EU items is in-

teresting because it has changed fundamentally since the 1990s. The Green Paper on the 

Development of Single Market for Postal Serv ices remarks that in 1992, 9 of the 12 Com-

munity  countries offered delivery of intra -Community 20g letters at the same tariff as for 

domestic delivery. 78  Intra -EU mail accounted for roughly 5 per cent of total mail volumes, 

and the share has remained stable over time.79   

 

Figure 46 shows that single piece cross-border intra -EU mail was 63 per cent more ex-

pensive in 2004 compared to domestic single piece mail. In 2011, cross-border intra -EU 

mail was 61 per cent more expensive than the reference domestic priority mail.80  

 

                                                                                                                                                                                  
78  COM (91) 47 6 f i nal, p. 120. 
79  COM (91) 47 6 f i nal, p. 110 and Bukovc (2010).  
80  Cal culated as (180/112)-1 . 
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Figure 46  Intra -EU to domestic single piece, 2004 -  2011  
 

 
 

N ote:  Development in real pric es. C ountries A T, BE , C Z, DE , DK, E E , E L, E S, FI , FR, HU , IE, IT, LT , LU , M T, 

N L, N O , P L, P T, RO, SE , SI , SK, U K  

Sourc e:  C openhagen E conomics  

 

Cross-border mail differs from domestic mail in several ways, which may help to explain 

the price difference.  

 

First, there is some duplication of work compared to domestic service81 , and the cost of 

delivery in the country of destination must be substitut ed for the cost of delivery in the 

country of origin. The price of cross-border mail includes ñterminal duesò, negotiated bi-

laterally or set in international agreements such as the UPU or regional agreements such 

as REIMS, which are remuneration for part of sorting and delivery rendered in the cou n-

try  of destination. There is some duplication of work compared to the domestic service 82 , 

and the cost of delivery in the country of destination is substituted for the cost of delivery 

in the country of origin by the Terminal Dues payment. Therefore, the cost of intra-EU 

mail will tend to be higher in countries with below -average costs, although we do not find 

this in practice, Box 3. 

 

                                                                                                                                                                                  
81  In pr i nciple, all the work up to the point of dispatch at the Office of Exchange is duplicated.  
82  In pr i nciple, all the work up to the point of dispatch at the Office of Exchange is du plicated. 



Pr i cing behaviour of  

postal  operators 

 

 

 

 

 

 

 

 

 

 

 

 

9 4  

Box 3 Factors influencing the price of cross border mail  
 

The cost of accepting and dispatching an outbound international letter is composed of 

three elements:  

   

1.     Handling costs in the country of origin; essentially the same as the cost of a d o-

mestic letter (except for the delivery element).  

2.     The cost of transportation to the country of destination.   For letters this is not a 

large figure. Cost depends on factors such as distance, cargo capacity, flight sector 

length, airlin e, etc.  

3.     The terminal dues payable to the country of destination ï 75 per cent of domestic 

tariffs in the case of REIMS signatories, and 70 per cent subject to a cap in the case of 

UPU. In practice the terminal dues in the UPU system is determined by the price 

caps. 83   

  

If the observed prices were cost -driven, we would expect the difference in price to r e-

flect the difference between the cost of delivery in the country of origin and the ave r-

age terminal dues payable to the countries of destination. This  would mean that in 

some countries, the price of international mail might be less than the price of domestic 

mail.  However, Article 6(3) of the UPU Convention provides that òthe charges collect-

ed ... shall be at least equal to those collected on internal service items presenting the 

same characteristics (category, quantity, handling time, etc.)."  
 

In practice, we do not observe this relationship to hold. Only in Finland is the price of 

international mail the same as domestic mail. In other countries the r elative price for 

intra -EU mail ranges from 113 per cent (AT) to nearly 350 per cent (SI) of the price of 

domestic service. When cost -orientation is measured on the basis of a basket that i n-

cludes both domestic and intra -EU products, it would appear that t here is ñrebalanc-

ingò intended at diminishing the price of domestic mail while increasing the price of in-

tra -EU mail.  In other cases it would appear that operators are simply seeking a higher 

margin on intra -EU mail.  

 

Sourc e:  C openhagen E conomics and Jo hn Hearn  

 

Secondly, intra-EU mail remains in the reserved area in the countries without FMO. This 

means that competition was not yet able to develop in those countries. The lack of compe-

tition (and actual substitution possibilities) is likely  to contribute to higher  prices.  

 

Figure 47  shows that in 2011, single piece cross-border intra -EU mail was more expensive 

than single piece priority domestic mail in most EU countries, with the exception of Fi n-

land. The presence of competitors in the domestic letter mail area84  does not appear to 

have a logical effect on prices: cross-border intra -EU mail in countries with competition is 

more expensive than in countries without competition. For instance, the price difference 

between intra-EU letter mail and domestic priority mail is, on average, two  times more 

expensive in countries with FMO and competition than in those with FMO but no comp e-

tition.  

                                                                                                                                                                                  
83  W i k  and Cambell (20 10) Study on the External Dimension of the EU Postal Acquis, 

ht tp://ec.europa.eu/internal_market/post/doc/studies/2010 -wik -external-di mension_en.pdf  
84  In thi s analysis, w e use the same proxy for competition, i.e. the presence of active competitors in the letter mail area in the 

domest i c market as in other analyses, with the exception of  unaddressed mail.  
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A countryôs FMO status does, however, appear to have a clearer effect. Intra-EU mail is 

typically part of the reserved area in countries with the 2013 deadline for transposing the 

Directive (no FMO). The average price relations in the two groups of non-FMO countries 

are higher than those of the groups of countries with FMO, cf. Figure 47. This relation 

seems to be influenced by individual countries with large observations, however, since the 

median real price differences in the non-FMO group and competition is lower than the 

average real price differences.  

 

Figure 47  Intra EU to domestic single piece, by country, 2011  

 
 

Country group  Average Real Prices  Median Real Prices  

FM O  & c ompetition  1 6 1 .8%  1 6 5 .7%  

FM O  & no c ompetition  1 3 1 .1%  1 3 7 .5%  

N o FM O  & c ompetition  1 9 1 .0%  1 7 5 .8%  

N o FM O  &  no c ompetition  1 5 9 .9%  1 5 8 .1%  

All Countries  162.4%  149.1%  
 

N ote:  C ountries are s orted by movement in real pric e, in des cending order, within the group s howing the 

deadline for direc tive transposition (FMO) and pres ence of c ompetition in domes tic letter  mail.  

Sourc e:  C openhagen E conomics  

 Price differences in products for business users  4.3
In this section, we focus on business mail products, including bulk mail, addressed direct 

mail and unaddressed direct mail. We examine the effects of the following product fea-

tures on prices: 

¶ Bulk mail and single piece mail (effect of volumes) 

¶ Unsorted bulk mail and pre -sorted bulk mail (effect of sorting)  

¶ 50g bulk mail and 20g bulk mail  (effect of weight increase) 
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¶ Direct mail and bulk mail (effect of type of mail content)  

¶ Unaddressed direct mail and addressed direct mail (effect of addressing) 

 

Price difference between bulk mail and single piece m ail  

The larger the volume of mail, the higher the chance for a postal operator to use its high-

fixed-cost network more productively. Large volumes lower unit costs, and the savings 

can be passed on to the mailers posting these large volumes in the form of lower list prices 

for bulk mail as opposed to single piece mail. 

 

The strongest volume discount in bulk mail can be found in the price of single mail items. 

In 2004, the unit price for bulk mail composed of 10.000 20g items was 24 per cent 85  

lower than the unit price of a single piece 20g item. The unit price for bulk mail composed 

of 100.000 20g items was 26 per cent lower.86   

 

In 2011, price differences became more significant . In 2011, the unit price for bulk mail in 

a 10.000 item batch was 31 per cent lower87 , while the unit price for a 100.000 item batch 

was 34 per cent88  lower. The results suggest that once a threshold is reached to qualify for 

bulk mail status, volume has no impact on differentials.  

 

The difference between bulk mail and single piece mail was caused by the increase in the 

price of single piece mail, which grew 11 per cent in real terms compared to v irtually no 

price increase (0.1 per cent)  for bulk mail (10.000 item batches) in real terms. Demand 

for single piece mail is likely to be less price elastic in comparison to business usersô de-

mand for mail, and USPs are likely  to take advantage of this fact.89  The development sug-

gests that the difference in price elasticities of demand for the two user groups increased 

from 2004 -2011.  

 

We also observed that the total increase for single piece mail was higher than increases 

for bulk mail demanded by business mail ers. It is also notable because since 2009, the 

price of single piece mail has remained unchanged, while it dropped for bulk mail, cf. 

Figure 48. Bulk mail users are likely  to be more price -sensitive than users purchasing 

single piece products, which gives the incentive for USPs to limit price increases. Moreo-

ver, competition over business mail products is likely  to be stronger than in the area of 

single piece items.  

 

USPs may have an incentive to promote the use of bulk mail among small and medium 

size mailers, whose price elasticity is likely to be even higher than that of large mailers. 

This is because mail costs are likely to be more significant for small mailers, who send 

batches of less than 10.000 units. At the same time, it is likely  that a small mailer would 

find it easier to reorganise its processes in order to avoid having to use mail if prices were 

to increase unexpectedly. A large user, such as a newspaper publisher or a bank sending 

                                                                                                                                                                                  
85  Cal culated as (100-76)/100.  
86  Cal culated as (100 -74)/100.  
87  Cal culated as (113-7 7)/113. 
88  Cal culated as (113-7 5)/113. 
89  Mor eov er, prices for single piece mail have often been historically low. An adjustment of  these artificially low prices to ac tual 

costs may  also explain the larger price increase. 



Pr i cing behaviour of  

postal  operators 

 

 

 

 

 

 

 

 

 

 

 

 

9 7 

statements, would need more time to adapt and could still face certain ñresidualò de-

mands for mail, e.g. due to customers who demand that documents be delivered physical-

ly .   

 

At the same time, the presence of more attractive bulk mail rates is likely  to create more 

demand for the serv ices of mail consolidators. Consolidators are firms that offer small 

mailers larger discounts than the USP would grant them, by means of pooling mail with 

that of other small mailers.  

 

Figure 48  Bulk mail to single piece mail, 2004 -  2011  
 

 
 

N ote:  Development in real pric es. C ountries: BE ,CH,DE,FI,FR,IE,IT,LT,MT,NL,NO,PT,RO,U K  

Sourc e:  C openhagen E conomics  

 

Examining the size of the price difference in 2011, the presence of competition in the let-

ter mail area does not seem to have a noticeable effect in terms of generating a larger 

price difference (i.e. cheaper bulk mail), cf. Figure 49. For countries with FMO, the aver-

age price difference in the subgroup with competition amounted to 67.3 per cent com-

pared to 7 3.1 per cent for the subgroup without competition. It is notable that this diffe r-

ence is not very large. For countries without FMO, the average price difference in the sub-

group with competition was 71.2 per cent, while the difference was lower, 58.0 per cent, in 

the subgroup without competition. This  points to the fact that competition does not have 

a systematic effect on the size of the price difference between bulk mail and single piece 

mail. The fact that our proxy for competition cannot fully explain the price difference in 

2011 means that the price difference is shaped by more than one factor, cf. Chapter 5.  
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Figure 49  Bulk mail to single piece mail, by country, 2011  

 
 

  10,000 items   100,000 items  

Country group  
Average  

dif f erence  

Median  

 dif f erence  
  

Average  

dif f erence  

Median  

 dif f erence  

FM O  & c ompetition  6 7 .3 %  6 3 .9 %    6 2 .1 %  5 5 .8 %  

FM O  & no c ompetition  7 3 .1 %  7 6 .8 %    7 2 .9 %  7 6 .8 %  

N o FM O  & c ompetition  7 1 .2 %  6 2 .5 %    6 7 .8 %  5 7 .5 %  

N o FM O  & no c ompetition  5 7 .4 %  5 6 .2 %    5 5 .6 %  5 4 .0 %  

All Countries  68.9%  63.8%    66.6%  63.2%  
 

N ote:  1 0 0 % = s ame pric e for both produc ts . C ountries are s orted by movement in real pric e, in des c ending 

order, within the group s howing the deadline for direc tive transposition (FMO) and pres ence of c o m-

petition.  

Sourc e:  C openhagen E conomics  

 

Price dif ference between unsorted and sorted bulk m ail  

The larger the volume posted by a single mailer, the more likely the mailer is to be in-

volved in the production and preparation of mail, including pre -sorting. Pre-sorting 

means that the letter items are grouped according to their destination, for example, by 

postal-code, with different level of aggregation (e.g. 1-digit, 2 -digit, 3 -digit, etc.). When a 

postal operator picks up the mail from the mailer, it may  no longer be necessary to carry 

out some of the sorting operations, which lowers processing costs. This type of arrange-

ment between the mailer and the operator is known as work sharing. The postal company 

benefits from lower processing costs while the mailer benefits from lower prices or a 

work-sharing discount. Pre-sorting is likely to be a stronger benefit to postal operators 

with less-sophisticated sorting technology or smaller postal operators, who may not have 

machines for sequencing. 

 

It also follows that not all USPs benefit in the same way  from receiving sorted mail. Some 

operators prefer ñclean mailò or bar coded mail which can be run through sorting ma-



Pr i cing behaviour of  

postal  operators 

 

 

 

 

 

 

 

 

 

 

 

 

9 9  

chines and sequence sorted to individual routes.  Such operators would still need to sort 

the mail and, in consequence, be less likely to offer discounts for pre-sorted mail.  

 

In 2004 the prices for unsorted mail were 8 per cent higher than prices for sorted mail. 

The difference remained stable until 2011, cf. Figure 50. This could be due to the fact that 

the cost of sorting mail already makes up a relatively small proportion of total costs for 

mail handling. In this respect, increa sed adoption of sorting technology, which would 

bring down the marginal cost of sorting, would have a small effect on observable list pri c-

es. 

 

Figure 50 Unsorted bulk mail to pre -sorted bulk mail, 2004 -  

2011  
 

 
 

N ote:  Development in real pric es. C ountries: BE ,CH,DE,IE,IT,LT,MT,NL,NO,PT,RO,SE,UK  

Sourc e:  C openhagen E conomics  

 

In 2011, the difference between sorted and unsorted mail was barely observable across the 

14 countries analysed, cf. Figure 51. Italy represents the only country with a significant 

price gap between the two bulk products, whereas countries such as Belgium, Malta, Por-

tugal, Romania and Norway  charge the same price for both products. As a consequence, 

neither the FMO status nor the presence of competition in the letter mail area seem to be 

able to explain the small differences between unsorted and sorted bulk mail items.  
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Figure 51 Unsorted bu lk mail to pre -sorted bulk mail, by cou n-

try, 2011  

 
 

Country group  Average Real Prices  Median Real Prices  

FM O  & c ompetition  1 3 4 .4%  1 1 5 .3%  

FM O  & no c ompetition  9 8 .4 %  1 0 0 .0%  

N o FM O  & c ompetition  1 0 0 .0%  1 0 0 .0%  

N o FM O  & no c ompetition  1 0 1 .4%  1 0 0 .0%  

All Countries  111.8%  100.0%  
 

N ote:  C ountries are s orted by movement in real pric e, in des cending order, within the group s howing the 

deadline for direc tive transposition (FMO) and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 

Price difference between 50g bulk m ail and 20g bulk m ail  

We examined price differences due to increasing the weight of the indiv idual item in a 

bulk mail consignment from 20g to 50g. Our analysis revealed that, as expected, the unit 

price of the heav ier item was higher ï but the price difference was slight. The reason for 

this may be that there is no significant difference in cost between handling a 20g letter 

and a 50g letter in the same size of envelope.90  

 

The difference amounted to 38 per cent in 2004 and 36 91  per cent in 2011, cf. Figure 52. A 

possible interpretation of this observation is that mailers are becoming more efficient and 

env ironmentally conscious with the ir use of mail and paper. Moreover, with format -based 

pricing, USPs can no longer justify  why a DL-size envelope with 4 sheets of paper should 

cost more to post than one with 3 sheets of paper. 

 

                                                                                                                                                                                  
90  Documenting costs of  handling mail at this level of  detail was beyond the scope of  this study.   
91  Cal culated as (138/101)-1 . 
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Figure 52 50g bulk mail to 20g, 2004 -  2011  
 

 
 

N ote:  Development in real pric es. C ountries: BE ,CH,DE,FI,FR,IE,IT,LT,MT,NL,NO,PT,RO,U K  

Sourc e:  C openhagen E conomics  

 

The presence of competition does not appear to have a discernible effect on the price rela-

tions between heavier and lighter items. The observable differences between countries are 

likely  to be driven by the relative demand for mail in the different weight categories. We 

hypothesise that in countries with high demand for heavier mail, heavier mail will tend to 

be more expensive than lighter mail and v ice-versa, cf. Figure 53. 
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Figure 53 50g bulk mail to 20g, by country, 2011  
 

 
 

Country group  Average Real Prices  Median Real Prices  

FM O  & c ompetition  1 4 4 .2%  1 4 9 .1%  

FM O  & no c ompetition  1 4 4 .2%  1 4 7 .3%  

N o FM O  & c ompetition  1 3 0 .0%  1 3 0 .0%  

N o FM O  & no c ompetition  1 1 0 .7%  1 1 0 .4%  

All Countries  135.0%  126.2%  

N ote:  C ountries are s orted by movement in real pric e, in des cending order, within the group s howing the 

deadline for direc tive transposition (FMO) and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 

Price difference between direct m ail and bulk m ail  

Direct mail is a specific type of bulk mail that contains identical messaging except for the 

addresseeôs name, address and identifying number. In practice, this means that direct 

mail typically contains advertising material with identical content for all r ecipients. Direct 

mail is required by mailers sending advertising  messages.  ñOrdinaryò bulk mail may 

contain invoices or bank statements. Bulk mail is in demand from mailers sending tran s-

actional  mail.  

 

It is difficult to assign a particular type of clie nt to each of these two kinds of mail. A given 

client, e.g. a government institution, may require both transactional bulk mail, e.g. when 

sending tax documents, and advertising direct mail, when conducting an informational 

campaign. However, the client is likely  to have different considerations regarding the 

direct product and the bulk mail product. This will manifest itself as different elasticities 

of demand for bulk mail and direct mail.  

We expect that USP list prices will be lower for direct mail in co mparison to bulk mail. 

Figure 54 shows that this is the case. In 2004, direct mail prices were 33 per cent lower 
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than bulk mail prices in 13 Member States, including the largest postal markets. The dif-

ference was v irtually constant from 2004 ï 2011.92   

 

Figure 54 Direct mail to bulk mail, 2004 -  2011  
 

 
 

N ote:  Real pric es. 1 3  c ountries: BE ,CH,DE,DK*,FI,FR,IE,IT,MT,NL,NO,PT,,UK  

* Denmark is  included into the analysis with pric e data from 2 0 0 6 to 2 011  

Romania is  exc luded from bec ause of its  distorting effec ts c aused by dramatic pric e changes  

Sourc e:  C openhagen E conomics  

 

Turning to price relations at the country level in 2011, our main observation is that the 

price of direct mail was below the price of bulk mail in all the surveyed countries, except 

for Romania, where it was 5 per cent higher, cf. Figure 55. On average in all 14 countries 

in the sample, direct mail prices were 73.7 per cent of the price of bulk mail.  

 

Presence of FMO and appears increase the variation among the observations. The averag-

es for the two groups of countries with FMO are lower than the averages for the two 

groups without FMO. 93  However, the presence of competition does not appear to have a 

clear effect on the size of the averages. This is ev ident when comparing the group with 

FMO and competition to the group with FMO but no competition. The average for the 

latter was 7 9.5 per cent while the average for the former was 53.6 per cent.  

                                                                                                                                                                                  
92  We ex cluded Romania. The influence of  its dramatic price changes during the considered period di storts the price relation 

betw een these two products. 

93  Pl ease note that the sample sizes are unbalanced and there are fewer observations in the groups without FMO. 
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Figure 55 Direct mail to bulk mail, by country,  2011  

 
 

Country group  Average Real Prices  Median Real Prices  

FM O  & c ompetition  7 9 .5 %  7 8 .4 %  

FM O  & no c ompetition  5 3 .6 %  5 0 .9 %  

N o FM O  & c ompetition  1 0 2 .7%  1 0 2 .7%  

N o FM O  & no c ompetition  8 3 .1 %  8 3 .1 %  

All Countries  73.7%  66.7%  
 

N ote:  C ountries are s orted by movement in real pric e, in des cending order, within the group s howing the 

deadline for direc tive transposition (FMO) and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 

Price difference between unaddressed direct m ail and addressed dire ct mail  

There are two principal types of direct advertising: addressed and unaddressed. Un-

addressed items do not bear any designation of the addressee and often lack any  form of 

packaging.  

 

Our hypothesis was that the price of unaddressed direct items would be substantially 

lower than the price of addressed direct mail. Unaddressed items share the delivery net-

work with letter mail. Moreover, there is likely to be more competition in the area of u n-

addressed advertising. This is because of lower entry barriers due to less regulation and 

the more labour-intensive production process compared to addressed mail delivery.  

Moreover, entrants are likely to be more flexible with regard to the use of business models 

based on local geographical scope or the employment of low cost, flexible labour, such as 

student and senior workers.  

 

We find that unaddressed items are offered at a substantially lower price by the USPs: 3 

times 94  lower in 2004 than the average price of addressed items with the same weight and 

                                                                                                                                                                                  
94  Cal culated as (100/33). 
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volume characteristics, cf. Figure 56. Unaddressed items were about 4.7  times cheaper 95  

in 2011. This reduction in the relative price of unaddressed items was due to the rising 

price of direct mail compared to the more stable pri ce of unaddressed items, cf. Figure 56. 

 

Figure 56 Unaddressed direct mail to addressed direct mail, 

2004 -  2011  
 

 
 

N ote:  Real P ric es  

C ountries: BE,CH,E S,FI,NO,PL,RO,SI,SK,UK  

Sourc e:  C openhagen E conomics  

 

Although the presence of FMO seems to be associated with lower price difference between 

unaddressed and direct mail, we do not believe these differences to be significant, or in-

deed influenced by FMO, cf. Figure 57. This is because competition in unaddressed mail 

has not been constrained by regulation. We expect that the specific price relativities are 

more influenced by supply and demand than regulatory factors. The available data does 

not allow for analysing the effect of actual competition.  

 

                                                                                                                                                                                  
95  Cal culated as (136/29).  
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Figure 57 Unaddressed direct mail to addressed direct mail, by 

country, 2011  

 
 

Country group  Average Real Prices  Median Real Prices  

FM O  & c ompetition  3 1 .2 %  3 5 .5 %  

N o FM O  & c ompetition  2 1 .4 %  1 6 .1 %  

N o FM O  & no C ompetition  2 5 .2 %  2 5 .2 %  

All Countries  26.1%  25.2%  
 

N ote:  C ountries are s orted by movement in real pric e, in des cending order, within the group s howing the 

deadline for direc tive transposition (FMO) and pres ence of c ompetition.  

*  C ountries are grouped ac cording to c ompetition in addressed direct mail, nevertheless, although 

Switzerland has  no c ompetition in addressed direct mail, it has  ac tive c ompetition in unaddres sed mail  

Sourc e:  C openhagen E cono mics  

 Price differences between parcels and packets  4.4
In this section, we focus on price relations between parcels and packets. We examine the 

effects of the following product features on prices: 

¶ Priority single parcel and 20g single piece priority letter  (effect of parcel) 

¶ Single parcel and 1kg single piece (effect of parcel) 

¶ Bulk  parcel and priority single parcel (effect of volume)  

 

Price increase for priority single parcel to 20g single piece  item  

We start by  comparing the price difference between a 2kg single parcel and a 20g single 

piece letter item. The purpose of this comparison is to consider the trends in price i n-

crease. Our observation is that the prices of single parcels of 2kg increased faster than the 

price of single letter items of 20g, the increase in real price amounting to respectively 1 vs. 

11 per cent since 2004, cf. Figure 58. An explanation for this development could be found 

in the varying developments in volumes and elasticities of demand for both products. In 

the case of priority single piece  letter items, volumes have been steadily declining over the 
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last 5 years, while the demand is likely to be relatively more elastic than for parcels. In the 

case of parcels, the volumes did not decline, while the demand is likely  to be less elastic 

due to fewer possibilities for substitution.  

 

Figure 58 Single parcel to single piece priority letter, 2004 -  

2011  
 

 
 

N ote:  Real P ric es. 2 3  c ountries: BE ,CH,DE,DK,EE,E S,FI,FR,HU,IE,IT,LT,LU,MT,N L,NO,PL,PT,RO,SE,SI,SK,UK  

Sourc e:  C openhagen E conomics  

 

Examination of the relative price difference between parcels and letter mail reveals a sub-

stantial variation in the mean diffe rence across countries, cf. Figure 59. For example, the 

price of parcels relative to letters is twice as cheap in Germany compared to the UK and 

three times as cheap in Poland compared to Spain. This is despite the fact that German 

letter mail prices have for a long time been considered low due to long-term price regul a-

tion which resulted in declining single piece mail prices in that country.  We also note that 

parcels are priced significantly  higher than letters. This can probably be explained by the 

fact that handling of parcels is more costly than handling of letters.  
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Figure 59 Single parcel to single piece priority letter, by country, 

2011 

 
 

Country group  Average Real Prices  Median Real Prices  

A ll C ountries  6 4 8 .0%  6 0 0 .0%  
 

N ote:  C ountries are s orted by movement in real pric e, in des cending order, within the group s howing the 

deadline for direc tive transposition (FMO) and pres ence of  c ompetition.  

Sourc e:  C openhagen E conomics  

 

Price difference between single parcel of 2kg and single piece mail of 1kg  

We continue the above analysis by comparing the price of a 2kg parcel to 1kg single piece 

letter mail. The latter is a better substitute for a parcel than a 20g letter item, provided the 

two are of the same volume. The maximum volume of a packet is 0.02 cubic meters, while 

a parcel can reach 0.18 cubic meters.  

 

The data reveals, as expected, that the price differential is substantially lower than before, 

cf. Figure 60 .  The price difference in 2004 amounted to 60 per cent and remained un-

changed until 2011. We can observe a similar trend in the case of the comparison with 20g 

single piece items: parcel prices grow faster than the prices of letter mail it ems. In the 

case of a 1kg single piece letter item, the slower increase is possibly due to the fact that the 

1kg item is more compatible for substitution with a 2kg parcel.  
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Figure 60  Single parcel of 2kg to single piece mail of 1kg, 2004 -  

2011  
 

 
 

N ote:  Real pric es  

C ountries: BE,CH,DE,DK,EE,ES,FI,FR,HU,IE,IT,LT,LU,LV,MT,N L,NO,P L,PT,RO,SE,SI,SK,U K  

Sourc e:  C openhagen E conomics  

 

Our analysis reveals large variations in the price difference between single piece 1kg mail 

and single 2kg parcels among the countries in the sample, cf. Figure 61. In the majority of 

the countries analysed, parcels are ½ to 3 times more expensive than 1kg mail items. 

However, there are interesting cases such Malta and Portugal, where the prices are simi-

lar, and Romania, where 2 kg single parcel is cheaper than 1 kg letter tariff.  
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Figure 61 Single parcel of 2kg to single piece mail of 1kg, by 

country, 2011  

 
 

Country group  Average Real Prices  Median Real Prices  

A ll C ountries  1 7 0 .2%  1 6 6 .0%  
 

N ote:  C ountries are s orted by movement in real pric e, in des cending order, within the group s howing the 

deadline for direc tive transposition (FMO) and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  

 

Price difference in bulk 1kg parcels and single piece 1kg letter item  

Business mailers such as online traders may depend on parcels to deliver their goods to 

customers. USPs offer a bulk parcel product for these customers. We investigate how the 

unit price of parcels sold in bulk quantities compares to the unit price of sing le piece letter 

items of the same weight, 1kg.  

 

The two products are not alike. They differ in terms of their maximum size and in terms 

of the networks used for processing and delivery. However, our objective is not to com-

pare products with completely sim ilar features, but to expose price relations for products 

that can be considered substitutes under certain circumstances.  

 

The data shows that the two prices have remained at very similar levels and have under-

gone similar development in the last years, cf. Figure 62. In 2004, the unit price of a 1kg 

parcel sold in bulk was 6 per cent lower than the price of a 1kg single piece letter. In 2011, 

the average unit price of bulk parcels was 4.4 per cent higher than the price of the letter 

item 96 . The parcels sold in bulk do not include volume discounts comparable to the vol-

ume discount present for bulk mail as opposed to single piece mail items.   

  

                                                                                                                                                                                  
96  Cal culated as (97 /101)-1 . 
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There are several possible reasons for this. First, the demand for bulk parcels is stronger 

than for bulk mail ï hence, USPs have fewer incentives to raise demand through lower 

prices. Secondly, there are likely to be even fewer economies of scale in the handling of 

bulk parcels than in the handling of bulk mail. For example, the cost of transport is not 

likely  to diminish as fast for bulk parcels as for bulk mail. 10.000 bulk parcels are likely to 

require more vehicles for transport than 10.000 mail items, so the cos t advantage of ship-

ping in bulk is lower for bulk parcels. Moreover, the delivery of 10.000 parcels is likely  to 

take more time than for 10.000 letter items, which again lowers the advantage of shipping 

in bulk. Last but not least, the cost of shipping is ultimately borne not by the mailer, but 

by  the consumer purchasing a given product. Consumers who have found a bargain price 

for a product available online may be willing to accept relatively high shipping costs, so 

long as the total price is still a bargain. Moreover, certain consumers may choose to shop 

online not for concerns about price but for convenience, or due to the fact that certain 

(e.g. specialised) goods are not available in their domestic markets.  

 

Figure 62  Bulk 1kg parcels to  single piece 1kg letter, 2004 -  2011  
 

 
 

N ote:  Real pric es. c ountries: E S, FI , M T, N L, N O, P T, SI , U K. Romania and L ithuania excluded from the 

analys is due to dramatic pric e changes in thes e c ountries.  

Sourc e:  C openhagen E conomics  

 

There appears to be a significant variation among the countries in the sample, cf. Figure 

63. On average in 2011, 1kg bulk parcels were 15 per cent more expensive than 1kg single 

piece letters. There exists high heterogeneity across analysed countries, ranging from 150 

percentage points more expensive bulk than single 1 kg letter in the Netherlands, to coun-

tries including the UK, where a bulk parcel was half the price of a single 1 kg letter in 2011, 

or Romania, where the parcel price was one-third the price of the letter. The number of 

countries where bulk parcel is more expensive than single piece letter mail is roughly the 

same as the number of countries where bulk mail is cheaper. We interpret this as a reflec-
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tion of the lack of a persistent  difference driven by fundamentals, such as the FMO or the 

state of competition.  

 

Figure 63  Bulk 1kg parcels to single piece 1kg letter, by country , 

2011  

 
 

Country group  Average Real Prices  Median Real Prices  

A ll C ountries  1 1 4 .7%  9 7 .7 %  
 

N ote:  C ountries are s orted by movement in real pric e, in des cending order, within the group s howing the 

deadline for direc tive transposition (FMO) and pres ence of c ompetition.  

Sourc e:  C openhagen E conomics  
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Chapter 5 

5 Postal operatorsô pricing strategies 

In this chapter, we conduct an assessment and analysis of postal operatorsô pricing behav-

iour and the underlying factors affecting pricing decisions in the postal market.  

 Main findings  5.5
Pricing decisions in the postal sector are primarily driven by co st and demand factors. In 

general, higher costs imply higher prices, but postal operators also to a large extent take 

into account customersô expectations and their responses to price changes when setting 

their prices.  

 

The main factors affecting pricing strategies are thus those affecting either costs or de-

mand responses to prices. We classify  these factors as: 

 

Á Supply side drivers:  Factors internal and external to postal operators which a f-

fect the marginal cost levels 

Á Demand side drivers:  Factors external to postal operators which affect usersô 

price sensitivity (elasticity of demand)  

 

In addition to cost and demand, pricing decisions are also affected by the regulatory 

frameworks in terms of general competition law and sector -specific law (concerning 

pro ducts within the scope of the USO). For example, competition law on predatory pri c-

ing, as one of the possible prohibited pricing strategies by the dominant market operator , 

and sector-specific requirements about cost-oriented pricing limit postal operators ô ability 

to adjust prices to respond to demand. Similarly, price caps meant to safeguard the public 

interest of affordable postal prices may limit postal operatorsô ability to adjust prices to 

their costs in times of rapid volume changes. 

 

We conclude that demand factors seem to be more important than cost factors for pricing 

behav iour of postal operators. This conclusion is based on a rev iew of drivers behind 

postal operatorsô pricing decisions and an assessment of the actual development in postal 

prices over the past ten years. We observe that postal operators, to a large extent, apply 

volume discounts and other price incentives  targeted at large mailers with high elasticity 

of demand to generate economies of scale and scope. These pricing strategies are often 

not cost-oriented. 97  For example, whereas the real prices for business mail products (gen-

erally  subject to high elasticity of demand) have remained stable or even declined in some 

countries, prices for single piece mail (generally subject to low elasticity of demand) have 

increased faster than inflation. We can also observe that most price relations (e.g. direct 

                                                                                                                                                                                  
97  By  non-cost-oriented pricing, w e understand si tuations where the price di fference between two products or services (or 

mai l ers for that matter) is larger than the corresponding di fference in underlying costs.  
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mail vs. transactional bulk mail, priority vs. non -priority letters) have remained stable 

over many years, despite changes in cost structures.  

 

Our assessment does, however, also reveal that postal operatorsô pricing decisions are 

driven by cost factors, although only in a limited way . Postal operators do, to some extent, 

apply  cost-oriented pricing, for example, in terms of format -based prices, work-sharing 

discounts, or geographically differentiated prices. 98 

 

If the market prices reflect the underlying costs of provision, both consumption and pr o-

v ision of postal services will be efficient.99 For example, a mailer should only pre-sort mail 

if she can do the work more efficiently and therefore with lower costs  than the postal op-

erator. However, if prices are not aligned to costs, the mailer might decide to pre-sort the 

mail at a higher cost than that incurred by the postal operator. This is ineffi cient.  

 

In the postal sector, pricing all products at marginal cost is not a v iable alternative. The 

prov ision of postal services generates a high share of fixed and common costs and thus, 

pricing at marginal cost would not cover the postal operatorôs total costs.  From an eco-

nomic point of v iew, the most rational way to set prices above marginal costs in multi -

product markets is provided by Ramsey pricing, where prices are set inversely to usersô 

demand elasticities. In practice, this means that postal operators should charge a relative-

ly  high price for services subject to low price sensitivity and a relatively low price for ser-

v ices subject to high price sensitivity (i.e. non-cost-oriented pricing driven by demand).  

 

Non-cost-oriented pricing may thus inc rease efficiency and total welfare. This is the case 

if (i) it allows postal operators to sell more than would have been the case at cost-oriented 

prices; (ii) customers with a low willingness to pay are able to acquire a product or service 

that they  might  not necessarily be able to afford at a cost-oriented price; or (iii) the postal 

operatorôs incentive to make investments and improve efficiency increases.100   

 

However, as Ramsey pricing only ensures cost coverage, a profit-maximizing postal ope r-

ator will, in general, set higher prices and therefore generate lower volumes. This may 

create concern if profit -maximizing pricing (i) results in unreasonably high profits for the 

postal operator (i.e. too high prices and too low demand); (ii) reduces incentives for  effi-

ciency improvements; (iii) creates affordability problems for captive users; or (iv ) creates 

anti -competitive effects which exclude competitors from the market, cf. Figure 64. 

 

                                                                                                                                                                                  
98  Intr oducing geographically differentiated pr ices may be a competition concern, however, cf. chapter 6. 
99  Ef f i cient consumption of postal services means that the optimal amount of  services is consumed, given supply and demand 

condi t ions. Ef ficient production of  services means that postal services are produced at the lowest possible cost and 

that scarce resources are not w asted. 
100  A l though Ramsey pricing implies a zero cap on total profits, it  may st ill imply that some products (according to a fully all o-

cated costs perspective) will be provided at a deficit, w hile others will be provided at a high profit. From a welfare 

economi cs point  of view, high profits in some market segments are not problematic as long as overall profit levels are 

not ex cessive.  
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Figure 64  Impact of non -cost -oriented pricing on total welfare  
  

 
 Sourc e:  C openhagen E conomics  

 

To avoid negative welfare effects, postal operators are subject to regulatory frameworks 

consisting primarily of sector specific regulatory obligations and general competition 

law.101   

 

Regulation  reduces the pricing flexibility of postal operators in v iew of pursuing ex ante 

defined public interest objectives (e.g. affordability, effective competition, efficient prov i-

sion of serv ices). Thus regulation can lead to better fulfilment of policy objectives, if the 

regulatory design leads to ensuring affordable services, more effective competition or 

more efficient postal operators. However, regulation may  also lead to worse outcomes, if 

it forces postal operators to use suboptimal price structures leading to less efficient use of 

postal services. As an illustration, price caps may guarantee low prices for mailers, but 

simultaneously they can cause rigidity and compliance costs for USPs.  

 A general pricing model  5.6
In general, postal operators are likely to have an incentive to set prices to maximize pro f-

its , meaning that they  increase prices as long as it is profitable and permitted under regu-

latory constraints. Prices are increased until the increased revenue from the higher price 

is outweighed by the loss in revenue from lost volumes.102  In Figure 65 below, this means 

that prices are increased until area B equals area A. 

 

                                                                                                                                                                                  
101  In addi t i on to this, postal operators are also su bject to regulation of VAT, state aid etc. 
102  In pr actice, USPs may use mor e or less sophisticated model s to set their prices as this section suggests.  
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Figure 65  Profit maximizing price setting  
 

 
 

N ote:  When the pos tal operator increases the pric e from P 1 to P 2 demand dec reases from Q 1 to Q 2. A s  a 

res ult, profits  inc reases by area A  whereas  losses in demand c auses a los s of profits  equal to area B.  

Sourc e:  C openhagen E conomics  

 

Since elasticity of demand differs between users, profit maximizing postal operators (both 

USPs and challengers) should set prices according to an inverse elasticity rule . This 

means that they  apply low price-cost margins where demand is elastic (where customers 

easily  stop buying a product in the case of a price increase) and apply high price-cost 

margins where demand is inelastic (where customers will cont inue to buy the product at 

the higher price). This has also been confirmed by several recent postal studies, such as 

Crew and Kleindorfer (2011), Borsenberger et al. (2012), and De Donder et al. (2011).  

 

The inverse elasticity rule means that prices are set such that the margin for a specific 

product is inversely proportional to the demand elasticity for that product. In mathema t-

ical terms: 

 

(p-c)/p = 1/e  

 

Consequently, pricing decisions are, at least in theory,  only affected by two factors: mar-

ginal costs and demand elasticities: 

 

Á Demand facors: Low elasticity of demand Ą high margin Ąhigh price (and v ice 

versa) 

Á Cost factors: High marginal cost Ą high price (and v ice versa) 

 

However, in addition to demand factors  (affecting elasticity of demand), and cost factors  

(affecting marginal costs), postal operatorsô pricing decisions are also affected by long-

run strategies  and regulatory constraints . 

 

By  pursuing long -run strategies, postal operators may be able to affect marginal costs or 

demand elasticities in the long run. When doing so they may apply ñsub-optimalò pricing 
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in the short run, for example, by selling products at prices below cost. One example is the 

introduction of a new product sold for a low price to attract demand and generate econ o-

mies of scale and scope. Another example is predatory pricing to exclude competitors and 

charge higher prices in the long run. Very often the border between the two is difficult to 

establish. 

 

Regulatory constraints (in terms of sector-specific regulation and competiti on law) may 

reduce postal operatorsô pricing flexibility, for example, by imposing price caps on certain 

products or by requiring strictly cost -oriented pricing. Reduced price flexibility means 

that postal operators have less room to adjust prices to demand and cost. Both effects can 

lead to suboptimal use of postal services, so that some users buy too much service and 

others buy too little.  

 

Against this background, we have created a general pricing model governing the pricing 

decisions of postal operators ï incumbents as well as challengers, cf. Figure 66. The mod-

el is based on a literature survey103  of price setting practices in the postal sector and was 

adjusted after discussions with USPs, challengers, NRAs and NCAs in our stakeholder 

seminars in Copenhagen104  in the initial stage of the study .  

  

Figure 66  A general pricing model for postal operators 105  

 
 

N ote:  Long - run s trategies are not  indic ated as  a s eparate driver in the illus tration but may be inc luded in 

other drivers  s uch as  c ompetition, c ost s tructure of operators, and operations and logistics.  

Sourc e:  C openhagen E conomics  

 

In the rest of this chapter, we test the theoretical model against the actual pricing behav-

iour that we observe in the market. We also assess the effects of the applied pricing behav-

                                                                                                                                                                                  
103  A l i st of  the ten publications included i n our literature survey is provided in Appendix A.  
104  The thr ee stakeholder seminars were held f rom 27 January to 3 February 2012. The participating stakeholders w ere: 

NRA/NCA seminar: BIPT (BE), BNetzA (DE), Consi liul Concurentei (RO), CNC Competencia (ES) and PTS (SE); In-

cumbents seminar: BPost (BE), Post danmar k (DK), La Poste (FR), Deutsche Post (DE), Post NL (NL), Poczta Polska 

(PL), Posten AB (SE), and Roy al  Mail (UK); Chal lengers seminar: InPost (PL), Uni Post (ES), FK Di stribution (DK), 

Br i ng Citymail (DK), TNT Post (DE, IT, UK), DX Gr oup (UK).  
105  VAT may  be also classified as a supply-side driver (forcing in -house supply rather than outsourcing) and a demand si de 

driver (increasing demand from customers who canôt recover input VAT and reducing demand for universal service 

pr oducts f rom customers who can reclaim VAT) rather than a regulatory driver.  

Regulatory frameworks

(limiting the pricing flexibility of postal operators)

oCompetition law
oPrice regulation

oAccess regulation

Supply side drivers

(affecting marginal costs )

oVolume developments

oGeography
oQuality and frequency of delivery
oProduct features

oTechnologicaldevelopment

Demand side drivers

(affecting elasticity of demand )

oTechnologicaldevelopment

oProduct value
oSubstitutability/complementarity of products
oTraditions/public image of postal operators

oCompetition

oCostallocation requirements

oVAT regulation
oUSO scope
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iour on welfare to create a framework for distinguishing between justified  and non-

justified pricing behaviour.  

 Supply -side factors  5.7
Factors affecting the level of marginal costs include: 

Á Volume developments 

Á Geography  

Á Quality and frequency of delivery  

Á Product features  

Á Technological developments 

 

Based on a rev iew of the drivers above and an assessment of actual developments in post-

al prices over the past ten years, we find the relationship between cost factors and actual 

pricing decisions to be relatively weak. In other words, the observed price differences 

between postal products and between mailers seem to reflect differences in the underly-

ing prov ision costs only to a limited extent, cf. Table 11.  
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Table 11 Responses to supply -side drivers  
Driver   Expected f inding  Observat ion  Implicat ion  

V olume  

developments  

M ore letters Ą lower 

pric es  

Single piec e mail: M ore letters 

Ą lower pric es  

Bulk mail: M ore letters Ą 

higher pric es  

Driver pos sibly decisive for 

pric ing of s ingle piece items, 

but not for bulk letter items  

Geography  

H igh population density 

Ą low pric e  

Zonal pric ing  

Zonal pric es applied in c ou n-

tries  with c ompetition  

Zonal pric es are demand -

driven 106  

Q uality and 

frequenc y  of 

delivery  

Longer delivery time Ą 

lower pric e  

 

N on - priority letters 1 4% 

c heaper than priority letters, 

but large varianc e ac ross cou n-

tries  

N o c lear impac t on pric e.  

P roduc t  

features  

Heavy items Ą higher 

pric e  

Large/bulky items Ą 

higher pric e  

5 0 g bulk letters 3 7% more 

expens ive than 2 0g bulk le t-

ters . 2 kg parc els 6 0% more 

expens ive than 1 kg packet. 

Large varianc e ac ross cou n-

tries .  

Format bas ed pric ing applied in 

more than 5 0 %  of M ember 

States  

Driver partially dec isive for 

pric ing. N o explanatio n for 

varianc e across c ountries.  

T ec hnological 

development  
N o c lear relationship  N o c lear relationship  

N o c lear relationship  

 

Sourc e:  C openhagen E conomics  

 

Volume developments 

The most prominent change in the mail market in the last ten years has been the steady 

decline in volume. USP letter mail volumes have been declining at an average annual rate 

of nearly  6 per cent since 2007.107  Cumulatively the volume decline in the postal sector in 

the last ten years has often amounted to 30-50 per cent. All else being equal, declining 

mail volumes may increase the marginal cost of providing mail services. This is, for in-

stance, the case if lower mail volumes imply a lower visit frequency (i.e., a lower share of 

households v isited by a mailman on any  given day), cf. Box 4. 

 

                                                                                                                                                                                  
106  How ev er, the zonal prices may st ill be cost-oriented i n the sense that price di fferences correspond to cost di fferences. The 

point is however, zonal prices only affect usersô choice if there is competition. 
107  Based on i nformation from NRA and USP in Austria, France, Hungary, Latvia, Li thuania, Luxembourg, Mal ta, Netherlands, 

Por tugal, Romania, Slovakia, Sl ovenia, Spain, Sw eden, and Switzerland. 
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Box 4 Marginal cost in mail delivery  
 

Imagine a situation with high mail volumes where the postman visits every household 

every day. In this situation, the marginal cost of delivery is the cost of delivering one 

extra item to a specific household (together with the other items ï a so called jo int 

vi sit ). Now imagine another situation with lower mail volumes where the mailman vi s-

its only 50% of the households every day. In this situation, the marginal cost is either 

the cost of visiting a household that receives other mail, a joint visit , (half of the 

households) or the cost of delivering one extra item to the households that do not r e-

ceive other mail items, a so -called solo visit  (half of the households). Compared to the 

previous situation, the marginal cost of delivering the extra item will be much higher, 

since it is much more costly to visit an extra address than to deliver one extra letter to 

an address that is being visited anyways.  

 

Sourc e:  C openhagen E conomics  

 

Since the bulk of costs connected to the provision of postal services are incurred in the 

delivery phase, we would expect that higher marginal costs in delivery, all else remaining 

equal, would result in higher prices.  

 

However, what we observed was the opposite. In 2011, the price of single piece letters was 

approximately 50 per cent higher in high letter density countries (e.g. Belgium, Switze r-

land and Germany) compared to low letter density countries (e.g. Italy, Lithuania and 

Portugal). For bulk letter s, mailers in high letter density countries paid about 75 per cent 

more than mailers in low letter density countries, cf. Figure 67. Based on this, the fact that 

the mailman has more postal items per capita to deliver does not  seem to result in lower 

prices. On the contrary, many letters per capita seems to generate higher  prices. 
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Figure 67  Price development and letter density, real prices  
 

 Single piece letters 20g priority             Bulk m ail pre -sorted 20g, 10,000 items  

 

 
 

 N ote:  Real pric es; I ndex: pric e of s ingle piece letters/bulk letters in low letter dens ity c ountries 2004=1 . For 

s ingle piece mail: Low letter dens ity c ountries: C Z,E E,EL,ES,HU,IT,LT,MT,PL,PT,RO,SK; H igh letter 

dens ity c ountries: A T,BE,CH,DE,DK,FI,FR,IE,LU,NL,NO,SE,SI,U K; For bulk mail: Low letter dens ity 

c ountries: IT,LT,MT,PT; H igh letter density c ountr ies: BE ,CH,DE,FI,FR,IE,LT,NL, N O, SE ,U K.  

Sourc e:  C openhagen E conomics  

 

A possible explanation for this might be that letter volumes per capita traditionally have 

been strongly correlated with the level of GDP. At the same time, we would also expect 

mail  prices to be correlated with GDP. Thus, higher prices in high letter density countries 

might be explained by higher GDP levels in these countries. Adjusting the prices for pu r-

chasing power yields a somewhat different picture, cf. Figure 68. Whereas the average 

price for single piece mail is higher in low letter density countries throughout the o b-

served time period, the average price for bulk mail (10,000 items, pre -sorted) was slightly 

higher in low letter density countries until 2008. Since then, the PPP -adjusted price in 

high letter density countries has increased and is now higher than the price in low letter 

density  countries. This indicates that vo lume developments may be a driver of pricing 

behav iour with respect to single piece letter items, but most likely not for bulk letter 

items. 
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Figure 68  Price development and letter density, PPP -adjusted 

prices  
 

 Single piece letters 20g priority        Bulk m ail pre -sorted 20g, 10,000 items  

 

 
 

 N ote:  P P P-adjusted prices; I ndex: pric e of s ingle piece letters/bulk letters in low letter dens ity c ountries 

2 0 0 4=1. For s ingle piece mail: Low letter dens ity c ountries: C Z,EE,EL,E S,HU,IT,LT,MT,PL,PT,RO,SK; 

H igh letter dens ity c ountries: A T,BE,CH,DE,DK,FI,FR,IE,LU,NL,NO,SE,SI,U K; For bulk mail: Low letter 

dens ity c ountries: IT,LT,MT,PT; H igh letter density c ountries: BE ,CH,DE,FI,FR,IE,LT,NL, N O, SE ,UK.  

Sourc e:  C openhagen  E conomics  

 

Geography  

The marginal cost of mail delivery depends on geographical factors such as the distance of 

the route between households, the distance between route and households, the number of 

households per delivery address, and the placement of letter boxes. This means that the 

marginal cost of delivery to a household in a multi -storey apartment building in a city  is 

generally low. The corresponding cost for a small farm located in the country side is 

high. 108   

 

However, marginal costs of delivery in urban areas can be affected significantly by  park-

ing and traffic problems. Studies by Postcomm and Postal Regulatory Commission show 

that inner urban areas (e.g. Greater London) have the highest marginal costs. Hence, it is 

difficult to draw any  firm co nclusions a priori about the differences in marginal delivery 

costs between rural and urban areas. 

 

If marginal costs did  differ between geographical areas, we would expect to observe geo-

graphical price differences, on the one hand between countries with high and low popul a-

tion density , and on the other hand between domestic regions (zonal pricing). Geograph-

                                                                                                                                                                                  
108  Unl ess the farm gets many different kinds of  mail items (e.g. l etters, direct mail and magazines) and the apartments only 

r eceive let ters. 
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ical price differences would primarily be attractive for postal operators if a large fraction 

of customers were to demand distribution just in one part of the country ï or if competi-

tors were only active in parts of the country. If all customers demand nationwide distrib u-

tion and if there are no regional competitors, postal operators could just as well set a uni-

form price (since all the customers care about is the total price).  

 

Our price data does not show a clear relationship between population density and price, 

cf. Figure 69. Prices of single piece letters are generally higher in high population density 

countries. However, prices for bulk mail are generally higher in countries with low pop u-

lation density. 109  Based on this, we cannot conclude that marginal cost of mail delivery is 

higher in geographical areas with low population density compared with geographical 

areas with high population density.  

 

Figure 69  Price development and population density  
 Single piece letters 20g priority         Bulk m ail pre -sorted 20g, 10,000 items  

 

 
 

N ote:  Real pric es; I ndex: pric e of s ingle piece letters/bulk letters in low population density c ountries 

2 0 0 4=1. For s ingle piece mail: Low population density c ountries: A T,EE,E L,ES,FI,IE,LT,NO,RO,SE, SI ; 

H igh population density c ountries: BE ,CH,CZ,DE,DK,FR,HU,IT,LU,MT,NL,PL,PT,SK,UK; For bulk mail: 

Low population density c ountries: FI ,IE,LT,NO,SE; H igh population density c ountries: BE ,CH, 

DE ,FR,IT,MT,N L,PT,UK.  

Sourc e:  C openhagen E conomics  

 

We have also examined geographical price differences within countries, i.e. zonal pricing. 

We observe that zonal prices are applied by USPs in, for example, the Czech Republic, 

Italy , Switzerland, Portugal , Spain and Sweden, where at least some of the countries are 

large and/or exhibit significant regional differences in population density or geographical 

conditions. For example, in Spain and Portugal, zonal prices are applied to the Atlantic 

                                                                                                                                                                                  
109  The r obustness of this finding must be qualified, how ever, by the fact that the comparison of price developments in the two 

pr oducts is based on samples containing di fferent countries. 
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island and to areas in the African territory. Moreover, zonal pr ices are only applied in 

markets and market segments with competition. We do not observe zonal prices for let-

ters in countries like Finland, Norway, Austria where there is no competition in the letter 

market.  Hence, the use of zonal pricing seems to some extent to depend on whether there 

is competition in parts of the country or not. 110  This is natural, since zonal pricing is at-

tractive for postal operators if either a large fraction of customers only demand distrib u-

tion in one part of the country ï or if competitors only operate in parts of the country. If 

all customers demand nationwide distribution and if there are no regional competitors, 

postal operators could equally well set a uniform price (since all the customers care about 

is the total price).  

 

Due to the fact that new postal operators often start their business in limited areas (no r-

mally  large cities with high population density), dominant postal operators subject to 

competition 111 have an incentive to apply zonal prices. However, if the zonal prices applied 

are so low that a competitor as efficient as the established incumbent cannot compete, 

zonal prices will have a negative (anti-competitive) effect. For a detailed discussion on 

this, see the section on demand side drivers. 

 

Quality and frequency o f delivery  

All else being equal, we expect a higher standard of service or frequency of delivery to 

increase marginal costs and vice versa. According to the inverse elasticity rule, this would 

call for higher prices for these products and vice versa.  

 

As for delivery frequency, we have shown in Chapter 4 that the price of non-priority le t-

ters is on average 14% lower than the price of priority letters. In 2011, the price difference 

varied from 5% in Norway  to 40% in Romania.  

 

Therefore, the impact on costs of hav ing a high quality of serv ice is not clear.  

 

Product features  

Heavy  items and items large formats are more difficult to sort, transport and deliver, and 

will thus incur higher marginal costs than smaller or lighter items. Whereas weight tradi-

tionally  has been considered the sole cost driver, postal operators now seem to also take 

format into account. The reason is that bulky  formats and features such as plastic wrap-

ping make it difficult to sort items mechanically, thereby incurring high marginal sorting 

costs.112 

The fact that most incumbents already included a format dimension on their price lists 

several years ago indicates that this dimension most likely is an important cost driver.  

 

                                                                                                                                                                                  
110  The absence of zonal prices may also be explained by r egulatory requirements of uniform tariffs, depending on the scope of  

i t ).  
111  If  the demand for postal services is si milarly distributed between high and low cost areas, and if no competition exi sts, postal 

oper ators have no incentive to di fferentiate prices geographically as this would not change total profit.  
112  Wher eas sor ting machines of ten can handle several thousands of  items per hour, manual sor ting is far less efficient. In earlier 

i nv estigations related to postal sector competition cases, w e have found the marginal costs of manual sorting to be 

50-85 t i mes higher than machine-sor ting.  
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Today , we observe that 16 USPs use format-based pricing in addition to weight -based 

pricing, while 13 USPs currently use weight-based pricing alone, cf. Table 12. Of the USPs 

that apply  format -based pricing, only those in the UK and Austria introduced format -

based pricing after 2004.  

 

Table 12 USP pricing parameters, single piece items  
Pricing base  No.  Countries  

Weight only  1 3  BG, C Y , E E , E S, FR, HU , IS, IT, L I , M T , P T, RO, SK  

Weight and format  1 6  A T , BE , C H, C Z, DE , DK, FI , IE , LT, LU , LV, N L, N O, P L, SE, UK  

N o information  2  E L, SI  
 

N ote:      Survey of online pric e c alculators for U SP. T he us e of format bas ed pric ing is s ometimes not apparent 

in lis t pric es. T here may be many forms  of  format ïbas ed prices.  

Sourc e:  C openhagen E conomics  

 

Anecdotal evidence of the importance of format based pricing is provided by Royal 

Mail. 113  At the time when a weight-only price structure was applied in the UK, businesses 

prov iding supplies for parties b egan to ship flowers packed in boxes using airmail. This 

created logistical problems with space on aircraft and put pressure on transport costs. The 

introduction of pricing format -based pricing in 2006 resulted in sharp price hikes for the 

new formats and incentivised mailers to seek ways of reducing the volume of their ship-

ments, thus sav ing transport space and rationalising transport costs for Royal Mail.  

 

As for weight, price relativities due to lower/higher weights have remained stable over 

time. For b ulk mail, a 50g letter is approximately 37 per cent more expensive than a 20g 

letter, cf. Figure 70. However, weight discounts vary substantially across countries; for 

instance, the greatest differences between 50g and 20g are seen in Belgium, Italy and 

Portugal ï 100, 70 and 7 2 per cent respectively ï whereas in countries such as the UK, 

Ireland and Malta the price is the same for both  products.  Price differences in the range of 

7 0 to 100 per cent due to a 30 gram weight difference can most likely not be explained by 

corresponding differences in underlying costs. Instead of weight, format may be a more 

important cost driver, since large or bulky items to  a larger extent may require manual 

sorting (which is more expensive than automated sorting). Due to lack of data, we have 

not been able to assess the direct impact of format on prices.    

 

                                                                                                                                                                                  
113  Copenhagen workshop with incumbents, 3 February 2012. 
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Figure 70 Price differences due to weight, bulk let ters 2004 -2011  
 

 
 

N ote:  index: 2 0 g in 2 0 04=1 ;Real prices; C ountries: BE,CH,DE,FI,FR,IE,IT,LT,MT,N L,NO,PT,RO,UK  

Sourc e:  C openhagen E conomics  

 

As for parcels and packets, the price difference between 1kg letters and 2kg parcels has 

also remained fairly stable over time with a price difference of approximately 60 per cent 

on average, cf. Figure 71. However, just as for bulk letters, weight discounts vary substan-

tially  across countries ï from near 20 per cent in the UK, Ireland and Hungary  to over 

100 per cent in Germany, Luxembourg and the Netherlands, cf. Figure 71. 
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Figure 71 Price differences due to weight, parcels 2004 -2011  
 

 
 

N ote:  index: 1 kg letter in 2 0 04=1 ;Real prices; C ountries: BE , C H, DE , DK, E E , E S, FI , FR, HU , IE , IT, LT, LU, 

LV , M T , N L, N O, P L, P T, RO , SE , SI , SK, U K  

Sourc e:  C openhagen E conomics  

 

Stable parcel prices may seem inconsistent with the increase in parcel volumes over the 

years. All else being equal, one would expect an increase in parcel volumes to cause falling 

prices due to increased economies of scale and competition. However, one possible expla-

nation for the observed development in Figure 71 could be that the graph depicts single 

piece parcel volumes, where demand is less price sensitive than for bulk parcels due to the 

lack of alternative suppliers. For a more thorough discussion on demand-driven prices, 

see section 5.4.   

 

Technological development  

Marginal costs may be affected by technological development. Increased e-substitu tion 

(which will be further analysed in relation to demand -side drivers) reduces overall mail 

volumes, which in turn increases the marginal cost for delivering mail. However, techn o-

logical development may simultaneously reduce marginal costs, e.g. in terms of more 

efficient sorting equipment or more cost -efficient modes of transportation. The overall 

effect of technological development on marginal costs is thus uncertain. 

 

Pricing strategies in response to cost factors  

According to the inverse elasticity r ule, postal operators set prices to reflect differences in 

underly ing costs in so far as possible under regulation. As described in the beginning of 

this chapter, the biggest challenge for postal operators today is the continuous decline in 

letter mail vol umes, which increases the unit cost of notably letter mail  services. Postal 

operators may react to this development in various ways:  
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On the one hand, postal operators may not take action and let the increased costs result in 

lower profit margins. On the other hand , postal operators may increase prices to reflect 

the higher costs, transferring these higher costs to users.  

 

If mail users react to price increases by moving away from the service in question, in-

creasing prices might not be a v iable alternativ e. In this case, postal operators may try to 

reduce the profit loss through business process reengineering (i.e. cost savings). 

 

Business process reengineering can be realised v ia strategies unrelated to pricing such as 

efficiency improvement  and adaption of production capacity . In this way , postal opera-

tors can avoid large reductions in profit and unfeasible price increases triggered by higher 

costs. Cost sav ings can also be obtained by demand-driven price -related strategies  with 

an objective of generating increased economies of scale and scope.  

 

Over the past decade, postal operatorsô pricing strategies and price developments indicate 

that postal operators use a combination of the options above. 

 

For example, the development of national postal operatorsô profit margins in Denmark, 

Germany, Italy, Netherlands, Sweden and the UK114  shows a downward trend from 2007 -

2011 for all countries except Sweden, where margins have increased slightly for 2009 and 

2010. However, all countries exhibit lower margins today th an before the financial down-

turn in 2009. This indicates that although postal operators have cut costs, increased effi-

ciency and adjusted pricing strategies, this has not been enough to fully avoid the negative 

effects on their profits.  

 

With respect to pr ice increases, we observe that prices for single piece letters, parcels and 

packets have been increasing faster than inflation, whereas prices for bulk mail products 

have followed inflation, cf. Chapter 3. For example, the Danish USP has increased prices 

as well as price differences in the product portfolio. Prices have also been adjusted up-

wards in the UK and the Netherlands. We also observe that the cost-orientation of prices 

to some extent has increased as postal operators have introduced format-based pricing 

and zonal prices. This indicates that postal operators, at least to some extent, have been 

able to pass on higher costs to users by raising prices. 

 

Postal operators use several measures to reduce marginal costs by reengineering their 

business processes. These measures include (i) strategies to cut costs and improve eff i-

ciency in the production processes, e.g. more flex ible working arrangements, new sorting 

equipment or work -sharing, and (ii) strategies to generate economies of scale and scope, 

e.g. volume discounts and other price incentives.  

 

Strategies to cut costs and improve efficiency  

The most important cost category in postal services is labour. In 2009, labour costs as 

share of total costs at the European incumbent postal operators ranged from 40 per cent 

                                                                                                                                                                                  
114  These ar e the six of our focus countries w here we have been able to obtain information on operating profits and r evenues in 

the mai l segment over time. 
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in the Netherlands to approximately 75 per cent in Greece. On average, 60 per cent of the 

incumbentsô costs were labour related.115  More efficient and cheaper working practices 

might involve changing shift patterns towards part -time work, reducing overtime a r-

rangements and putting greater reliance on self-employed staff or on recruiting staff e m-

ployed under different conditions. 116   

 

Efficiency  impr ovements can also be realised v ia network investments, for example new 

sorting equipment, new sorting centres or a new fleet of vehicles. Network investments 

may increase technical efficiency, reduce transport costs, enable greater economies of 

scale in sorting and sequencing, and reduce headcount needed, cf. Box 5. 

 

Box 5 Efficiency improvements at European USPs  
 

There are several examples  of USPs that have made investments in sorting plants, 

and increased automatized handling of letters and parcels. For example Post Da n-

mark  has gradually implemented lean manufacturing principles. This includes, among 

other things, the introduction of OCR s orting machinery, gradual reduction in distrib u-

tion centres, reduction in full - time staff, and restructuring of delivering routes. Optim i-

zation of delivery routes has also taken place in Germany, Italy, the Netherlands , 

and the UK . This has allowed for a r eduction in labour costs, as staff has gradually 

been reduced following this development of increased automation.  

 

Other examples of efficiency improvements are provided by Deutsche Post which has 

increased the level of automatic handling of parcels at it s parcel division, DHL, and by 

Poste Italiane, which has replaced its decentralised sorting centres with new sorting 

plants. In Sweden , Posten AB has introduced a new fleet of cars and a new letter 

sorting terminal as part of a new terminal structure. Thus , the fact that Posten AB is 

the only operator in the sample that has been able to increase its profit margins does 

not seem to be explained by the fact that Posten AB is the only operator reengineering 

its business activities.  

 

Sourc e:  www.pos tdanmark.dk  annual reports  2 009 -2011; C openhagen E conomics (2 010); www.pos tnord.c om  

 

In addition to the above, work -sharing is another cost-cutting measure where mailers 

take over some of the postal operatorôs preparatory work. In this way, the marginal cost 

for postal services decreases. Work-sharing should thus yield a price discount cor re-

sponding to the cost avoided by the postal operator. In Chapter 4, we observed that the 

average price reduction resulting from work -sharing agreements (pre-sorting of bulk 

mail) was around 10 per cent. Since sorting requires costly investments, new postal op-

erators often require work -sharing. This practice increases the choice for mailers who can 

decide the amount of preparatory work to conduct in -house and the amount to be done by  

the postal operator.   

 

                                                                                                                                                                                  
115  Copenhagen Economics (2010), Mai n Developments in the Postal Sector 2008-2010. 
116  Some postal  operators have opted to adopt cheaper working practices. These options are only applied in so far as they comply 

w i th prevailing employment and social security requirements.  

http://www.postdanmark.dk/
http://www.postnord.com/
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Strategies to generate economies of scale and scope 

Strategies to generate economies of scale and scope aim at lowering unit costs to the 

benefit of postal operators and users (through lower prices or smaller price increases). 

These strategies can be grouped in to two types: volume aggregating  and volume chasing 

strategies . Whereas volume aggregating strategies aim at optimizing the handling and 

delivery of an existing mail volume  to realise economies of scale and scope, volume chas-

ing strategies aim to collect additional mail volumes  in the network to rea lise economies 

of scale. Strategies like these are only v iable for postal operators insofar as they are com-

patible with regulatory requirements on quality of service for  products within the USO. 117    

 

By  aggregating volumes to certain delivery days, postal operators can increase the number 

of items per v isit and reduce the number of expensive solo visits, i.e., v isits with only one 

mail item. One way  of aggregating volumes on certain days is through the implementation 

of price incentives.  These incentives normally aim at increasing the share of non-time -

critical mail in the network to increase flexibility with respect to delivery time. Examples 

are the introduction of new (non -time critical) products or the widening of the price gap 

between time critical and n on-time-critical mail. Box 6 provides two examples of volume 

aggregating strategies implemented in the Netherlands and France. 

 

Box 6 Volume aggregating strategies in NL and FR  
 

In the Netherlands , PostNL has introduced Basic mail, a non - time critical bulk mail 

product. The price of Basic mail is lower than the price of ordinary bulk mail (delivered 

within 24 hours). For basic mail de livered within 48 hours the price is up to 13 per 

cent lower than the price of ordinary bulk mail, and for delivery within 72 hours, the 

corresponding price difference can reach 20 per cent. This product enables PostNL to 

aggregate large volumes on certain  delivery days and thereby to reduce marginal 

costs of delivery.  

 

In France , La Poste has introduced a product called ñLettre verteò (green letter) at a 

price approximately 5 per cent below the ordinary priority letter. The product is ma r-

keted as an enviro nmentally friendly alternative to priority mail and guarantees deli v-

ery within 48 hours. Just as the example above, this product increases flexibility for La 

Poste and allows for the aggregation of volumes to specific delivery days.  

 

Sourc e:  P os tNL (2 012a); La P oste (2 012)  

To maximize cost savings, volume aggregating pricing may also be accompanied by 

changes in delivery structure and the introduction of new delivery models. One example 

of this is observed in Denmark, where Post Danmark in 2008 introduced a so -called ñXY 

delivery modelò where time critical mail is delivered to all households every day, and non-

time critical mail is only delivered to 50 per cent of the households every day. Hand in 

hand with this network restructuring came an increase in the price difference b etween 

D+1 (time -critical) and D+3 (non -time -critical) letters, cf. Figure 72. Today Danish con-

                                                                                                                                                                                  
117  For  ex ample, volume aggregating strategies by replacement of D+1 delivery by D+3 delivery  is not feasible under the USO, 

and the  Hence, the operators need to continue to provide D+1 delivery. The does, however, not preclude a partly 

subst i tution from D+1 to D+3 delivery model.  
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sumers can save more than 20 Euro cents, or 25%, by  sending a D+3 letter instead of a 

D+1 letter.  

 

Figure 72 Price development 20g letter, Denmark 2001 -2011  
 

 
 

Sourc e:  I nc umbent questionnaire  

 

The 25 per cent price difference between D+1 and D+3 letter service can be compared 

with the average price difference between D+1 and D+3 letters in  other  EU Member 

States. Throughout the period 2004 -2011, the average price difference between D+1 and 

D+3 in the EU was 15% and the median price difference was 20%. Unlike the example 

from Denmark, th e price for priority and non -priority mail in the EU seems to have fol-

lowed the same trend, cf. Figure 73.  
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Figure 73 Price development  of 20g letters, 2004 -2011  
 

 
 

N ote:  Real pric es; C ountries: BE ,CH,DK,EL,FI,FR,HU,LT,NO,PL,PT,RO,SE,SK,UK  

Sourc e:  I nc umbent questionnaire  

 

Compared with the European average, the Danish price difference does not seem very 

high. Instead, the increasing price difference over time seems to be the result of a low 

price for D+1 letters prior to 2011, caused by the ex istence of a price cap based on CPI 

which was abolished on 1 January 2011. We are not in a position to judge whether the new 

prices better reflect the underlying cost differences which arise, since D+1 letters have to 

be treated differently, e.g. using other means of transport, immediate  sorting, etc.  

 

Whereas the purpose of volume aggregating strategies is to redirect mail flows to certain 

days, the purpose of volume chasing strategies  is to increase total volumes handled in the 

postal network to generate economies of scale. The most common way for postal opera-

tors to generate economies of scale is through volume discounts .  

 

Large consignments of mail are often cheaper to handle than smaller consignments. Ad-

ministrative costs per item for handling a large client are often lower than adm inistrative 

costs per item for handling a smaller client. However, the cost differences are limited. In 

Chapter 4, we observed that the price per item for bulk letters (10,000 items of 20g) was 

31 per cent lower than the price of a single piece letter of 20g on average across the EU, cf. 

Figure 10. This difference is unlikely to reflect the cost savings obtained from handling 

10,000 letters instead of one. The reason for this is that the only  cost difference between 

single piece and bulk letters occurs in administrative overheads and in the sorting phase, 

which only  represents roughly 15 per cent118  of the cost of mail delivery. The price diffe r-

ence between single piece and bulk mail is largest in countries with actual competition or 

the presence of mail consolidators (which often are considered potential future compet i-

                                                                                                                                                                                  
118  NERA (2004), p.  7 2. 
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tors), e.g. the Netherlands, Belgium, Germany, Ireland, France and Malta. This indicates 

that the size of volume discounts is determined by more than just differences in costs. 

This is what we turn to in section 5.4 where we look at the demand-side factors affecting 

pricing decisions of postal operators. 

 Demand -side factors  5.8
In the last section, we concluded that the price differences between postal products 

seemed to be governed by differences in underlying costs, but only to a limited extent. 

According to the inverse elasticity rule, pricing decisions ar e also affected by elasticities of 

demand (i.e., the way  consumers react to price changes). All else being equal, lower elas-

ticity  of demand (fewer customers substituting away as a result of a price increase) means 

that the losses incurred by price increases are smaller and the increased revenue is higher. 

As a consequence, a profit-maximizing postal operator charges higher prices to mail-

ers/products with inelastic demand and lower prices to mailers/products with elastic 

demand.  

 

Price elasticities of dem and  

Profit maximising postal operators sh ould increase their prices until the elasticity of d e-

mand is greater than one. If demand is less elastic, for example with an elasticity of 0.6, a 

price increase would still be profitable as the increase in profit outweighs the loss in de-

mand. 119 In this cont ext, it is important to distinguish between market elasticity of d e-

mand  and firm elasticity of demand . 

 

Market elasticity of demand  measures how large a share of mailers will, in response to a 

price increase by all postal operators in the market, send less mail. Firm elasticity of d e-

mand measures how a large share of mailers will, in response to a price increase by a spe-

cific postal operator, move volumes to competing postal operators or send less mail alto-

gether. If there is no competition, the firm elasti city of demand is the same as market 

elasticity of demand. 

 

Estimations of elasticities do not normally distinguish between the two types of elastic i-

ties. Nevertheless, when investigating the drivers behind postal operatorsô pricing deci-

sions and effects on postal markets and users, it is important to make the distinction. 

Operators care about firm elasticity of demand, whereas optimal pricing from a welfare 

economics perspective depends on market elasticities.120  

 

Earlier studies have found demand elasticit ies to vary substantially across postal prod-

ucts. In general, elastic demand (very price-sensitive customers) is observed for B2B and 

B2C direct marketing, whereas inelastic demand is observed for C2C letters and B2C 

transactional mail, cf. Box 7. Consequently, we would expect to observe lower price-cost 

margins for B2B/B2C direct marketing than for B2C transactional mail and C2C letters.   

 

                                                                                                                                                                                  
119  A 1  per  cent price increase only reduces demand by 0.6 per cent, so r evenue goes up and costs go down (due to lower vol-

ume), l eadi ng to an increase in profit . 
120  V i ckers (1997). 
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Box 7 Demand elasticities in the postal sector  
 

In a paper from 2007, Robinson (2007) reviews 45 studies of postal price elasticities. 

He finds that price elasticity for postal products generally ranges between 0.2 and 0.8, 

and that only som e types of advertising mail in the United States generated price ela s-

ticity greater than 1.0.  

 

The study also reports that:  

i)  magazine advertising products are more price elastic than letter advertising,  

ii)  priority mail seems to be more price elastic than no n-priority mail, and  

iii)  transactional mail (bills and statements) has relatively lower elasticity of d e-

mand compared with other mail products.  

 

The lower price elasticity for transactional mail can be explained in two ways: First, 

transactional mail is an input for firms and banks whose quantities cannot be contin u-

ously adjusted like direct mail. Second, large mailers expect postal prices to incre ase 

over time, since a technological breakthrough able to reduce postal costs is not yet 

foreseeable.  

 

Nikali (2008), who has investigated price elasticity in Finland, reports that B2B and 

C2C mail seem to be relatively inelastic. He explains this by the low volume of letters 

actually sent by private consumers and the subsequently low expenditure on postal 

products. He finds, on the other hand, that demand for letters in the B2C sector is 

very elastic, with price elasticity around 1.4.  

 

A more recent stud y by Cazals et al. (2011) finds that estimated elasticities for postal 

products in the UK range from 0.5 to 0.9. Commercial (mainly transactional) mail has 

the lowest price elasticity (of around 0.1 to 0.2), while social mail (C2C letters) is e s-

timated to have an elasticity of demand of 0.5. The highest elasticity is found for d i-

rect mail with an estimated elasticity around unity (0.9).  

 

Sourc e:  N ikali (2 008), Robinson (2 007), C azals et al. (2 0 1 1)  

 

There has not been much research on demand elasticities for parcels in Europe. However, 

estimates from the US concerning USPSô parcel products suggest elasticities well above 

one, indicating that USPS cannot increase the price of its parcel products profitably due to 

negative consumer response.121  This is not surprising since the parcel segment in the US is 

highly  competitive.  

A somewhat surprising observation might be that estimated elasticities for letter mail in 

many  cases are between zero and one. This seems to contradict our theory about profit -

maximizing po stal operators who increase their prices until elasticity is greater than one. 

However, there may not be any contradiction. One reason is that competition forces oper-

ators to charge lower prices despite low market elasticities. Another reason is that the 

estimated elasticities measure the average effect of increasing prices, which is much low-

er than the marginal effect  of price increases above a certain level. Whereas small price 

increases will hardly have any impact on mail volumes (i.e. inelastic demand), larger price 

                                                                                                                                                                                  
121  In 2001 , the US Postal Regulatory Commission (PRC) estimated the own price elasticity for USPSô parcel products to -1 .19, cf. 

PRC (2001). In 2012, the PRC estimated the own price elasticity for USPSô products Parcel Post and Parcel Select to -

3.516, cf . PRC (2012).  
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increases will induce more users to revise their use of mail and to substitute it with other 

means of communication (i.e. elastic demand). Thus the price elasticity increases when 

prices go up.  

 

This kind of consumer response is common. In particular there is a standard theory of 

ókinked demand curvesô, which suggests that price decreases will not induce much extra 

demand, whereas price increases will induce sharp declines in demand. This theory can 

be helpful to understand the demand response in the postal sector, cf. Figure 74. 

 

Figure 74 Kinked demand for postal products  
 

 
 

Sourc e:  C openhagen E conomics  

 

Consequently, the absolute level of estimated elasticities should not be interpreted as if 

postal operators can profitably introduce large price hikes for all products with elasticities 

less than or close to 1. Nevertheless, the estimated elasticities are useful since they indi-

cate the relative price sensitivity of different postal products.  

 

Next we investigate each factor affecting the price elasticity of demand for postal prod-

ucts.  

 

Factors affecting price elasticity of dem and  

Factors affecting the price elasticity of demand for postal products include: 

Á Product value  

Á Technological development  

Á Substitutability/complementarity of products  

Á Traditions and public image of postal operators  

Á Competition  

 

Based on our assessment of price drivers and actual price developments in postal markets 

across Europe, we find a strong relationship between demand-side factors and actual 

pricing decisions. In other words, the observed price differences between postal products 
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and users of postal services seem to a high extent to reflect differences in mailersô price 

sensitiv ities, cf. Table 13.  

 

Table 13 Responses to demand side drivers  
Driver   Expected f inding  Observat ion  Implicat ion  

P roduc t value  
H igh value of produc t Ą 

high pric e  

T rans actional bulk mail 3 4% more 

expens ive than direct mail  
P ric e driver.  

T ec hnological 

development  

H igh ris k of e -

s ubs titution Ą low pric e  

L imited pric e effect of e -

s ubs titution  
N o c lear impac t on pric e.  

Subs titutability/ 

c omplementarity 

of produc ts  

P ric e links between 

s ubs titutable products  

Stable pric e relation between prior i-

ty/non - priority letters. I nc reasing 

pric e differenc e between prior i-

ty/non - priority parc els  

P ric e driver  

C ompetition  
C ompetition Ą low 

pric e  

E ntry of c ompetition Ą lower pric es  

and/or s maller price increases  
P ric e driver  

 

Sourc e:  C openhagen E conomics  

 

Product value  

The value of postal products may play an important role by affecting mailersô propensity 

to reduce their demand for postal services when prices increase. We would expect market 

elasticity of demand to be lower for high value products than for low value pro ducts, be-

cause when the mail price is low compared to the content value, then higher prices will 

not reduce the amount of mail sent out.  

 

For example, an electricity provider will not stop sending out invoices (higher value pro d-

uct) just because letter prices increaseï the provider may send the invoice v ia email, but it 

will still be sent. 122  On the contrary, most companies can reduce the amount of marketing 

in response to price increases (marketing material is a lower value product). Advertising 

budgets are likely to fluctuate with business cycles (especially with regard to ñexperien-

tialò advertising). Moreover, advertising campaign costs can be reduced, when direct mail 

is combined with transactional mail in a single item rather than sent separately. This i s 

acknowledged by Robinson (2007), who explains the lower demand elasticity of transac-

tional bulk mail compared to direct mail by the fact that transactional mail is an input for 

firms and banks whose quantities cannot be continuously adjusted like direct mail. The 

impact of content value on price is also acknowledged by the ERGP in its consultation 

document on access to the postal network and elements of postal infrastructure. Deutsche 

Post, for example, applies a different rebate scheme for direct and transactional mail 

based on the willingness to pay .123  Nevertheless, our interviews with large mailers in 

Denmark revealed that there is a limit to price increases that transactional mail senders 

can accept, above which they will switch to alternative means of communication. For e x-

ample, when Post Danmark in 2010 mistakenly announced that the price of transactional 

bulk mail would increase to DKK 8 (EUR 1.07), large mailers immediately began invest i-

gating the potential for alternative solutions such as increased electronic invoicing. 124   

 

                                                                                                                                                                                  
122  Or gani sing delivery of paper invoices itself would most likely not be a viable solut ion for the company, due to the lack of 

economi es of scale in delivery with low visit frequency and only solo visits. 
123  ERGP (2012a). 
124  Inter view with a large Danish provider of telecommunications services, 17 September 2012. 
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Looking at the price data, we observe an average price difference between bulk mail and 

direct mail of 33 per cent across the EU, cf. Figure 7 5.  

 

Figure 75 Price development 50g bulk and direct mail 2004 -11 
 

 
 

N ote:  Real pric es; C ountries: BE ,CH,DE,FI,FR,IE,IT,MT,NL,NO,PT,UK  

Sourc e:  Res ponses to ques tionnaire from N RAs and inc umbents  

 

The collected price data shows that the price difference between bulk mail and direct mail 

has remained stable over time. Since there is no significant cost difference related to the 

distribution of direct and transactional bulk mail, 125 different product value could help 

explain the above price difference. 

 

Technological development (e-substitution)  

Technological development, i.e. e-substitution and increased e-commerce have caused a 

fall in letter volumes and an increase in parcel volumes. There is, thus, no doubt that 

technological development affects the demand for postal products. 

 

However, the focal point in this context is not  to determine the level of letter volume d e-

cline that can be attributed to increased e-substitution (mega trend), but to determine 

how changes in mai l prices affect e-substitution (price effect), cf. Table 14. In other 

words, the question is whether mail users will switch to electronic alternatives in case of 

an increase in letter/parcel price or not.  

                                                                                                                                                                                  
125  E.g. acknowledged by Ambrosini et al (2010). 
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Table 14 Mega trends vs. price effects  
Drivers of  e -subst itut ion  Mega trend  Price ef f ect  

M ore s martphones  X 
 

Fas ter broadband  X 
 

Government e - strategy  X  

Real pric e of bulk mail inc reased by 2 %   X 
 

Sourc e:  C openhagen E conomics  

 

As ev ident from the table above, most drivers of e-substitution represent mega trends and 

do not have any  price effects. For example, more smartphones and faster broadband re-

duce the use of traditional postal services independently of the price of postal services. 

The same is true of governmental strategies to transfer communication with citizens to 

online alternatives, although the incentive to pursue such strategies is affectled by the 

price level for postal services. In these cases, an increase in the price of postal services by 

10 per cent (corresponding to 0.05 Euro for a single piece letter, on average), for example, 

will not be decisive for mailers choosing between postal services and electronic alterna-

tives. I.e., the question will not be whether the  mailer can save 0.5 Euro or 0.45 Euro by 

using electronic means of communication.   

 

If a price increase for mail products will trigger additional e -substitution, we would expect 

lower price-cost margins in market segments where e-substitution constitutes  a v iable 

alternative. If a price increase will not trigger additional e -substitution (i.e. the decision to 

e-substitute is independent of the price of mail products), then e -substitution will not 

affect postal operatorsô pricing decisions. 

 

For example, consider the case of C2C letters where many mailers have access to e-mail 

and SMS. When considering switching from a paid product to something that is free of 

charge, it will most likely  not make much difference whether the consumer saves EUR 

0.50 or EUR 0 .45 by  sending an email. In other words, a 10 per cent price increase will 

have very little effect on the choice between sending a letter or an email. Instead other 

factors will be decisive for this choice, such as the situation and the content of the mes-

sage. Moreover, individual consumers who already have moved a large share of their 

communication online may be less sensitive to letter price increases since the amount of 

letters they send is already very small.126  The latter effect is supported by the findi ngs in 

Finland, where Nikali (2008) explains the inelastic demand for C2C letters by the low 

amount of letters actually sent by private consumers and the subsequently low expendi-

ture on postal products. This indicates e-substitution is unlikely to generate  higher elas-

ti city  of demand and thus lower prices. Instead, e-substitution could in fact imply  that 

lower elasticity of demand and higher prices, because the consumers that continue to 

send letters are consumers without alternatives. For example, a recent study conducted by 

                                                                                                                                                                                  
126  To i nv estigate whether e-substitution has had an impact on letter prices or not, w e correlated price increases of single piece 

and bul k mail with rates of broadband penetration in countries across Europe. The  results showed no clear r elation-

shi p between the two parameters. This further highlights the lack of a c lear relationship between e-substitution and 

l et ter price developments. 
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Consumer Focus shows that so called ólow web usersô in the UK are more likely to use first 

class mail products regardless of the price than online respondents. Hence, low web users 

are less price sensitive.127   

 

In contrast to letters, pa rcel products are only to a limited extent affected by e-

substitution. This is due to the fact that the content in a parcel in most cases cannot be 

substituted by electronic content. However, there are a few occasions where this can in-

deed be done. E-books and streaming or downloading music and v ideos can, but only to a 

limited extent, effectively substitute physical books, CDs and DVDs. Against this back-

ground, changes in parcel prices would seem to have a very limited, effect on e-

substitution.  

 

Substitu tability/complementarity of mail products  

When mailers can readily substitute between mail products 128 , demand can easily drop. In 

this way , high substitutability increases the elasticity of demand. For example, for a per-

son who does not care whether her letter arrives in one or in three days, D+1 and D+3 

products may constitute perfect substitutes for one another. As a consequence, the elastic-

ity  of demand with respect to these products will be very high. If a sufficiently large nu m-

ber of mailers consider D+1 and D+3 products as substitutes, this will create a price link 

between these products. In practice, this means that the price difference between two 

substitutes should neither be too large nor to small, otherwise substitution will occur. If 

the price dif ference is too large, mailers would stop using D+1 service. If he price differ-

ence is too small, mailers would stop using D+3 services. Price links (e.g. between D+1 

and D+3 serv ices) can thus be used by postal operators to create incentives for consumers 

to switch between products to induce more efficient provision of postal services. In gen-

eral, to exploit differences in willingness to pay, price differences between products 

should be greater than the corresponding cost differences.  

 

When looking at the price of 20g priority and non -priority letter delivery we can observe 

such a price link: the price development of priority and non -priority products follow each 

other closely over time, cf. Figure 76.  

 

                                                                                                                                                                                  
127  Consumer  Focus (2012). 
128  Substitutability in this section refers to mailersô ability to substitute between physical postal products. In other words, e-

subst i tution is not taken into account but is instead examined in the section on technological development.  
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Figure 76 Price development of 20 g letter, 2004 -2011  
 

 
 

N ote:  Real pric es; C ountries: BE ,CH,DK,EL,FI,FR,HU,LT,NO,PL,PT,RO,SE,SK,UK  

Sourc e:  C openhagen E conomics, inc umbent and N RA questionnaire  

 

The development is different for 1 kg parcels where the price of priority parcels increased 

in 2009 while the price for non -priority parcels remained unchanged, cf. Figure 77. This 

may indicate that consumers sending priority parcels do not consider non -priority parcels 

a relevant substitute (maybe because those mailers who can send non-priority parcels 

already do so). It may  also be a result of increased e-commerce and a growing demand for 

fast delivery of products bought online.  
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Figure 77 Price development of 1 kg parcel, 2004 -2011  
 

 
 

N ote:  Real P ric es; C ountries: BE ,CH,DK,FI,HU,LT,NO,PL,PT,RO,SE,SK,UK  

Sourc e:  C openhagen E conomics, inc umbent and N RA questionnaire  

 

As for complementarity  of postal products, mailers who use several mail products togeth-

er (e.g. addressed and unaddressed direct mail or printing, franking, enveloping and de-

livery services) should be relatively insensitive to price increases on indiv idual mail pro d-

ucts. This is because a price increase for one product is diluted by the prices paid for the 

other products in the bundle. What mailers care about is the price of the total bundle of 

products. In this way , bundling can be used by multi -product firms to create price di s-

crimination which may hurt competition if equally efficient rivals cannot match the bu n-

dled offer, for example because they only offer one of the bundled products. Moreover, 

competition may also be hurt if customers are tied to a single service provider due to a 

bundled service contract. However, complementarity may also give rise to synergies, indi-

cating that favourable package deals also to some extent reflect cost efficiencies of provid-

ing the bundle, cf. Box 8. 

 

Although we do not have price data for individual versus bundled services, our interviews 

with postal operators indicate that bundling of services is a common practice among 

postal operators, for example in terms of volume discounts granted on the entire volume 

of postal items (irrespective of the type) or discounts granted to customers who order 

several types of services from a vertically integrated operator. 
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Box 8 Bundling of po stal services in Sweden  
 

In Sweden , the USP Posten AB offers a specific discount when mailers of unsorted 

batches of bulk mail at the same time purchase the hybrid mail solution eBREV (i n-

cluding printing and delivery of hybrid mail). The price list for the hybrid mail solution 

states that:  òThe integration discount is granted since the production of eBREV at 

Str ålfors [a subsidiary of the USP] creates specific savings in the physical handling of 

mail compared with the situation in which the customer only purchases physical deli v-

ery from Pos ten.ò  

 

Sourc e:  P os ten A B (2 012)  

 

Competition  

Full market opening has enabled competition and caused the entry of new postal opera-

tors. The level of actual competition differs substantially among countries and market 

segments. Whereas end-to-end competition in the domestic and cross-border market 

segments for addressed mail still remains limited, competition in the parcels segment 

(especially for business users) has increased substantially in the last years. 

 

Competition increases firm elasticity of dem and by providing mailers with alternatives to 

the USP. If mailers consider the competitors as relevant substitutes, competition puts a 

natural ceiling on prices applied by the incumbent for products subject to competition. 

However, the extent and magnitude of price pressure depend on the geographical cover-

age of, and cost advantage enjoyed by, new operators as well as the regulation in place 

restricting the USPsô price setting.  

 

For example, interviews with large mailers in Denmark show that business mailers were 

able to reduce their mailing costs substantially when Citymail entered the market in 2007 

(the prices offered by Citymail were up to 50 per cent lower than those offered by the 

USP). However, cost reductions were not caused by the USP lowering its prices. Instead 

the cost sav ings were caused by low prices from the competitor, Bring Citymail. Citymail 

had to offer lower prices to be able to compete with Post Danmarkôs full-service offering 

(e.g. nationwide geographical coverage and six-day delivery) and VAT exemption. As 

Citymail left the market in 2010, mailing costs increased again.  

 

Today , there still exists competition in some market segments in Denmark (unaddressed, 

di rect mail, magazines and some addressed mail). This makes mailers less dependent on 

the serv ices provided by the USP. However, price competition still seems to be limited, at 

least for some user groups where the USP does not offer indiv idually negotiated prices 

and competitors can thus compete by setting their prices only slightly below those of the 

USP. Interviews with large mailers in Denmark witness about price negotiations where 

prices are not discussed in terms of monetary amounts but in terms of discounts off the 

USPôs list price. This indicates that price competition may be weakened compared with a 

situation with indiv idually negotiated prices, because competitors to the USP can set pri c-

es just below the observable list prices. This gives mailers less room for playing off postal 
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operators against each other. Price differentiation by  way of indiv idually negotiated prices 

may increase competition between postal operators to the benefit of mailers.129  This is 

because incentives to reduce prices to attract one additiona l customer, when prices do not 

have to be reduced for all customers. Nevertheless, mailers believe that the existence of 

competition has limited the price increases introduced by the USP. In other words, if Post 

Danmark had not experienced competitive pressure from other operators, list prices 

would most likely  have been higher than they are today.   

 

We have assessed the competitive pressure on USPs by  decomposing the causes of reve-

nue declines experienced by three USPs subject to competition. For incumbents in Ge r-

many  and Sweden (countries with relatively well -developed competition in the mail ma r-

ket130 ), competition is responsible for around 15-18 per cent of the revenue losses experi-

enced in 2010-2011, cf. Figure 78. This implies that mailers see these competitors as rele-

vant substitutes to the USP, which the USP has to take into account in its pricing deci-

sions. In the Netherlands, PostNL increased its market share from 2010 to 2011, meaning 

that the entire revenue loss experienced was due to the declining market size, not loss of 

market share to competitors. However, this does not mean that competition is less in-

tense in the Netherlands. Alternative operators still hold approximately 16% of the ma r-

ket.  

 

                                                                                                                                                                                  
129  See for  example Gherig and Stenbacka (2005). 
130  In 2011 , the market share of competitors was 16% i n the Netherlands, 13.4% i n Germany and 12.3% i n Sweden. 
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Figure 78 Cause of declining revenue in DE, SE and NL  
 

 
 

 
 

N ote:  Los s  due to c ompetition c alculated as loss in market s hare*revenue year 2 . Los s due to dec line in 

market s ize c alculated as  decrease in total mkt s ize*market s hare year 1 .  

Sourc e:  C openhagen E conomics, bas ed on annual reports  of Deutsche P ost, P ostNL and P ostNord and P TS 

(2 0 1 2)  

 

New postal operators often do not copy the business model of the USP, but try  to compete 

on other parameters. For example, it is common to adopt low-cost business models with 

delivery less than five days per week, delivery in urban areas only, hiring of low-skilled 

workers (e.g. students), and more flexible working arrangements. These features reduce 

the cost of delivering mail and allow the challengers to compete with the scale economies 

enjoyed by the established USPs. For instance, delivery less than five days per week allows 

a higher concentration of mail vol umes on delivery days, and hence a lower number of 

expensive solo v isits.131  Similarly, delivery by moped or bicycle in urban areas reduces the 

marginal cost in comparison with the USP, which often uses a mix of cars, mopeds and 

bicycles to deliver both in u rban and in rural areas. Together with lower fixed costs, this 

implies that the new operators may be able to offer lower prices.  

 

One country where competitors have entered the market for addressed mail is Sweden. In 

the first years after FMO and the entr y  of Bring Citymail, the price of large consignments 

of pre-sorted non-priority mail applied by the USP increased by on average 11 per cent 

                                                                                                                                                                                  
131  A sol o v isit occurs when the mailman visits a household to deliver just  one item. Hence, the marginal cost of delivering one 

i tem on a solo visit (i nstead of jointly with other items at a joint visit) i s very high, cf. the section on volume deve l-

opments as a supply side dr iver. An increasing number of mail items per day means that the share of solo visits de-

cr eases. 
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whereas the price of large consignments of pre-sorted priority mail increased by 25 per 

cent. At the same time, the USPôs price in areas where Bring Citymail was present (metro-

politan areas) decreased by 6 per cent, cf. Figure 79. 

 

Figure 79 Price deve lopment, domestic bulk mail 1994 -2001, SE  
 

 
 
N ote:  C P I inc rease during the period: 7 %  

Sourc e:  P T S (2 003)  

 

In order to be able to compete with the established USPs, new postal operators adopt 

alternative strategies in terms of innovative products or production processes. Three ex-

amples are provided by Italy, the Netherlands and Poland. In Italy, TNT Post entere d the 

market by  providing date and time definite services in response to the low certainty of the 

serv ices provided by  the USP. In the Netherlands, Sandd competes with PostNL based on 

a new kind of logistics where sorting and delivery are organised in a way  that allows the 

operator to eliminate sorting centres. In Poland , InPost circumvented the reserved area 

by  adding a small metal plate to envelopes to exceed the 50g limit.132  Despite of this extra 

effort, InPost has been able to successfully compete with the Polish USP. In response, 

Poczta Polska introduced a service targeting specifically the areas where InPost is present. 

These examples indicate that the level of efficiency improvements achieved by competi-

tion can be substantial and that competition also takes place on other factors than price.  

 

An earlier study on pricing practice in the postal industry indicates that exposure to co m-

petition from new postal operators is a decisive factor for many European postal incu m-

bentsô pricing strategies, cf. Box 9. 

 

                                                                                                                                                                                  
132  Item s bel ow 50g are st ill reserved for the incumbent. 
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Box 9 Pricing strategies and competition  
 

Kleindorfer and Szirmay (2009) investigated European postal operatorsô pricing strat-

egies  in three stages. First, the authors compiled an overview of trends with respect to 

the role of pricing in a liberalised environment. Second, the authors conducted inte r-

views with certain postal operators on current and planned pricing practices. Third, th e 

authors compared the results between postal operators and drew conclusions about 

the differences in pricing strategies between Eastern and Western European postal o p-

erators and causes of the differences.  

 

The authors concluded that competition was the dr iving factor behind the observed 

di fferences between Eastern and Western European postal operatorsô pricing strate-

gies. On the one hand, operators not exposed to competition often consider pricing as 

a pre -defined regulatory factor and almost never use any  measures of strategic or 

customer oriented pricing.  On the other hand, operators exposed to competition apply 

pricing strategies driven by customer oriented valuation in light of internal costs and 

competitive actions.  

 

For example, interviews revealed t hat operators exposed to competition make much 

more use of market analysis (e.g. collection and evaluation of customer data, tracking 

and follow -up on sales, price, and profit data, application of innovative statistics such 

as conjoint analysis to identify  consumer demand) than operators not exposed to 

competition. The interviews also revealed that the use of price models is very low in 

countries without competition, whereas in countries with competition they are used to 

identify sales potentials, to evalua te pricing decisions and to forecast competitor rea c-

tions.  

 

Discounts were found to be strictly performance based in all countries. However, in 

countries with competition, incumbent postal operators perceived that discounts were 

capped by regulation, which  was seen as a disadvantage compared to new entrants 

after full market opening. Similar comments also applied to restrictions on the stru c-

ture of access pricing, which operators believed would be a fundamental determinant 

of entrant strategies and market s hares after full market opening.  

 

Sourc e:  Kleindorfer and Szirmay (2 0 09)  

 

The inverse elasticity rule prescribes lower prices for mailers who can switch between 

operators, but high prices for captive users  without alternatives to the USP. Since FMO 

has mainly  led to entry in business mail market segments, competition has mainly had an 

impact on pricing strategies towards large mailers and SMEôs. As a consequence, we 

would expect firm specific elasticity to be high for business mailers compared to individ u-

al mailers, and therefore that business mailers would pay lower prices than individual 

mailers.  

 

This hypothesis is supported by our earlier observations showing that individual mailers 

face significantly hi gher prices than business mailers. For example, sending one 20-gram 

letter is on average 31 per cent more expensive for an indiv idual consumer compared with 

a business mailer where the letter is part of a bulk consignment of 10,000 items. This 

difference is unlikely to reflect cost savings obtained from handling 10,000 letters instead 

of one letter. The reason for this is that the only  cost difference between single piece and 

bulk letters occurs in administrative overheads and in the sorting phase, which me rely 
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represents around 15 per cent133  of the cost of mail delivery. Furthermore, the fact that 

larger volume discounts are applied in countries with actual competition and/or ex istence 

of mail consolidators, cf. Chapter 3, indicates that postal operators do take competition 

into account when setting their prices.  

   

Whereas the level of end-to -end competition in the letter mail market has remained low, 

competition in the parcel market is well developed. This is one the one hand due to the 

fact that parcel services never have been covered by a reserved area. On the other hand, 

competition in the parcel segment has also been promoted by  the rapid increase in parcel 

volumes in recent years
134

, due to increased e-commerce (primarily B2C) and low subst i-

tutability wit h electronic solutions.
135

  

 

In 2008, seven multi -national firms, including the former German and Dutch postal m o-

nopolies, held 66 per cent of the European domestic and cross-border markets for cour i-

er, express, and parcel (CEP). In comparison, other national postal operators held 4% of 

the market, and other national delivery firms 30 per cent.
136

 However, levels of competi-

tion differ across Member States and across product segments. Competition seems to be 

more pronounced in Western Europe
137

 than in Southern and Eastern Europe
138

 and 

more for bulk parcels than for single piece parcels. This might be explained to some ex-

tent by  the high share of parcel turnover generated in Western Europe,
139

 the fact that 

several Western incumbents such as Deutsche Post have evolved into multi -national pla y-

ers, and the fact that Scandinav ian incumbents such as Postnord, Norway Post and Itella 

have expanded their parcel and logistics operations to neighbouring countries. Western 

Europe has also attracted operators like FedEx140  and UPS and smaller, niched operators. 

In contrast, many Southern and Eastern European incumbents are still primarily active 

on their domestic markets.   

 

Against this background, we would expect parcel prices to decline, or at least grow less 

rapidly , in the Weste rn parts of Europe compared with the Southern and Eastern parts. 

The data confirms this. Between 2001 and 2011, real prices for bulk parcels141  increased by 

7  per cent in Western Europe, whereas prices in Eastern and Southern Europe increased 

by  57 per cent.
142

 This trend was less pronounced for single piece parcels. Between 2001 

and 2011, prices increased by 21 per cent in Western Europe (three times more than bulk 

                                                                                                                                                                                  
133  NERA (2004), p.  7 2. 
134 Fr om 1998-2008 the EU27  parcel market had an annual increase of 6,1% i n contrast to a corresponding increase in the mail 

mar ket of  0,4%. Sour ce: ITA Consult & WIK (2009).  
135 RAND Eur ope (2010). 
136 FTI (2011). 
137 For  ex ample in the UK, Netherlands, Finland, Norway and Belgium.  
138 For  ex ample Spain, Slovenia, Romania, Portugal, Mal ta, Li thuania and Estonia. 
139 FTI (2011) In 2011, Austria, Belgium , Denmark, Finland , France, Germany, Ir eland, Lux embourg, Netherlands, Norway, 

Sweden and the UK accounted for 81% of EUôs total CEP turnover.  
140  FedEx  has a small presence in Europe with 3% of  market share compared with United Parcel, w hich would be enjoying 

ar ound 16% mar ket share in Europe post-TNT acquisition. Sour ce: Zacks Equity Research (2012)  
141 10.000 pi eces, 1  kg 
142 Copenhagen Economics, i nformation from incumbent and NRA questionnaires.  
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parcels) whereas they increased by 35 per cent in Southern and Eastern Europe.
143

 These 

figures reflect the fact that the small customers either have no alternative to the USP, lack 

relevant information about possible alternatives, or cannot enjoy quantity discounts that 

are often being offered to large volume customers.  

 

Price strategies in response to dem and -side drivers  

Postal operators use discounts to give customers incentive to buy more. In practice this 

means different dicounts to costumers with different price sensitivity. This means that 

prices will not fully  reflect differences in underlying costs. If postal operators can distin-

guish between customers with low and high elasticity of demand, granting all customers 

the same discounts will not be a profit maximizing strategy. Instead, postal operators will 

have an incentive to offer customers different prices, although the underlying costs are 

similar. We refer to this as demand-driven  or non-cost-oriented pricing .  

 

The incentive to apply non-cost-oriented pricing is largest in industries characterized by 

high fixed costs but low marginal costs, such as the postal sector. In these industries, 

firms have to set prices above marginal costs to recover the fixed costs incurred. Conse-

quently, it makes sense to differentiate prices according to elasticities of demand, mean-

ing that customers who have substitutes available (competing postal operators, substitu t-

able postal products, or electronic alternatives) will pay  prices closer to marginal costs 

whereas captive customers without sufficiently close alternatives will pay higher prices, cf. 

Figure 80 . 

 

                                                                                                                                                                                  
143 Copenhagen Economics. Western Europe includes Belgium, Denmark, Finland, Fr ance, Germany, Ireland, Lux embourg, 

Netherlands, Norway, Sw eden, Switzerland, and the UK. Eastern and South Europe includes Cyprus, Czech Republic, 

Gr eece, Hungary, Italy, Latvia,  Poland, Romania, Slovakia, Sl ovenia, Spain, Por tugal, Mal ta, Li thuania and Estonia 
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Figure 80  Non -cost based pricing  
 

 
 

N ote:  A t a uniform pric e, the pos tal operator s ells at P u with the res ulting quantities Qu1 and Q u2. I f the 

pos tal operator applies non -cost based pricing, he s ells at P d1 and P d2 respectively with the res ulting 

quantities Q d1 and Q u2.  

Sourc e:  C openhagen E con omics  

 

Since non-cost based pricing allows the firm to efficiently recover its fixed costs, it pr o-

v ides incentives to make investments. Moreover, compared to a situation where the oper-

ator must set a uniform (cost -oriented) price for two products (P u in the figure above), 

customers with low willingness to pay are able to acquire a product which they would not 

have been able to afford otherwise. However, there is also a risk that postal operators 

recover more than their fixed costs and thereby generate unreasonably high profits. A 

detailed description of positive and negative effects of non-cost-oriented pricing is pr o-

v ided in the next section. 

 

Examples of pricing behaviour driven by differing elasticities of demand  are: 

Á Non-cost-oriented price relativ ities between transactional bulk mail (high value 

product) and addressed direct mail (low value product)  

Á Non-cost-oriented price relativities between single piece and bulk mail (1  vs. 

10,000 items)  

Á Non-cost-oriented discounts granted to customers buying an integrated service 

offerings, i.e. printing, franking and delivery  

Á Higher prices targeted at captive users 

Á Lower prices targeted at consumers who can switch between operators 

Á Non-cost-oriented zonal pricing  

Á Non-transparent pricing  

 

Next we assess the effects on total welfare of the identified pricing strategies. The more 

detailed effects on postal markets and users are examined in Chapter 8.  
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 Assessment of welfare effects  5.9
Postal operators can choose different ways to cope with falling mail volumes and in-

creased competition. On the one hand, postal operators may choose not to  act or they may 

choose to cut costs internally. On the other hand, postal operators may choose to increase 

or decrease the cost-orientation of the prices applied, e.g. apply volume discounts or oth-

er price incentives to stimulate demand. We observe that postal operators use a mix of 

these strategies. We also observe that demand seems to be the main driver of pricing deci-

sions. The effects of these strategies on total welfare are not always clear. 

If prices reflect the marginal costs of provision (i.e. cost-oriented pricing), the outcome 

will be efficient from the perspective from society as a whole. The reason for this is that 

price differences aligned to differences in marginal costs will allow users of postal services 

to make efficient decisions about what postal services to buy and in what quantities. 

However, since postal operators have to cover their total costs, pricing all products at 

marginal cost is not a v iable alternative. The question thus becomes how to ensure prices 

above marginal costs that distort the use of postal services as little as possible.  

From an economic point of v iew, the welfare effects of non-cost-oriented pricing have 

been examined in several earlier studies. In a paper from 2005, Simon Bishop states that 

the welfare implications of non -cost-oriented pricing are ambiguous, both from a co n-

sumer welfare perspective and from a total welfare perspective. The ability to set prices 

based on elasticities of demand is likely to improve consumer welfare in cases where this 

(relative to uniform prices) leads to an increase in total sales and a wider selection of 

products for users. This v iew is also supported by economists like Schmalensee (1981) and 

Varian (1985). Consequently, prohibiting firms from setting non -cost-oriented prices may 

not benefit users if it creates a fall in total output and reduced choice of products and 

serv ices for mailers. This might happen, for example, if prices rise above the thresholds 

some consumers are willing to pay , who therefore stop buying the product in question.  

 

From a legal point of v iew, article 102 of the TFEU deals with the welfare effects of non-

cost-oriented pricing strategies used by dominant firms. 144  Historically, the Europea n 

Courts and the Commission have applied a rather restrictive per se approach , requiring 

prices to be strictly linked to underlying cost differences. However, the EC Guidance Pa-

per from 2009 indicates that an effects-based approach should be applied, where the 

actual anti -competitive effects should be examined on a case by case basis.145  We return to 

this in Chapter 6. 

 

An example of non-cost-oriented pricing is the provision of bulk mail at prices 30 -35 per 

cent lower than single piece mail. Taking into account that the only cost difference b e-

tween single piece and bulk letters occurs in the collection and sorting phase (represent-

ing at most around 25%146  of the cost of mail delivery), requiring strictly cost -oriented 

prices might imply an increase in bulk mail  prices. Such a price increase may, in turn, 

                                                                                                                                                                                  
144  Si mi l arly article 101 of the TFEU deals with cartels and their anti -competitive effects.  
145 How ev er, according to the case-law of the CJEU, effects as such do not have to be proven. So ev en in cases where it is likely 

that anti -competitive effects may arise this may be covered by Article 102(c) TFEU. 
146  NERA (2004). Costs for  sor ting have likely decreased since 2004 due to more mechanical and thus mor e cost efficient sort-

i ng 
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imply  that some customers that currently buy bulk mail would stop buying the product 

since it now is too expensive. Similarly, reducing the price difference between direct mail 

and transactional bulk mail may  im ply that some mailers who used to buy direct mail 

switch to other means of communication (provided that the increased cost -orientation 

results in a higher price for direct mail and not a lower price for transactional bulk mail).  

 

Positive welfare effects of non -cost -oriented pricing  

Introducing non -cost-oriented prices may enhance welfare in at least three ways. First , it 

may  allow the firm to efficiently recover its fixed costs and thus it may  protect its ex ante 

incentives to make investments and bring new services to the market. Second, customers 

with a low willingness to pay  might be able to acquire a product or service that they may 

not necessarily afford under a cost-oriented price. Third , if non-cost-oriented pricing 

increases total demand in the market, this can lead to increased economies of scale and 

lower prices for all users in the long run. This logic can be shown in a simple numerical 

example, cf. Box 10. 
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Box 10 Welfare enhancing non -cost -oriented pricing  
 

Consider a postal market with two groups of customers, group H with a high willin g-

ness to pay and group L with a low willingness to pay. A profit maximizing postal o p-

erator will try to maximize profits according to consumer response.  

 

 

 

 

 

 

 

 

Assuming that the total market size is 2 units, high willingness to pay (H) is 10 and 

low willingness to pay (L)  is 5, and marginal cost is constant at 3, we are presented 

with the following situation:  

 

At uniform prices, selling to both customer groups requires a price of P L (5) and ge n-

erates a profit of (5 -  3) * 2 = 4. Selling only to customers with high willingn ess to 

pay allows for a higher uniform price of P H (10), which generates a profit of (10 -  3) * 

1 = 7.  

 

Consequently, with uniform prices, a profit maximizing postal operator will charge the 

higher price and only serve customers with a high willingness to pay. If the postal o p-

erator is allowed to charge the two customer groups non -cost -oriented prices, it can 

charge each group its maximum willingness to pay (or at least prices closer to these 

levels), which generates a profit of (5 -  3) * 1 for the lower pa ying group, and (10 ï 

3) * 1 for the higher paying group, adding up to a total surplus of 9.  

 

This example shows that non -cost -oriented pricing can improve both profits and total 

welfare simultaneously. However, it is based on the assumption that the producer can 

separate consumersô willingness to pay, and charge them any price it wants, in which 

case the entire surplus goes to the producer. If the firm is limited to making zero pro f-

its (Ramsey pricing) total surplus is distributed between consumers and producers.  

 

  
Uniform  

price  

No n-cost  

based price  

 P ric e  1 0  5  and 1 0  

 Users served  H only  L and H  

 P roduc er s urplus  7  9  

 C ons umer s urplus  0  0  

 Total welf are  7 9 

Sourc e:  C openhagen E conomics  

 

Non-cost-oriented pricing can also be pro-competiti ve by providing incentives for the 

supply  of complementary services and by  inducing operators to lower prices. The motiva-

tion is that the ability  to unlink price from cost provides firms with a set of strategic pri c-

ing options which helps them fine -tune pr ices according to buyer characteristics. Another 

argument is that non -cost-orientation makes it cheaper to engage in price wars because 

firms can do so without lowering the price for all customers. When all sellers apply non -

cost-oriented pricing, the over all intensity of competition can be increased. In conse-
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quence, all operators in the industry are hurt by lower margins, whereas the users benefit. 

In this case, non-cost-oriented pricing can be considered to be in the interest of users.147   

 

In conclusion, w hen evaluating positive effects on total welfare of non-cost-oriented pri c-

ing, the focus should be on whether it creates: 

 

¶ A wider selection of products for users 

¶ Better products or offerings for users 

¶ Increased total demand  

¶ Greater total surplus  
 

If welfare can be enhanced by non-cost-oriented pricing, the question becomes whether 

the benefits accrue to producers or users. From an economic point of v iew, a scenario 

where the producer retains the entire surplus from non -cost-oriented pricing is effi cient. 

However, it may not be regarded as fair, in which case a welfare maximizing pricing strat-

egy  distributes the surplus between producers and users, with the producer still being 

allowed to recoup fixed costs but not realise unreasonably high profits.   

 

With welfare maximizing pricing (Ramsey pricing), price -cost margins are set inversely to 

usersô demand elasticities. The same is true for profit maximising  prices.148  In practice, 

this means high price for serv ices with low price sensitivity (low elastic ity of demand) and 

low prices for services with high price sensitivity (high elasticity of demand). Ramsey 

Pricing is thus very similar to the price structure chosen by a profit maximising postal 

operator. However, whereas Ramsey pricing only implies cost recovery, a profit maximi s-

ing operator has incentive to increase prices further to generate profit, cf. Box 11.  

 

                                                                                                                                                                                  
147  See e.g. OFT (2006). Thi s has also been investigated by Gherig and Stenbacka (2005) w ho show why non-cost-based pricing 

tends to i ntensify competition in oligopoly markets.  
148  See e.g. Jami son et al (2008). 
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Box 11 Relation between Ramsey prices and prices chosen by 

profit maximising operator  
 

The purpose of Ramsey pricing is to find the prices that maximise consumer welfare 

(i.e. the difference between the value of the services and the prices paid for the se r-

vices ), while allowing the operator to break even.  

 

Ramsey pricing means that price -cost margins are inversely related to the elasticities 

of demand  

 
ὖὶὭὧὩὧέίὸ άὥὶὫὭὲ Ὢέὶ ὴὶέὨόὧὸ ρ

ὖὶὭὧὩὧέίὸ άὥὶὫὭὲ Ὢέὶ ὴὶέὨόὧὸ ς

ὩὰὥίὸὭὧὭὸώ έὪ ὨὩάὥὲὨ Ὢέὶ ὴὶέὨόὧὸ ς

ὩὰὥίὸὭὧὭὸώ έὪ ὨὩάὥὲὨ Ὢέὶ ὴὶέὨόὧὸ ρ
 

 

Mathematically this can also be expressed as:  

 

‐ ‐ ρ  

 

This implies that some products (according to a fully allocated costs perspective) may 

be provided at a deficit, whereas others may be provided at a high profit. From a we l-

fare economics point of view, high profits in some market segments are not  proble m-

atic as long as overall profit levels are not excessive.  

 

Since postal operators do not set price -cost margins proportional to costs, applying 

cost -oriented prices based on Equi -proportional Mark -Up on direct and indirect costs 

(as prescribed in th e Postal Directive 149 ) will not maximise social welfare.  

 

A profit maximising operator would also set its prices so that price -cost margins are 

inversely related to elasticities of demand, but the resulting prices would generally be 

above the Ramsey prices. Mathematically the profit maximising prices can be e x-

pressed as  
ὖ ὓὅ

ὖ
‐

ὖ ὓὅ

ὖ
‐ ρ 

 

Hence the key difference lies in the price level.  

 

Another difference is that Ramsey prices are defined from market demand, whereas 

an operator considers its  own firm demand. Firm demand is much more elastic (impl y-

ing lower prices) where customers substitute between competitors in the market. 150  

 

Sourc e:  T rain (1 9 97)  

 
In other words, the implication of the zero profits condition in Ramsey pricing is that 

some of the surplus from profit maximization is shifted from producers to users, cf. Table 

15. This enhances consumer welfare relative to producers.   

                                                                                                                                                                                  
149  See r ecital 29 to Directive 97/67/EC. 
150  The di st inction between firm elasticity of  demand and market elasticity of demand is described in chapter 5.  
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Table 15 Welfare maximizing vs. profit maximizing pricing  

  
Welfare maximizat ion  

(Ramsey pricing)  
Prof it  maximizat ion  

 N on - c ost bas ed pric ing  Y es  Y es  

 H igher pric e for c aptive users  Y es  Y es  

 Lower pric e for pric e - sensitive us ers  Y es  Y es  

 P os itive profits  N o  Y es  
 

Sourc e:  C openhagen E conomics  

 

Consequently, requiring strict cost -orientation of prices is in line neither with profit ma x-

imizing nor welfare maximizing pricing, since both types of pricing require price -cost 

margin to be set according to elasticities. Therefore, prices will not only reflect underlying 

costs, but will also reflect demand characteristics. 

 

Negative welfare effects of non -cost -ori ented pricing strategies  

There are four circumstances where non-cost-oriented pricing can reduce total welfare. 

The four circumstances are: 

 

¶ If creating unreasonably high profits (exploitation)  

¶ If discouraging postal operators from improving efficiency  

¶ If creating affordability problems for users  

¶ If used to target customers of competing operators as part of an anti-competitive 

strategy (anti -competitive foreclosure)  

 

Unreasonably high profits  
The general motivation to avoid unreasonable (excessive) profits is to prevent the exploi-

tation of consumers. If prices are set at a level that is too high, this will reduce demand to 

a level that does not provide for efficient consumption of postal services. For example, too 

high stamp prices mean that too few letters  are sent. This may result in an inefficient use 

of postal services and excessive profits generated by the operator.  

 

However, the concern about unreasonable high profits is only relevant for non -

contestable segments, as any  unreasonably high profits would be competed away in con-

testable market segments. Thus, as postal market segments get increasingly exposed to 

competition, the risk of firms making unreasonably high profits declines.  151  The present 

trend of falling mail volumes also reduces this risk of e xcessive profits, as in this context 

there are fewer profits to be made.  

 

  

                                                                                                                                                                                  
151  The concern about unreasonable high profits may still be relevant, because competition is not present in all markets. As a 

r esult , prices and profits may increase for market segments such as single piece products for individuals and small 

enter prises where competition is less likely to develop. 
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Discouraging efficiency improvements  
The ability  to increase prices far above costs allowed by non-cost-oriented pricing might 

discourage postal operators from improving efficiency to gain a higher profit. Low eff i-

ciency may be a problem in markets where a dominant operator does not face sufficient 

competitive pressure to encourage efficient provision of services. Therefore, efficiency 

incentives depend on the level of competition in the market. Private ownership also pr o-

v ides further incentives to improve efficiency to generate high sharehold er value. Moreo-

ver, if the same network is used for the provision of products subject to competition and 

products not subject to competition, this leaves less room for inefficiency.  

 

Affordability problems  

The motivation to ensure affordability is to guar antee reasonable prices for all consumers. 

This motivation is thus to some extent independent of the level of competition in the 

regulated market, as a requirement of ñaffordableò prices might entail the provision of 

some products at prices below cost. Affordability is often the motivation behind regul a-

tion of end -user tariffs in markets where there is no competition and where consumption 

of the regulated product or service makes up a significant share of consumersô household 

expenditures. However, as traditional letter mail loses its relative importance as a means 

of communication and the share of household expenditure spent on postal services de-

creases, affordability also loses its importance as a motivation for the regulation of postal 

tariffs. In 2005, t he average European household spent a yearly amount of ú26 on postal 

serv ices, corresponding to 0.11 per cent of household expenditures.152  In comparison, 2 

per cent of household expenditure was spent on telecommunication.  

 
Anti -competitive strategies  

The general motivation to avoid anti -competitive strategies stems from a fear that non-

cost-oriented pricing will be used to foreclose competition in contestable market se g-

ments and lead to higher prices and/or lower quality for consumers in the long run. These   

pricing behaviours, such as predatory pricing , conditional rebates, margin squeeze  and 

anti -competitive bundling  are triggered by long-term strategies to exclude efficient com-

petition. However, the concept of anti -competitive pricing goes further than ju st explicit 

price setting. For example, non-transparent conditions for discounts  can also be consid-

ered anti-competitive if they  increase switching costs for consumers and make it difficult 

for equally  efficient operators to compete. We describe these aspects in chapter 6. 

 

Thus, when evaluating the welfare effects of non-cost based pricing, welfare increasing 

and welfare reducing effects must be weighed against each other, cf. Figure 81. 

 

                                                                                                                                                                                  
152 Eur ostat (2005), Household Budget Survey. 
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Figure 81  Impact on non -cost -oriented pricing on total welfare  
  

 
 

 Sourc e:  C openhagen E conomics  

 

To minimize the risk of welfare reducing effects stemming from postal operatorsô pricing 

behav iour, regulation is usually put in place. On the one hand, sector-specific regulation  

often has the following objectives: to ensure affordable prices for end-consumers, to en-

sure cost-oriented pricing to prevent foreclosure on competitors, to guarantee equal ac-

cess to infrastructure, to promote efficient competition, and to sustain the efficient prov i-

sion of universal services. On the other hand, general competitio n law  aims at preventing 

anti -competitive pricing behaviour and exploitation of consumers. In the next section, we 

show how regulatory frameworks affect the pricing decisions made by postal operators.  

  Regulatory framework  5.10
The pricing decisions of postal operatorsô are affected by regulatory frameworks such as: 

¶ Competition law  

¶ Price regulation  

¶ Access regulation 

¶ Cost allocation requirements  

¶ VAT regulation  

¶ USO scope 

 

Indicators of 
increasing 

welfare
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decreasing 

welfare

Anti -competitive 
foreclosure

Inefficiencies

Affordability 
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Excessive profits
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We find that regulatory framework has a real impact on postal operatorsô pricing deci-

sions. In other words, the constraints provided by the regulatory frameworks put in place 

to prevent negative welfare effects do seem to restrict postal operators from pursuing 

their preferred pricing behaviour, cf. Table 16. 

 

Table 16 Responses to regulatory drivers  
Driver   Expected f inding  Observat ion  Implicat ion  

C ompetition law  

C ompetition law pr e-

vents  pos tal operators 

from exc es sive or below 

c os t pric ing  

Several c ompetition c ases c oncer n-

ing pric e - based exploitative or 

exc lusionary abuse. Risk that not 

all abus es  are detected.  

E ffec tive enforcement of 

c ompetition law i m-

portant  

P ric e regulation  P ric e c aps Ą low pric es  

P os tal operators often us e the full 

room for pric e inc reases provided 

by the c ap  

Driver mos t likely dec i-

s ive for pric ing  

A c cess regulation  

Favourable access 

c onditions Ą les s E 2E 

c ompetition Ą higher 

pric e  

A c cess prices determine what type 

of c ompetition that emerges  

Driver mos t likely dec i-

s ive for pric ing  

T rans parency and 

c os t allocation 

requirements  

T oo low trans parency Ą 

high pric e  

T oo high trans parency 

Ąhigh pric e  

D ifferent degrees of trans parency 

ac ros s c ountries  

 

A mbigous impact on 

pric es  

V A T regulation  

V A T exemption Ą 

ineffic ient incourcing + 

reduc ed pric e c ompet i-

tion Ą high pric e  

V A T exemption provides USPs with 

c ompetitive advantage over c o m-

petitors  

Driver mo s t likely dec i-

s ive for pric ing  

U SO  s cope  N o c lear relationship  N o c lear relationship  N o c lear relationship  
 

Sourc e:  C openhagen E conomics  

 

Competition law  

When faced with competition, a firmôs natural reaction will be to try to protect market 

shares through different strategies. For example, an incumbent may choose to price very 

low on segments facing competition or adopt rebate schemes excluding rivals. In the 

longer run, such strategies could squeeze out efficient competitors from the market, leav-

ing room for price increases to the detriment of consumers.  

 

To prevent these kinds of anti -competitive  pricing strategies, general competition law 

prevents dominant firms from engaging different abusive strategies such as predatory 

pricing, margin squeeze, conditional rebates etc. In this way , competition law may restrict 

the pricing behaviour of incumbent postal operators, which often hold dominant pos i-

tions in c ertain product markets. The role of competition law and the cases concerning 

price-based abuses are further analysed in Chapter 6.  

 

Price regulation  

Universal service providers are subject to five types of sector-specific obligations in r e-

spect of pricing: Cost-orientation, price uniformity, affordability, transparency and 

non-discrimination.  

 

According to Directive 2008/6/EC, a USP must apply  cost-or iented prices. As the princi-

ple of cost-orientation takes neither competition, nor substitution with other means of 

communication (i.e. demand side factors), into account, cost-oriented prices do not al-

ways correspond to ñmarket orientedò prices.  
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As we will show in Chapter 7 , there may be circumstances where operators and regulators 

do not have a common understanding of what cost-orientation means in practice. The 

responses from NRAs to our questionnaire showed that at least 18 NRAs lack a clear defi-

nitio n of cost-orientation. Moreover, NRAs measure cost-orientation at different levels of 

aggregation. If postal operators are uncertain about regulatory requirements, compliance 

costs increase and price setting may become difficult. To solve this problem, clear and 

consistent rules about cost-orientation have to be established. 

 

In addition to cost -orientation, Directive 2008/6/EC also allows Member States to r e-

quire geographically uniform prices for single piece mail. However, zonal prices on single 

piece letters would most likely be rather difficult to administer. 153 Consequently, the re-

quirements of uniform pricing of single piece mail are  not likely to affect the pricing dec i-

sions of postal operators. 

 

The Postal Directive also requires prices of universal postal services to be affordable . 

However, the Directive does not provide any guidance to determine the affordability of 

prices. As we will show in Chapter 7 , countries vary significantly with respect to their a p-

proach to the affordability requirement. There  are 7  NRAs (Switzerland, Greece, Finland, 

Hungary , Lithuania, Latvia, Romania) which do not carry out any affordability tests. In 

these countries, affordability requirements do not restrict postal operatorsô pricing. In the 

remaining countries, affordabil ity is ensured through the implementation of price caps 

(Belgium, Germany, Estonia, Italy, the Netherlands, Norway, Portugal, Sweden, UK) or 

through other tests, e.g. through approval of price changes (e.g. Austria, Poland) or ad-

hoc, multi -criteria assessments and consultations (e.g. Czech Republic, Malta, Ireland). In 

these countries, affordability requirements may restrict postal operatorsô pricing deci-

sions.  

 

As for countries where price caps are implemented, these may have both a direct and an 

indirec t effect on postal operatorsô pricing decisions. Whereas the direct effect is on the 

capped products, the indirect effect is on substitutes to the regulated product, since cap-

ping the price of a product creates an upper price limit for substitutes. See discussion 

about the effects on prices of substitutability and complementarity. For example, capping 

the price of single piece priority letters has an effect on the maximum price that can be 

charged for single piece non-priority letters.  

 

We observed that prices of single piece mail tended to increase slower in countries with 

price cap regulation on these products from 2004-2011 in Chapter 3. This finding sug-

gests that price caps are likely to have the most noticeable effect in terms of slowing in-

creases in prices compared to other forms of price regulation, including ex -ante approval 

and ex-post regulation. We also observed that at least 4 USPs (Estonia, Germany, Swe-

den, UK) apply  the maximum price stipulated by the price cap. This may indicate that the 

price cap fulfils its aim of protecting consumers from higher prices. However, if customers 

have access to good substitutes or alternative means of communication, the threat of sub-

                                                                                                                                                                                  
153  For  ex ample, a system with zonal prices would require every sender to know in which price zone the r ecipient lives.  



Pr i cing behaviour of  

postal  operators 

 

 

 

 

 

 

 

 

 

 

 

 

1 60 

stitution may be enough to prevent the postal operator from increasing prices sign ifican t-

ly . This is the case in France, Portugal and the Netherlands, where USPs have refrained 

from using the entire room for price increases due to the threat of extensive e-

substitution.  

 

Last but not least, the Postal Directive requires tariffs on products within the USO to be 

transparent  and non-discriminatory . Generally , rebate regimes that are opaque (i.e., 

have unclear terms and conditions) are more likely to be anti -competitive than t ranspar-

ent rebate schemes.154  In addition, the requirement of non -discrimination implies that 

similarly  situated users of mail cannot be treated differently with respect to prices or ot h-

er contract conditions, as this might distort the competition between th em.  

 

Our survey among NRAs revealed that 12 out of 25 NRAs follow defined criteria for trans-

parency, most commonly related to the publication of public price lists. Only  4 NRAs pu b-

lish the pricing principles of the USP, such as principles for discounts, and 2 NRAs re-

quire the details of all indiv idually negotiated prices.  

 

With respect to non -discrimination, half of the responding NRAs report to have defined 

principles for ensuring non -discriminatory tariffs. Countries not having defined non -

discriminator y tariffs may nevertheless follow procedures. NRAs typically ensure non-

discriminatory tariffs by means of a combination of ex -ante instruments and ex-post test-

ing. Requirements on transparency and non-discrimination may thus affect postal oper a-

torsô pricing decisions by reducing their flexibility to adjust prices to differences in d e-

mand elasticities.  

 

Access regulation 

According to the postal directive, Member States have the possibility to introduce access 

regulation. Access regulation may be imposed in relation to the postal network, e.g. access 

to sorting and delivery facilities, and in relation to the elements of postal infrastructure, 

e.g. mailboxes.  

 

In the following, we focus on access to the postal network. The reason is that access allows 

new operators to build client relations and volume, óknow-howô and brand image before 

investing and expanding into end -to-end services. Consequently, pricing of network ac-

cess may affect incentives for new postal operators to enter the market and to invest in 

their own infrastructure for sorting and delivering mail. This, in turn, may  affect the type 

of competition that develops and thereby the pricing behaviour of postal operators.   

 

As a general rule, the more favourable the access pricing terms stipulated in regulation, 

the less likely  competing operators are to invest in their own networks and engage in end-

to -end competition. This affects competitive pressure downstream and thereby the elas-

ticity  of consumer demand and end user prices. In a 2008 paper, Crew and Kleindorfer 

describe three generic types of access pricing strategies and their effects on market devel-

opment, cf. Table 17. 

                                                                                                                                                                                  
154 Case 322/81  NV Nederlandsche Banden Industrie Michelin v Commission  (Michelin I) , [1983] ECR 3461  at para. 83. 
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Table 17 Access pricing and market development  
A c cess pricing regime  E xample  E ffec t on market development  

A voided cost: P ricing determined by avoi d-

ed c os ts, i.e. the level of work - s haring that 

the new entrant takes  over in the mail 

preparation  

La P os te ï Access to the 

network is  not mandatory 

but granted de fac to.  

8 0 %  of direc t mail and 3 6 % of 

bulk mail market prepared by 

c ons olidators in 2 0 07. Still no 

end - to - end c ompetition.  

Delivery - area access: P ricing takes into 

ac c ount the ac tual deliver y c osts, in add i-

tion to the work - s haring taken over by the 

new entrant  

Royal mail (until 2 0 12) ï 

A c cess to delivery is ma n-

datory and geared to c os ts.  

T hree years  after full market 

opening, 2 0 %  of c ompetition 

ac c ess based, only 1 % end - to-

end.  

N egotiated ac cess: P ricing depends only on 

the agreement between inc umbent and new 

entrant, s ubjec t to non - discriminatory 

c ons traints and under c onditions s pecified 

in part by the regulator  

P os tNL ï N o obligation to 

provide network ac c ess to 

new entrants . Subjec t to 

negotiation.  

C ompetitors developed their own 

nationwide networks , in part as  a 

res pons e to availability of ac cess 

or the terms  they believed they 

c ould negotiate.  
 

Sourc e:  C rew and Kleindorfer (2 008)  

 

Our questionnaire revealed that downstream access is regulated in 7  member states155 , 

while downstream access prices are regulated in 5 of them. 156  

 

One example illustrating the importance of access regulation design is the UK, where 

prev ious regulation did not provide incentives for end -to-end competition and where 

Ofcom recently has removed the system of headroom control  in favour of ex-post margin 

squeeze test protection. The aim of the new regime is to grant Royal Mail greater flex ibi l-

ity  in its pricing (allowing for a sustainable universal service) witho ut hampering the d e-

velopment of efficient competition, cf. Box 12. 

  

                                                                                                                                                                                  
155  Ger many, Estonia, Li thuania, the Netherlands, Por tugal, Slovenia, the UK. 
156  Ger many, Li thuania, the Netherlands (w here o nly general principles  are stipulated by law. And t he prices are set in individu-

al  agr eements), Sl ovenia, the UK.  
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Box 12 Access regulation in the UK  
 

Royal Mailôs (RM) first access contract was signed in 2004 with UKMail. Under this contract, 

RM provided the last mile  services at a uniform regulated price to the whole UK under the 

condition that they followed RMs national distribution profile. Access pr ices were set for a 

number of product variants (differentiated by format and level of pre -sorting).  

 

In 2006 Postcomm enacted a new regulation, including a zonal system in addition to the 

un iform price system. This was to enable RM to offer access services  to operators without 

the same national profile as RM. The new regulation paved the way for regional operators 

and led to an increase in competition in the upstream market whereas competition dow n-

stream did not develop at all. The regulation was time - limit ed to 2010 but was rolled -over to 

encompass 2011 by an interim agreement.  

 

The lack of downstream competition suggested that the headroom margins set by regulation 

were somewhat arbitrary and that there was a need for adjustment. New regulation was 

therefo re decided upon and made public by Ofcom in March 2012.  

 

The new regulation imposes an access condition on RM to oblige access at inward mail ce n-

tres. However, to enable RM to set prices in a way that covers the costs of the network, the 

price of access i s not regulated. To prevent problems in terms of undue discrimination and 

margin squeeze, Ofcom imposed three safeguards. First , terms and conditions for access 

(including prices) must be set on a ófair and reasonableô basis. Second, there is a ónon-

discri mination obligationô. Third , an óex-post margin squeeze testô will be carried out by 

Ofcom where the margin between RMôs wholesale and retail prices will be calculated based 

on RMôs long run incremental costs (LRIC) for providing access. In the long term, Ofcom 

foresees that RM should set its prices with reference to LRIC costs such that a minimum of 

LRIC margin is maintained between the access price and the equivalent retail price. Compl i-

ance is monitored by Ofcom through the regular provision of informati on from Royal Mail.  

 

Sourc e:  Royal mail (2 0 05), O fc om (2 0 12), Frontier E conomics (2 010), Hooper, Hutton & Smith (2 0 10)  

 

We make several interesting observations in relation to the UK example. First , fixed 

headroom margins may help competition develop upstream, since competing operators 

know what to expect in terms of access prices. It may also help competition develop 

downstream if the level of headroom is set at the correct level. Second, fixed headroom 

margins in a changing market env ironment may cause access services to be under-priced 

in some areas (geographic or product) and over-priced in others. This may encourage 

inefficient market entrants in some areas and discourage efficient market entran ts in 

other areas. Third , having a fixed headroom margin may reduce the incentive for efficien-

cy  improvements at the USP since the margin between wholesale and retail prices is fixed. 

 

By  allowing Royal Mail more freedom, while at the same time requiring n on-

discrimination and imposing measures to control for margin squeeze, the regulation in 

place from 2012 is designed to tackle these challenges. 
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Cost allocation requirements  

The Directive provides clear guidance about how USPs should allocate costs to products 

and serv ices.157  Many NRAs use the regulatory accounts prepared by USPs to test whether 

the USPs comply with requirements on cost-orientation. However, since NRAs differ su b-

stantially in the way  they check compliance with cost-orientation requirements (see Chap-

ter 7), the actual effect of cost allocation requirements on postal operatorsô pricing deci-

sions is not clear. 

 

Regulation of VAT  

A recognized key problem area in postal regulation is VAT. VAT exemption of universal 

serv ice providers gives rise to distortions, both in relation to inefficient sourcing (e.g. too 

little outsourcing relative to insourcing) and competition. In other words, the current VAT 

regime impacts both costs and prices.  

 

On the cost side, VAT exemption may encourage the use of inefficient arrangements be-

cause the cost of outsourcing will be inflated if all or part of the VAT charged cannot be 

recovered. If it is possible for the USP to pass on inefficiencies to consumers, this situ a-

tion may result in higher prices.  

 

On the pricing side, VAT exemption of USO products reduces the competitive pressure 

between the USP and its competitors and makes mailers who can/cannot recover VAT 

less sensitive to price increases. For example, to attract a VAT exempt business mailer 

(which represents a significant minority of mailers), a new entrant or competitor to the 

USP has to match the (VAT exempt) prices provided by the USP, cf. Box 13. In this way , 

VAT exemption of universal services creates a barrier for new operators to enter the post-

al market to compete with the established USPs. 

 

                                                                                                                                                                                  
157  We gi ve a thorough analysis of  the implementation of Article 14 of the Postal Directive in Chapter 7. 
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Box 13 VAT exemption and pricing  
 

The distortions from VAT exemption on postal operatorsô pricing strategies arise be-

cause VAT -eligible users of postal services have a preference for VAT -eligible oper a-

tors, and VAT -exempt users have a preference for VAT -exempt operators. If the 

mailer is VAT - taxable, he will not be able to deduct any hidden VAT. Thus, the mailer 

will prefer the services of taxable postal operators whose VAT can be deducted in full. 

This requires, of course, that the full price excluding VAT offered by the VAT -eligible 

operato r is lower than the full price offered by the USP. The taxable mailer will then 

pass on this hidden VAT in its own prices and the final consumer will end up paying 

ñdouble VATò. As a result, the net VAT price of taxable postal operators can be lower 

than t he USP price with non -deductible VAT (on costs).  

 

If the mailer is VAT -exempt (e.g. banks, insurance companies, and charities) he will 

prefer the USP despite the hidden VAT (assuming the USP price is lower than the price 

of the alternative provider with t he VAT).  

   

From the perspective of the operators, the two effects will partly offset each other. 

However, from the perspective of the customer, the effects will not offset each other, 

as only one of the effects will be relevant. The result from a custome r perspective is 

thus that there is less competition.  

   

The significance of the distortions on the output -side in the different VAT regimes di f-

fers. The regime with full VAT taxation of all economic activities is the least distortio n-

ary system; cf. e.g. Copenhagen Economics (2010). This is because VAT cascading 

does not take place and the entire burden of VAT falls effectively on the end consumer 

ï rather than intermediaries ï which is in line with VAT being a consumption tax. VAT -

eligible firms do not ha ve preferences for the services of either public or private oper a-

tors.  

 

Regimes offering exemptions to certain services of national public operators introduce 

distortions. The more products subject to exemptions, the greater the output side di s-

tortions. Thus, regimes exempting only the reserved area are relatively less disto r-

t ionary than regimes exempting the entire USO. With regard to the USO exemption, 

we note that distortions increase the broader the USO is defined on the national level 

ï thus the actual distortions may be different within the group of countries exempting 

USO products from VAT.  

   

Regimes offering exemption from VAT on all national postal operator activities are the 

most distortive. This is because exemptions extend to the broadest possible product 

range of the operators with the potential of interacting wit h the price offerings of a 

large number of alternative providers . 

 

Sourc e:  C openhagen E conomics (2 010)  
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USO scope 

The scope of the USO affects pricing strategies.  

 

Firstly , the USO definition determines the mandate of the NRA. A broad USO will bring 

many  services under the sector-specific regulation and enable NRAs to apply the remedies 

defined in the Postal Directive (e.g. cost-orientation, non -discrimination, and transpare n-

cy). A broad USO would thus imply  more monitoring and a lower risk of unjusti fied pri c-

ing behav iour. This has been highlighted as very important by new entrants.  

 

Secondly, a broad USO may impose more restrictions on the commercial freedom of the 

USP. The pricing flex ibility may be reduced, and the USP may not be able to scale down 

activ ities to cope with falling volumes. A broad USO may thus increase costs and reduce 

the efficiency of postal service provision. Moreover, in most countries, the scope of the 

USO also determines the scope of VAT exemption.158  This means that a broad USO will 

increase the VAT distortions. 

 

                                                                                                                                                                                  
158  See Copenhagen Economics (2010). 
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Chapter 6 

6  Competition law  

In January  2012, the European Commission noted that ñ[w]ith the adoption and imple-

mentation of the [é] Postal Directive [é], the EU has taken the essential step of full 

market opening [é]. Having thus created scope for competition through regulatory 

reform, competition policy now must ensure that competition in the open postal markets 

can actually develop for the benefit of citizens and businesses. Competition [é] may not 

be eliminated or distort ed by other postal operators or government action. This is all the 

more important since due to the presence of incumbents, who are still heavily dominant 

on the markets, and high investment barriers, effective competition will not easily d e-

velop in postal marketsò.159  

In this chapter, we describe the different types of price -related behaviour of postal opera-

tors, which can potentially raise competition concerns . We explain how competition law 

has been applied to such behav iour and prov ide an overv iew of the Commissionôs, the 

European Court of Justiceôs and the national competition authoritiesô decisional practice 

regarding price -related behaviour of postal operators. A summary of price related compe-

tition cases handled by  NCAs is prov ided in Appendix  E. 

 

 Main findings  6.1
Competition law on the abuse of dominance aims at protecting the welfare of consum-

ers160  by  prohibiting dominant (postal) operators from abusing their position through 

exploitation  practices  by way  of excessive pricing or  by  excluding equally  or reasonably  

efficient operators through exclusionary practices, such as for example predatory  pricing, 

margin squeeze, conditional rebates or price discrimination, etc. The Postal Directive 

often imposes stricter requirements on designated USPs, with respect to the USO serv ices 

or the special tariffs that may  be applied by the universal service provider(s). Competition 

law applies to both USO and non-USO activ ities. 161   

According to the replies of 18 NCAs that took part in our survey, there have been 50 cases 

dealing with exploitative or exclusionary pricing behav iour in the postal sector over the 

past 10 years. The number of cases remains at a relatively low level for two reasons. First , 

the long duration of an investigation and the costs it entails for complainants tend to di s-

courage smaller market players from lodging complaints with the NCAs. Second, the 

                                                                                                                                                                                  
159  Technical Memo on the Postal Sector, accompanying the State aid decisions regarding Deutsche Post/ Belgian Post (Bpost)/ 

Fr ench La Poste/ Hellenic Post (ELTA), MEMO/12/43, under  IV(A), §1 .   
160  In this chapter the term òconsumerò is defined in line with the EU Competition Law as òall direct or indirect users of the 

products  covered by the agreement, including producers that use the products  as an input, w holesalers, retailers, 

as well as final consumersò. Normally, the term consumers has a mor e restricted meaning ïòa natural person who 

is acting for purposes outside his trade, business or profession .ò 
161  In the case of the price floor  the Postal Directive imposes a ñcost-orientationò obligation whereas competition law prohibits 

ñpredatory pricingò. In terms of price ceilings the Postal Directive imposes an ñaffordabilityò obligation whereas 

competition law prohibits ñexcessive pricingò.  
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NCAs themselves appear hesitant to investigate cases ex officio , i.e., without a formal 

complaint.  

Indeed, our survey has shown that competition cases are mainly  (in approx imately  85% 

of all cases) initiated by market actors. Only  seven cases (in Bulgaria, Denmark, Finland, 

Hungary  and Romania) have been initiated by  t he NCAs themselves. Moreover, NCAs 

took more than a year to reach a decision in approx imately  50% of the cases. The dura-

tion of the procedure becomes significantly  longer when the NCA decision is appealed. 

Bearing the costs of a lengthy  competition law procedure can be burdensome for smaller 

market players; sustaining business while awaiting a decision can also prove challenging.  

Our survey shows that the most common competition cases handled by NCAs since 2001 

have involved exclusionary abuses in terms of discriminatory  pricing (17  cases). Condi-

tional rebates (11 cases) have been the second most common subject of investigation, 

closely followed by excessive pricing (9 cases). This indicates that both exclusionary  and 

exploitative practices have been of concern in the postal sector. 

The cases investigated relate to different market segments. The most commonly  affected 

segment is mail preparation (12 cases, mainly involving discrimination of consolidators), 

followed by  distribution of unaddressed mail and add ressed direct mail (8 cases each), 

and press distribution 162  (7  cases). By  contrast, in the parcels and packets segment, only  2 

cases have been reported. This may be explained by  the fact that there has never been a 

monopoly or ñreserved areaò in this market, hence there may not be any  dominant market 

player.  

The survey  also led to useful observations on the methodologies used by  NCAs for the 

calculation of prices and costs. In relation to prices, many NCAs only  take list prices into 

account, instead of taking into account the effective price (calculated on the basis of actual 

prices). As for costs, most NCAs use a top-down  approach, based on financial or regulato-

ry  accounts. The alternative (bottom -up) approach is only  used by  two NCAs (Denmark 

and Germany).  

Finally , our survey  demonstrated that NCAs hesitate to use data collected by  NRAs in 

competition cases. This is to some extent due to national legislation restricting data shar-

ing between the authorities.  

 Abusive pricing behaviour  6.2
The EU competition law  rules applicable to the pricing behaviour of postal operators are 

found in:  

Á Article 101 TFEU (collusive pricing behav iour);  

Á Article 102 TFEU (unilateral , or in case of collective dominance multilateral,  pri c-

ing conduct of dominant operator(s));  

                                                                                                                                                                                  
162  For  ex ample distribution of newspapers, periodi cals and magazines. 



Pr i cing behaviour of  

postal  operators 

 

 

 

 

 

 

 

 

 

 

 

 

1 68 

Á Article 10 6 TFEU (State measures enabling anti-competitive pricing beha v-

iour). 163   

Á Article 107  TFEU (State aid)164  

In the analysis that follows, emphasis is placed on Article 102 TFEU. For this prov ision to 

apply  to a given firm conduct, two elements need to be present. First, the firm 165  must be 

dominant on one or several relevant markets. Second, it must have abused that dominant 

position.  

 

A description of how relevant markets are defined and how dominance is evaluated in the 

postal sector is provided in Appendix D. Being dominant is not an infringement in i t-

self.166 To infringe Article 102, a dominant firm must behave in such a way  to distort co m-

petition in the market  by  abusing its market power. Table 18 contains an overview of abu-

sive pricing practices in the postal sector which can restrict actual or potential compet i-

tion.  

 

Table 18 Abusive conduct of dominant undertaking  

 Conduct by dominant undertaking  
Abuse under 102 

TFEU  

T he dominant undertaking impos es pric es whic h have no reas onable relation to the 

ec onomic value of the produc t s upplied.  
E xc essive pricing  

T he dominant undertaking pric es products below a relevant meas ure of c os ts in order 

to drive its  ri vals out of the market.  
P redatory pricing  

T he dominant undertaking grants incentive s chemes to (s ome of) its  c us tomers or 

distributors/ retailers provided that the latterôs purchases or sales achieve or exceed 

c ertain thresholds formulated in terms  of volume targets, perc entages of total r e-

quirements , or inc reases in purc hases.  

C onditional rebates*  

T he (vertic ally integrated) dominant undertaking us es its c ontrol over an input s u p-

plied to downs tream rivals to prevent them from making a profit on a down s tream 

market in whic h the dominant undertaking is  also active.  

M argin s queeze  

 

T he dominant undertaking s ells the s ame product to different c ustomers at s uc h price 

that lead to different pric e/ marginal c ost ratio for different s ales. T he dominant 

unde rtaking mus t have the ability to s ort out c onsumers depending on their willin g-

nes s  to pay for eac h unit. I t mus t als o be able to prevent or limit the res ale of pro d-

uc ts  by c us tomers paying the lower pric e to thos e who pay the higher pric e.  

D is criminatory pric ing  

 

N ote:  * C onditional rebates include various s pecific types of rebates , s uch as  loyalty rebates, s elective r e-

bates  and exc lusivity rebates  

Sourc e:  D. Geradin/ A . Layne -  Farrar/ N . P etit (2 012)  

 

Article 102 TFEU prohibits two broad categories of abuses: exploitative abuses and exclu-
sionary abuses.  
 
While exploitative abuse affects consumers directly  in the final product market, excl u-
sionary  abuse may impact competition in the upstream or downstre am market. Thus, 
consumers are affected indirectly v ia reduced competition as they have less choice on the 
market, cf. Figure 82.  

 

                                                                                                                                                                                  
163  See w i th emphasis on Articles 101, 102 and Regulation 139/2004, D. Ger adin/ C. Mal amataris, Postal services and competi-

t i on law: An overview of EU and national case law, E-competitions N o. 437 69.  

164  Ar t icle 106 and 107 relate to the behaviour of Member States, and not individual undertakings  and ar e thus not analysed 

fur ther in the report.  
165  Or  f i rms in case of  collective domi nance. 
166 Case 322/81  NV Nederlandsche Baden-Industrie Michelin v  Commission [1983] ECR 3461 , par a. 10. 
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Figure 82  Exploitative vs. exclusionary abuse  

 

 
 N ote: By ups tream market we refer to mail preparation ac tivities (c ollecting and s oting), while the downs tream 

market is  the mail delivery. I f there is  end - to -end competition the c ompetitor is  active in both ma r-

kets  and has  own delivery network. I f there i s  only ups tream c ompetition, the c ompetitor mus t buy 

downstream access to the incumbentôs delivery network.  

Sourc e:  C openhagen E conomics  

 

With the adoption of the Guidance Paper in 2009 1 6 7 , the Commission declared that the 

core priority when assessing pricing abuses is those types of conduct that are most harm-

ful to consumers. Thus, when deciding whether or not to take action, the focal point is not 

the dominance of the firm per se, but the effect of the alleged abuse. The Commission also 

declared that only competitors ñas efficientò as the dominant operator should be protect-

ed by  competition rules. 168 However, in certain circumstances a less efficient competitor 

may  also exert a constraint which should be taken into account when considering whether 

particula r price -based conduct leads to anti-competitive foreclosure .1 6 9  The practical 

implementation of an effects-based approach among NCAs is discussed in Section 6.5 

below. 

 Exploitative pricing abuses  6.3
According to Article 102(a) TFEU, exploitative pricing abuses constitute conduct that is 

ñdirectly or indirectly imposing unfair purchase or selling prices or other unfair trading 

conditionsò and which seeks to take advantage of the dominant firmôs market power to 

                                                                                                                                                                                  
167  Guidance on the Commissionôs enforcement priorities in applying Article 82 of the EC Treaty to abusive exclusionary conduct 

by  domi nant undertakings: ht tp://eur -

l ex .europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2009:045:0007 :0020:EN:PDF . Thi s focal point is also r eflected 

i n the case law of the CJEU, for example in the cases concerning Deutsche Telecom and Connect Austria.  
168  The Commission ñwill normally only intervene where the conduct concerned has already been or is capable of hampering 

competition from competitors which are considered to be as efficient as the dominant undertaking.ò Id. at Ä 23. 
169  I d . at  § 24. 

Dominant firm

Final consumers

Downstream 

dominant

Downstream 

competitor

Upstream 

dominant

Final consumers

Exploitative abuse Exclusionary abuse

Upstream 

competitor

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2009:045:0007:0020:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2009:045:0007:0020:EN:PDF
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exploit consumers. Exploitative abuses essentially include two forms of conduct by  domi-

nant firms: (i) the imposition of ñexcessiveò prices, and/ or (ii) ñunfairò contractual terms 

and conditions. In the developments that follow, emphasis is placed on excessive pricing. 

  

Excessive pricing  

Excessive pricing is highly controversial in competition law. For instance, there is a school 

of thought supporting that NCAs and courts should not engage in price control as this 

task is better left to specialized authorities (e.g., NRAs). In the postal sector, there is sec-

tor -specific regulation that requires prices for postal products within the USO to be af-

fordable, transparent, non -discriminatory and cost-oriented . As we will show in chapter 

7 , the ways in which NRAs seek to ensure affordability  and cost-orientation dif fer sub-

stantially across Member States. Whereas some countries (e.g. Belgium, Germany, Esto-

nia, Italy , Netherlands, Norway, Portugal, Sweden, and UK) have implemented price caps 

or other tests to ensure affordability , others (Switzerland, Greece, Finland, Hungary , 

Lithuania, Luxembourg, Latv ia, and Romania) have no tests in place to ensure these 

goals.    

Turning to competition law, the assessment whether a price is excessive is no easy  task. 

The EU Courtsô case law has introduced criteria for the assessment of excessive prices.17 0 

In addition, the CJEU has adopted a two-stage approach where one would have to:  

¶ ñ[Examine w]hether the difference between the costs actually incurred and the price 

actually charged is excessiveò; and  

¶ ñ[I]f the answer to this question is in the affirmative, [determine] whether a price 

has been imposed which is either unfair in itself or when compared to competing 

productsò. 17 1  

Since the adoption of the Treaty of Rome, the Commission adopted only  a handful of for-

mal decisions about excessive prices.17 2 This does not mean that the Commission is un-

likely  to initiate proceedings against excessive prices but simply that it will do so cautiou s-

ly . 

In the Deutsche Post II case, the Commission investigated Deutsche Postôs conduct of 

charging the full domestic tariff on mail coming from abroad but containing a reference to 

Germany (ñre-mailingò).17 3 The Commission considered that the tariff charged to foreign 

postal operators to distribute incoming mail was above cost (the REIMS agreement used 

                                                                                                                                                                                  
170  In  its seminal United Brands ruling, the CJEU held that a price is deemed ñexcessiveò when ñit has no reasonable relation to 

the economic value of the product suppliedò, cf. Case 27/76, United Brands v. Commission, [1978] ECR 207, at Ä250.  

171  See Case 27 /7 6, United Br ands v. Commi ssion, [1978] ECR 207 , at §252. 

172  See, e.g., Commi ssi on Decision of 19 December 1974, COMP/28.851 ,Gener al Motors Continental, [1975] OJ L29/14.The 

caut iousness of the Commission with respect to excessive pricing can also be observed i n statements made by Com-

mission officials. See D. Neven/ M. De la Mano, ñEconomics at DG Competition, 2009-2010ò, (2010) 37 Review of 

Industr ial Organization, 309.  

173 See Commi ssi on Decision of 25 July 2001, COMP/36.915 ï Deutsche Post AG ï Interception of  cross-border mail, [2001 ]OJ 

L331 /40. UPU has also introduced specific  rules to prevent remailing practices. The General Court  dealt with the 

compat ibility of these rules with EU Competition Law  in Cases T -133 and 204/95, IEEC v . Commi ssi on [1998] ECR 

II -3645. 
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80 % of domestic tariffs as a proxy  for the costs of distributing incoming international 

mail) and decided that an abuse of dominant position had taken place.174   

In response to our questionnaire, five NCAs (Cyprus, Finland, Latvia, Poland, and Roma-

nia) reported nine cases of excessive pricing. Seven cases concern prices for business us-

ers (direct mail, international outbound mail, subscribed press, letters with deferred 

postage and postal money  orders). Two cases are related to indiv idual mailers (single 

piece letters and parcels and maxi letters), examined by  the Polish and the Finish NCA. 

While the former found that the pricing of the incumbent postal operator was excessive 

(see Box 14.), the latter closed the case, without finding an abuse. 

Box 14 Excessive pricing of single piece letters in Poland  
 

In 2000/2001, the Polish incumbent postal operator, Poczta Polska, was accused of 

excessive pricing, because it had increased its price by 25% for ordinary letter items 

up to 20g and 43% for addressed items up to 20g (direct mail). The NCA confirmed 

these allegations and ordered the incumbent postal operator to change its price lists. 

In 2002, Poczta Polska introduced a new price list, which was considered by the NCA 

as putting an end to Poczta Polskaôs abusive behaviour.  

Sourc e:  C as e DOK -2/2010  

 Exclusi onary pricing abuses  6.4
Exclusionary pricing abuses, also known as anticompetitive foreclosure, are defined as ña 

situation where effective access of actual or potential competitors to supplies or markets 

is hampered or eliminated as a result of the conduct of the dominant undertaking 

whereby the dominant undertaking is likely to be in a position to profitably increase 

prices to the detriment of consumers.ò17 5  

The Guidance Paper highlights that the Commission will seek to address exclusionary  

pricing abuses by means of an effects-based approach. In contrast to a per se approach , 

this approach focuses on the actual outcome of the alleged abuse (effect on consumer 

welfare), and not its formalistic circumstances (e.g., design/ structure of rebate schemes). 

The effects-based approach does not require that an anti-competitive behaviour has to be 

determined ï only  that the behaviour is capable of hav ing an anti-competitive effect.   A 

central tool in this context is the ñAs Efficient Competitorò (AEC) test, which is explained 

in Box 15 below.  

                                                                                                                                                                                  
174  The hi gher price was applied to prevent so-called r e-mailing practices (used to circumvent its domestic tariffs) w hereby some 

Ger man customers sent abroad mail intended to German addressees to benefit  from cheaper rates of fered by foreign 

postal  operators. In other words, Deutsche Post was not seeking to exploit its market power on the market for the 

di str ibution of mail. Nevertheless, the conduct prevented customers f rom benefitting from lower tariffs abroad. 

How ev er, i n the end, the Commi ssion only imposed a symbolic fine of  1.000, Euro because of the legal uncertainty 

on the matter. 
175 2009 Gui dance Paper, at  § 19. 
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Box 15 The ñAs Efficient Competitorò (AEC) test 
 

The Guidance Paper states that to preven t anticompetitive foreclosure, the Commi s-

sion ñwill normally only intervene where the conduct concerned has already been or is 

capable of hampering competition from competitors which are considered to be as e f-

ficient as the dominant undertaking ò.  

The Guid ance Paper adds that the cost benchmarks the Commission will normally use 

to perform the AEC test are the average avoidable cost (AAC) and long - run average 

incremental cost (LRAIC). The cost benchmarks to be used are those of the dominant 

firm (the As Effi cient Competitor principle). The cost benchmarks will be compared 

with the so called effective price  (Pe), i.e. the price a smaller competitor has to set to 

match the offer of the dominant firm. In practice, when the effective price  (Pe) is not 

sufficient to cover the AAC of producing the good or service in question (P e<AAC), this 

means that the dominant firm sacrifices profits in the short term and that an equally 

efficient competitor will not be able to serve the targeted customers without incurring 

a los s. Failure to cover LRAIC ( Pe < LRAIC) indicates that the dominant firm is not r e-

covering all the fixed costs of producing the good or service in question and an ñas ef-

ficient competitorò could be foreclosed from the market.  

Sourc e:  D. Geradin/ A . Layne -  Farrar/ N . P etit (2 012)  

 
In the context of AEC, the costs that must be taken into account are the ñproduct -specific 
costs to the dominant operator of providing its own retail services on the downstream 
marketò.176   
 
An alternative to the AEC test is the ñreasonably efficient competitorò (REC) test, which 

has been developed in the telecommunications sector.177  Under this test, the vertically  

integrated firm is expected to set its prices so as to allow room for a downstream competi-

tor that is not as effic ient as the vertically  integrated firm, but is considered reasonably  

efficient given its smaller scale, or ignoring other incumbency cost advantages. Contrary  

to the AEC test, under REC, the costs taken into account are the actual or estimated costs 

of a reasonably  efficient downstream competitor.  

In the Deutsche Telekom judgment, the General Court referred to the AEC test and con-

firmed that, under this test it is Deutsche Telekomôs own costs that must be taken into 

account.178  The General Court pointed out that a focus on a rivalôs costs could endanger 

legal certainty. 179  Note, however, that the General Court also suggested the importance of 

taking into account the ñhistoric differencesò between incumbents and new entrants in 

the competition law assessment.180  Some authors have argued that the ñas efficientò com-

                                                                                                                                                                                  
176 Case COMP/37 .451 , 37 .57 8, 37 .57 9 Deutsche Telekom AG [2003] OJ L263/9, par a. 107. 
177  Commi ssi on Notice on the application of the competition rules to access agreements in the telecommunications sector (98/C 

265/02), par a 118. See also, Case COMP/38.7 84, Wanadoo España vs. Telefónica, [2008] OJ C 83/6, par as 311-312. 

178  Case T-27 1 /03, Deutsche Telekom v Commission [2008] ECR II -47 7, para. 192.  
179  I d . par a. 192.  Authors have also recognized that Also, placing emphasis on the rivalôs costs could raise potential collusion 

and pr i ce f ixing problems as it  may encourage discussions between competitors concerning costs and prices.179  In 

addi t i on, the REC test can also lead to the protection of less efficient rivals. G. Faella/ R. Pardoles i, Squeezing Price 

Squeeze under EC Antitrus t Law, (2010) 6 European Competition Journal, 255, 270.   
180  The Court recognizes need to apply competition law rules to ensure ç equality of opportunity è :  ñsystem of undistorted 

competition [é] can be guaranteed only if equality of opportunity is secured as between the various economic opera-
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petitor test and the ñreasonably efficient competitorò were not irreconcilable: ñAlthough 

the equally  efficient competitor test seems to prov ide a reasonable approach in the gen-

eral enforcement of Article [102] abuses, certain sectors [such as telecommunications] 

warrant a more proȤactive approach.ò181  In other words, they  v iew REC as appropriate to 

promote competition in newly  liberalized markets where entrants with a higher co st 

structure may not be able to achieve the economies of scale and efficiencies of the domi-

nant incumbent firm.  

 
Although the AEC test is conceptually correct, its practical application may be difficult. 

For example, the test is sensitive to assumptions about the size of the contestable market 

share, i.e. the share of the market that can be served by the smaller competitor. The con-

testable market share affects the difference between the actual price  offered by the domi-

nant firm and the effective price used as benchmark in the test. If the contestable market 

share is small enough, the effective price may even become negative, meaning that the 

smaller operator would have to pay  the consumers for serv ing them.  

Exclusionary pricing can take different forms depending on the type of competition in the 

market. In the case of end-to -end competition, dominant firms may engage in offering 

conditional rebates  or predatory pricing . In the case of upstream competition, the con-

duct of dominant firms may lead to margin squeeze. Price discrimination  is an abusive 

conduct that can come up under both scenarios. The different types of abuse are ex-

plained in greater detail below.  

Conditional rebates  

While the granting of rebates is a common commercial practice largely used by dominant 

and non-dominant firms, the assessment of rebates is one of the most complex and unset-

tled areas of competition law. In the EU, the decisional practice of the Commission and 

the case-law of EU courts have been criticized as unnecessarily strict, following a form-

based approach that sits uneasily with modern economic theory.182 In response, in its 

Guidance Paper, the Commission promoted an effects-based approach to the assessment 

of rebates.  

 

                                                                                                                                                                                  
torsò (Case C-462/99 , Connect Austria [2003] ECR I -5197, paragraph 83, and Joi ned Cases C-327 /03 and  C-328/03 

ISIS Mul t i medi a and Firma O2 [2005] ECR I -8877, paragraph 39).ò  Also note that in O2 Germany, the General 

Cour t  considered that, prior to concluding to a restricti on of  competition, the Commission must assess whether, i n 

the absence of  site-sharing, O2 would have actually had the ability to compete given its historic disadvantage: ñ[é]It 

i s apparent from that presentation that T ȤMobile is a major operator on the German mobile telecommunications 

mar ket, both as regards w holesale and retail markets and that O2, w hich was the last  operator to enter the German 

mar ket, appears to be in the weakest competitive position. Even if O2 does have some infrastructure, as the Decision 

i ndi cates, i ts modest market share and i ts situation as the last entrant place it objectively in a less favourable posi-

tionò (Case TȤ328/03, O2 (Ger many ) / Commi ssion, Case TȤ328/03, 2006, ECR p.II Ȥ1231, - 107 ). 
181  Ser ge Cl erckx and Laurent De Muyter, "Price Squeeze Abuse in the EU Telecommunications Sector: A Reasonably or Equally 

Ef f i cient Test?, Gl obal Competition Policy, April 2009, p. 3.  

   
182  See, e.g., J. Temple Lang and R. OôDonoghue, ñDefining Legitimate Competition: How to Clarify Pricing Abuses under Article 

82ò, (2002) Fordham International Law Journal, 83. 
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Hoffman -La Roche was the first major judgment of the CJEU dealing with rebates. 183  In 

this case, the CJEU took a particularly strict position v is -à-vis rebates adopted by domi-

nant firms. It adopted a per se rule of illegality  against so -called ñfidelityò rebates in ex-

change of which buyers commit to buy all or a large percentage of their requirement from 

the dominant supplier. ñVolumeò rebates were similarly found to be in breach of Article 

102, except when the rebate amounts to the cost savings a dominant firm was able to real-

ize by  selling larger volumes.184  The CJEU did not analyse the effects of the rebates grant-

ed by  the dominant firm on competition and consumer welfare. 185  
The CJEU adopted a few additional judgments dealing with rebates in which the Court 

found that:  

 

¶ Rebates with long reference periods (e.g., one year) are more likely  to be anti-
competitive, compared to rebates with short reference periods (e.g., three months).186  

 

¶ Rebate regimes that are opaque (i.e., have unclear terms and conditions) are more 

likely  to be anti -competitive, compared to transparent rebate schemes.187   

 

¶ Retroactive rebates, which even if they  only  kick in after a certain volume is pur-

chased ñroll backò to the first unit purchased, are generally anti-competitive. 188  The 

anti -competitive effect of retroactive rebates  derives from the fact that they  make it 

less attractive for customers to switch small amounts of demand to alternative suppl i-

ers. In economic terms, a retroactive rebate implies that the marginal cost of purcha s-

ing extra units from the dominant firm is zero, or even negative, for some quantities 

of demand. This effect is illustrated in Figure 83.  

 

 

                                                                                                                                                                                  
183  Roche had concluded exclusive dealing obligations with 22 l arge purchasers of vitamins. For  some of the contracts at stake, 

Roche also paid a rebate to those customers who had obtained all or most of their requirements from Roche calcula t-

ed on total  vitamin purchases. 
184  This requirement of ñcost-orientedò rebates creates a link between competition law and sector-specific regulation (which also 

r equires prices of postal products to be cost -oriented, cf . Chapter 7). 
185 Case 85/7 6, Hoffmann -La Roche & Co AG v  Commission [1979] ECR 461 ,at paras 89f f.  
186 Case 322/81  NV Nederlandsche Banden Industrie Michelin v Commission  (Michelin I) , [1983] ECR 3461  at para. 81 . 
187 I d . at  § 83. 
188 I d . at  § 81 .  
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Figure 83  Incremental vs. retroactive rebates  
 

Increm ental rebate  

 

Retroactive rebate  

 

N ote:     With the inc remental rebate, pric e is  never below c os ts. I n the c as e of  retroactive rebates, the ma r-

ginal and average pric e of the dominant are below c os ts once the threshold is met, s inc e the pric e of 

e.g. the 100th unit implies that price on the previous 99 units is lowered. If the discount is ú3 per 

unit, the pric e of the 100th unit is ú12 ï (ú3*99) = -  ú285. The price of 200th unit = ú9 ï (ú3*199) 

=  -  ú588 

Sourc e:  M otta (2 0 11)  

 
In the postal sector, the Commission adopted a couple of decisions about anti-competitive 
rebates. Two of them are the Deutsche Post I case, which dealt with single product r e-
bates and the Hays  case, which dealt with multi -product rebates . 

 
In Deutsche Post I, a special price was granted for mail-order serv ices to customers who 

sent a high percentage of their requirements v ia Deutsche Post. The rebate scheme pre-

vented competitors from gaining the critical mass 189  necessary  to enter the German mail 

                                                                                                                                                                                  
189 Cr i t ical mass w as estimated at an annual volume of  100 million parcels . 


