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Foreword


On October 11th 2013, an Initial Public Offering of Royal Mail shares was floated on the London Stock Exchange. The disservice done to the public became evident when the trading price immediately soared beyond the government’s anticipated range. Within a few minutes it was obvious the industry had been sold short by the Coalition Government.


For many CWU members, the sale felt like a physical blow. Campaigning against privatisation had been a regular part of our activity for decades. Postal workers had first organised rallies against privatisation at the start of the 1980’s.


Phil Chadwick’s book offers insight into the events leading up to the sale. He also outlines the path the CWU took in campaigning for a positive future for the industry and postal workers. He provides a wealth of detail from internal sources, making this book a valuable tool for researchers and historians.


The CWU will not be ejected from Royal Mail by privatisation. Addressing new and difficult problems has been a way of line for the Union – despite smears about our supposed inability to change.


Phil’s writing has force because it is the view of a front line participant. It helps to illustrate our future, as much as our past.


Billy Hayes


General Secretary


Communication Workers Union




Introduction


It can’t be all bad news, can it?


For at least the last 13 years in one way or another Royal Mail has been a Company receiving more attention than it would ideally wish for. Most of it has not been of a positive nature, but no matter the headlines keep rolling in with the same old lazy narrative of worker/management conflict, a public sector behemoth incapable of change and a general public left understandably wondering whether the best position to adopt was to assume a “plague on both your houses.”


Industrial conflict between Royal Mail and the Communication Workers Union (CWU), who represent non-managerial postal staff, has been on-going both above and below the radar for some considerable time. Every couple of years or so for the last decade and a bit, national strikes break out and the TV cameras are out in force to visit local picket lines. At the time of writing (October 2013) the Coalition Government has privatised Royal Mail and a national strike is in the offing.


Thankfully, the natural inclination of the public – conflict or no conflict – is to assume that this much loved national treasure is full of good people (it is, by the way) going about their daily business in ensuring the mail is delivered in time and on time. How many times have we seen on our television screens footage of Posties out in all weathers, braving the elements to ensure the mail gets through?


The many stories of postal staff going the extra mile to help people is something genuinely special and the rapport with customers built up over many years is something that cannot and should not have a price put on it.


And yet, whilst it is possible to write page after page of the good that Royal Mail does thanks to its workforce, something is missing from the narrative that the public get; something that is rarely spoken about but which causes untold anguish and upset year after year after year.


If it is a truism that a workforce is a Company’s most precious asset, then one has to wonder just why conflict keeps breaking out as it has done over the last 13 years or so and, more importantly, why the workforce keep engaging in strike action by voting in large numbers to do so and why, on occasions there are unofficial strikes with postal staff simply walking out of their workplaces in response to an action or perceived injustice by Royal Mail. Are these people mad? Are they just being led by a trade Union that simply will not wake up to the reality that employers have a tough time running their establishments and can do without people arguing the toss all the time? Are they simply just living in a bubble unaware of what is happening elsewhere?


Well, from the vantage point of someone who was deeply involved with the Communication Workers Union as a Branch Official it never ceased to amaze me just how conflict ridden Royal Mail was and is. If there is a way to get peoples backs up, Royal Mail are still, arguably, able to manage this with ease.


To those who say, “Well he would say that wouldn’t he”, take a look at the following scores from the Company’s employee engagement survey from 2012. According to Royal Mail 69% of staff responded. If that isn’t a good turnout, I don’t know what is and the turnout for 2013 was some 6% higher. And a snap shot of some of the results for 2012 which Royal Mail headlined to their staff: 33% felt “valued and recognised”, 51% felt “appreciation” for a job well done, 33% felt “involved in decisions that affect me and my work” and 46% said their “ideas and suggestions” were listened to and some 61% felt “proud to work for Royal Mail.”


By the same token, it isn’t hard to reverse those figures : 67% don’t feel valued, 49% shown no appreciation for a job well done, 67% not involved in decisions affecting them, 54% whose ideas were not listened to and 39% who don’t feel proud to work for Royal Mail. Indeed, at the risk of stating the obvious, a response rate (good as it is) of 69% leaves 31% who chose not to express their views. Such employees it can reasonably be guessed at, will have not responded because they feel valued and part of the Company, but from a mixture of apathy and negativity. Suddenly those figures above now seem a little worse than at first sight.


This may appear an unfair way of making a point, but one has to ask how on earth these results are possible? Moya Greene, the current CEO, saw them as proof that “great strides” had been made against a backdrop from the 2010/11 accounts that “for many years our employee engagement scores have been disappointing.”1


By 2013, the survey revealed that 14% of employees said they had “personally been the recipient of bullying and harassment in the last 12 months while at work.” Of those, 35% was from a colleague and 62% from a manager. For the South West the picture was the worst in the UK. 16% bullied and harassed with 31% from colleagues and 64% from managers. As for people “work(ing) together and treat(ing) each other fairly”, just 50% said yes.2


In point of fact, like many large employers, employee surveys are used quite rightly to gauge opinion and to act on the results where ever possible. This not only gives staff a feeling that they are being listened to, but also ensures that those with responsibility for running these companies keep their feet on the ground and accept that sometimes they have got things wrong and need to change.


Anyone in Royal Mail will tell you that year after year surveys are carried out. Staff can answer a questionnaire and give their views on most things (until recently this was known as Have Your Say (HYS)), including their local management. The concept is genuinely good. The intention was to put the results to good use.


So, I ask that question again. How on earth are such low scores possible after so many years of surveys and mountains of returns to plough through by those in positions of responsibility? What happened to these returns? Goodness me, what scores were being achieved say, five years ago to end up with such paltry results now?


No, something is badly wrong with Royal Mail. A continuing disconnect exemplified by an initiative set in place by Moya Greene in the summer of 2011 where, “…around 150 of our senior managers will be taking part in workplace visits around the country briefing our people.”3 By early 2013 the Company and the CWU were meeting to reiterate that treating the workforce with respect is crucial following a national survey carried out by the Union on the prevalence of bullying and harassment by managers.4


Why is all this important? Because it begs the question, is Royal Mail institutionally incapable of valuing its employees? A Company that on the face of it wants to treat its employees well and to hear what they have to say, fails to do so over and over again, year in year out. However, it isn’t all bad news. In 2013 in response to the employee survey, they told their workforce that a “corporate action plan” with a “joint Union and employee panel” would be set up. One step forward and no steps backwards perhaps? Let us hope so.


As to this book it is intended for the general reader. The subject of Royal Mail is so vast and the changes that have taken place so complicated that unless you are a “Royal Mail anorak”, you’d have little chance of keeping up with it all. Hopefully what is written will be understandable. To the extent that it isn’t, the fault clearly is mine. A note of caution is also in order. This book is not a dispassionate, neutral account. It is opinionated and some will disagree strongly. To those who say “I can do better than that. He missed off this issue or that issue and that isn’t a fair reflection of what happened”, the challenge is to write a book yourself to get your story out.


Context is vitally important if you are going to try and see what is really going on within the Company and so no examination can take place without looking at some of the big picture developments that have taken place such as the continuing effect that the regulatory climate has had since the Postal Services Act 2000 came into being and the long, slow inexorable march of the ideologues to privatise this great British industry.


Following on from that, we will examine more closely how the Company has responded to the strictures placed upon it by Government and Postcomm, the regulator for postal services (and since 2011, Ofcom). What collective agreements have been possible between the Company and the Posties Union and how have the huge industrial relations problems played out. There have been major disputes in 2003, 2007 and 2009. A further one is pending at the time of this book. How on earth can such disputes keep breaking out and is it the Company or the workforce who are demonstrating such apparently suicidal tendencies?


Finally, we will look carefully at the nitty-gritty of life as a postal worker. Just what has been actually happening on the ground as all these huge issues of deregulation, privatisation, pay, terms and conditions, were and are being, argued about. What does it really mean to experience the full force of an employer determined to meet those budgetary and regulatory targets by hook or by crook? Is there really a perennial problem within the Company in relation to bullying and harassment – something that seems to simmer away in the background and then surface with such ferocity whenever a dispute flares up?


At this juncture a point of clarification needs to be made. For the most part, I will be referring to Royal Mail as just that – Royal Mail. It needs to be borne in mind however that this great industry has in the last 20 years changed its name from The Post Office to Consignia in 2001 until 2002 and then to Royal Mail Group from 2002 (which consists of Royal Mail, Parcelforce and Post Office Limited). Latterly, from 2010 the Coalition Government took a decision to split off Post Office Limited to become a separate Company with a view to it becoming mutualised in the public sector. Royal Mail therefore is a discrete part of the newly privatised Royal Mail Group PLC.


Now, we can let the story commence.




PART 1




Chapter 1


Beginnings


It is now nearly 20 years since the first efforts were made to privatise The Post Office as it was then known. Back in the 1990s the Conservatives were ideologically predisposed to selling off pretty much everything (they still are) so that even that pillar of the Tory Establishment and former Prime Minister Harold MacMillan commented that Mrs Thatcher was “selling off the family silver” – not as far as I can remember, in relation to attempts to sell off the Royal Mail, which came after the said utterance, but the point was sound nevertheless: once sold off the profits and benefits are beholden to commercial interests only.


In any event, the efforts made by the Conservative Government in 1994 were fought off by the then Union of Communication Workers (UCW).1 Up and down the country local UCW Branches and members were out and about campaigning and pointing out that once privatised, what would happen to the Universal Service Obligation (USO) to deliver to all addresses, 6 days a week at an affordable price? What would happen to rural areas of the UK? Would they still get a delivery? Who knew? Who could actually guarantee the outcome would ensure that the best aspects of the Company could continue.


Of course no one could. The free market would decide and in the end Conservative MPs in rural areas took fright and said this was one privatisation too many. How times have altered. The seeds of change however, were sown. Free marketers were down but not out.


Interestingly, during the 1990s the Royal Mail was profitable, there was relative stability, there were two deliveries each day and the price of a stamp was low by any stretch of the imagination, to the extent that by 2002 the CWU were able to state that had stamp increases merely kept pace with inflation there would have been around £500 million extra in revenue to invest.2 Even the pension fund was in surplus to the extent that there was a 13 year pension contributions holiday by Royal Mail. Just think about that for a moment. Low prices, profits and a pension fund in surplus – if it ain’t broke, don’t fix it, as they say.


The following will help to illustrate these points:


Profits between 1981/82 to 1998/99 were £3.365 billion or around £187 million per year. In fact the average profits from 1994/95 to 1998/99 were much higher at £377 million. The end of the 90s however was clearly a high point for profit – in 1998/99 profit was £496 million.


Within 12 months of this high point however, there was a loss of £415 million. This was against the backdrop of increased mail volumes, a Government-imposed external financing limit (more of which later) and a pension contribution holiday by the Company. No Company experiences such loses over a 12 month period without there being a reason other than the performance of the workforce. In fact, a massive amount of that, some £571 million was due to a write-off on a computerised system for Post Office Counters, known as Horizon.3


In fact, such a huge loss was to be followed with exceptional losses by 31 March 2002 of some £1.112 billion covering items such as redundancy provision, restructuring costs around Parcelforce, transport and the initial moves to end two deliveries a day. Huge and costly issues, but nothing to do with your average Posties, who would soon find themselves vilified as lazy Union militants. In fact, as with much in life, the reality was different. The then Chairman Allan Leighton was able to state that he had “the support of the Unions who acknowledge the need to drive greater efficiency through the mail’s operation.” Can anyone really recall any coverage permeating the public consciousness that characterised the CWU as forward thinking and progressive either in the early 2000s or now?4


For those in the industry in 2000 and before, in addition to the legitimate demands of employees for improved pay the issue was investment to repair and renovate some of the clapped out workplaces which really hadn’t changed for goodness knows how many years and put in place some investment in new equipment. Ominously such investment was already being introduced to postal services on the continent, but no one was looking in that direction and those with responsibility self evidently did not see the necessity to invest when the excess profits made by Royal Mail could be siphoned off to the Treasury via the External Financing Limit or EFL.


In this way between 1981 and 1999 some £2.4 billion of the then Post Office profit was syphoned off. Truly huge sums to which we can add lost revenue due to artificially cheap postage of £500 million, which pretty much left Royal Mail as an operator providing a very cheap, fairly reliable if un-automated postal service that was overwhelmingly labour intensive.5


That this needed investment didn’t take place between the 1990s and late 2000s can hardly be blamed on the workforce, but nevertheless as we shall see, a blame culture has been part and parcel of any self respecting politician eager to get some cheap applause for their incisive yet deliberately flawed analysis. It is little known that the German and Dutch postal services invested heavily in the 1990s – well in advance of any liberalisation. In Germany’s case that sum was in the region of £3 billion during the 1990s. Holland’s TNT and Germany’s Deutsche Post would come to take chunks out of Royal Mail’s market as a consequence of their competitive advantage and unfair regulation, more of which later.


At the same time as money was siphoned off by the Government’s EFL, mail volumes were increasing and did so until 2005/06, as was the growth in delivery points – individual addresses to you and me. Today of course the growth of addresses continues even as letter volumes decline, with nearly 30 million addresses today.


In 1997 New Labour were elected and in 2000 introduced the Postal Services Act. On the face of it, this Act enshrined in law a six day service with an obligation to deliver to every address in the UK at a uniform tariff. Although it hardly seems significant to put into law these obligations, it seems that it was the first time it had been done and additionally the Act went further than the 1997 European Union Postal Services Directive, which was to provide a service over five days. It is sometimes forgotten that in fact this Act was to all intents and purposes the UK embodiment of this European Directive. In 1998 a decision was made to allow Royal Mail an element of commercial freedom to borrow to invest and this Postal Services Act re-confirmed that position. In effect, this meant that the Royal Mail could apply to Government for funding subject to commercial rates of interest being applied.


Each EU member state could however implement the Directive in their own way and the UK was no exception.


Still the cornerstone of our national postal service, the Universal Service Obligation (USO) not only refers to a six day service, but includes the necessity of collecting from the UKs post boxes each day, delivering to each letter box of each address (many countries don’t require this) at an affordable and uniform price. The reliability of the USO is also required to be monitored within standards set by the regulator.


The Act would establish this regulator, known as Postcomm (the Postal Services Commission) whose remit was not just to protect and regulate the USO, but was at the same time to ensure that other postal operators could enter the market and obtain a licence from Postcomm in order to compete. In other words, to open up the monopoly that Royal Mail enjoyed and which delivered a service to the whole country with profitable urban mail services subsidising unprofitable rural parts of the UK, known as cross subsidisation.


Postcomm’s Corporate Plan from 7 April 2000 could not have been clearer in its assumptions and direction, “monopolies all too often lead to inefficiency and poor service.” This would be rectified by introducing competition although they stressed it would be “fair competition” (bear in mind, “fair” did not mean having to abide by the USO) to ensure that the Government’s objective of satisfying business and public needs at “affordable prices” was deliverable.6


The competition would be introduced in stages. In effect, up until then Royal Mail had a monopoly on handling mail at or below 350g. Postcomm, following the remit given to them and also taking cognizance of the European Directive on Postal Services, would cut this monopoly so that above certain weights and in relation to bulk mail of 4,000 items or more, competition would be allowed. Indeed, in a letter from the then Postcomm Chairman Graham Corbett to the then Minister for Competitiveness Alan Johnson (ironically a former UCW/CWU General Secretary) the reduction was all but secured as it was noted in this letter that a phased reduction down to 150g by 2003 was actually supported by the Post Office. It would subsequently become difficult to fathom such a stance as the opening of the postal market hacked away at the Company’s finances.


Another aspect that would become contentious was that it was reiterated in this same letter that Postcomm was authorised to accept applications from overseas postal administrations and others who wish to compete with areas licenced by Postcomm. It would be noted by postal workers, that Royal Mail were not allowed to do the same on the continent.


It’s worth noting if only for the record that Corbett stressed in this letter the “importance of safeguarding the universal service at a uniform tariff.” Also, it is also worth noting that the vast bulk of Royal Mail’s then business was delivering items considerably less than 350g – an average letter is no more than 10 to 30g. Simply allowing competition in this way then would not have made much of a dent. No, the issue was not just competition per se, the issue was how to make the small dent, much bigger and the chosen instrument of choice was a price cap regime and efficiency targets predicated on projected future mail volumes. This gradual opening up of competition would conclude in January 2006 with the complete opening up of the market. A free for all, in other words.7


Such a remit provided to Postcomm in the Act – quite specifically and deliberately done – would have a massive and profound impact on the provision of postal services and on the ability of Royal Mail to survive. Indeed, before anyone asks whether competition with Royal Mail is even possible, the answer is that such a question is in fact the wrong question. When Postcomm said “competition” the reality was “cherry picking.” Private carriers could pick and choose just the profitable parts leaving the uneconomic social obligations to Royal Mail.


However, the Act seemed fairly innocuous at the time so that even the CWU briefing on the key points did not see it as being anything more than a “balanced package” which while allowing competition also allowed an element of commercial freedom for Royal Mail to invest to help it compete. The iniquity of the EFL whereby Government creamed off a chunk of profits each year also ceased under the Act.8


The CWU also noted, no doubt with genuine relief that, “after a decade of debate, it settles the ownership issue in favour of continued public ownership.” Such a sentence now looks like the thoughts of a naïve idealist hanging onto the apparent reassurances of those in power. Unsurprisingly, it didn’t feel like that at the time though.


However, things soon developed in ways which clearly demonstrated that the genie had been let out of the bottle so far as the future of the industry was concerned.


The fact that things would change rapidly speaks volumes for the ideological standpoint of those in the New Labour Government. The Act contained clauses which would potentially allow for a sale of shares via joint venture or partnership as long as both Houses of Parliament agreed. It pretty much fired the starting gun and it meant in reality that “continued public ownership” would only continue for as long as the Government said. A statement of the obvious perhaps, but nevertheless the issue was now out in the open. Indeed as part of the changes made by the Government, the business became a public limited Company with all the shares being held by the State.


Of course what this also represented was a decision to dispense with the idea of a public service ethos. In the 1990s when the Conservative Government failed to privatise the Company, many quite rightly held tight to the idea of a great British institution. To sell it off, not only offended some, but to others it was more an abandonment of the great traditional conservative philosophy of conserving the best – continuity and tradition in other words. Whilst many may baulk at this, the Left is similar. The Labour Party stressed (and still just about does today) solidarity, tradition and stability for working people and their families from the ravages of capitalism. At root then, there is that idea that “competition” and “profit” are slightly dirty words which offend our sense of fairness and tradition.


Ironically both political parties found Royal Mail ripe for change in a way that pretty much abandoned any pretence of a public service ethos and ignored public opinion.


To those in these two political parties who fret away at finding the middle ground, a publicly owned Royal Mail was and is, smack in the centre of that centre ground. As for the remit of Postcomm referred to above – that deluded concept of protecting a postal service whilst simultaneously introducing competition, this effectively fell into what some refer to as the New Labour Government policy of “triangulation”. A concept borrowed from the US Democratic Party strategists who would split the difference between policy ideas that they and the Republican Party had. In this way it was believed that this would command most public support as you would not look to alienate your opponent’s supporters and you might even attract them to your side.


As with so much else involved with this concept, it inevitably alienated most of the public who found no one party represented their views and led to educated apathy that said, “You’re all the same.” As we will see with Royal Mail, the policies pretty much alienated both customers and employees in equal measure. The fact that such triangulation was always leading to the privatisation of Royal Mail, proved just how cynical politicians could be.


Indeed, perhaps more to the point for the purposes of trying to get a grip on what subsequently happened to Royal Mail, you might reasonably expect those in authority, those running and setting the regulatory framework to have “recreated” a Company that the country could be proud of. The return (?) to some golden era of excellent service nudged back into place by intelligent and thoughtful regulation from which the country could benefit and which would leave the Company’s employees with an enthusiasm for going to work to serve the public, that any employer would be proud to see in its own workforce. We shall see if such a vision came to fruition.




Chapter 2


The Genie’s Out of the Bottle


By December 2001 the newly named Consignia in response to the direction of Postcomm, announced 30,000 job losses. The busiest month of the year. Hard working postal staff could feel the warmth and support emanating from the Company at this festive time. Interestingly, advice for local CWU Branches noted amongst other things that the announcement of 30,000 job losses couldn’t be confirmed as the Consignia Board had gone straight to their Christmas party.1


The trigger, after some years of profits was a sudden six-month half year loss of £281 million. The CWU Deputy General Secretary at the time, John Keggie gave the Company an ultimatum. Withdraw the proposals or face a strike ballot. Consignia CEO John Roberts rowed back and was quoted as saying in a Radio 4 interview that in fact the 30,000 job losses could “well be a lot less.” The Department for Trade and Industry said for their part that the projections were “indicative” rather than set in stone.2


What was beyond question was the rapid panic inside Consignia to what they thought was coming down the line.


The position of Consignia was best summed up in an Parliamentary Early Day Motion (293 dated 23 October 2001), noting “that Consignia after decades of providing an excellent and profitable range of postal services within the public sector the industry has now slipped into a loss making situation; is deeply concerned that the wholesale redundancies, outsourcing and sell offs being planned …will jeopardise its ability to fulfil its universal service obligations, destroy the morale of its workforce and have the potential to plunge the country’s postal services into chaos; and calls on Her Majesty’s Government to urgently communicate these concerns to Consignia.”


For postal staff the uncertainty after many years of profit was understandable. There was a complete failure by Consignia to make any effort to engage with their employees. It is now little known – and probably ignored by the media at the time of the announcement – that in making this announcement, the Company had broken job security agreements and had moved into the realms of telling all and sundry that in effect there would be compulsory redundancies.


What is even less known is that the deadline given by the CWU was specific. A response from Consignia on this announcement was required by 1pm on the 13 December 2001. A meeting duly took place at 2pm that day and went on into the night covering job security, an outstanding pay claim and possible joint ventures in relation to cleaners, vehicle services and Parcelforce. In fact, in relation to the upsetting news for staff about their jobs, the Company agreed the following, “Consignia confirms that the number of potential staff surpluses has not yet been established and that earlier announcements relating to 30,000 job losses were calculated on the basis of speculative arithmetical answers to questions raised externally on the 15% cost reduction targetry and are not firm figures.”


The foregoing should also provide pause for thought, namely the huge strains that were suddenly upon the workforce and especially their Union. A press release at the time from the CWU in response to an announcement of £1 billion in cuts, stated amongst other things, “blaming efficiency levels and the workforce is just not on …after all this is the same workforce that made the Post Office a profitable and successful organisation for over two decades …therefore the Board cannot use the same old excuse about blaming the workforce.”3


It was disappointing that matters had deteriorated to the extent that the CWU felt they had to state publicly that the Board was blaming the workforce for the state of the business, but arguably this was the start of a strategy that Consignia and subsequently Royal Mail would continue to use. Behind this was the threat centred approach around job losses which in turn came back full circle to whether a postal worker was actually working hard enough. If you were a Postie at that time, the figures told their own story. By 2001 you had seen a rise in the number of items posted go from 16.521 billion to 19.092 billion in just 4 years, you were handling around a third more mail and delivering it to just over 22 million addresses.4 Your pay was poor – the vast majority working 6 days a week for a take home of around £18,000 and yet you had helped the Company remain profitable for the last 20 years.5


By the following February, another Early Day Motion (820, 6 February 2002) would join up the jigsaw by focussing on Postcomm:




That this House is concerned that Postcomm’s recent proposals for postal competition will threaten the provision of a universal postal service …is further concerned that Postcomm’s obsession with an accelerated opening of the postal market to private sector exploitation to a much greater level and to a degree that is far in advance of that called for in the relevant European Directive is driven by ideology regardless of the damage that will result to the universal service; and calls on the Government to reject the Postcomm proposals and support the management and workforce of Consignia in a balanced transition to new working arrangements that will allow Consignia to compete in a market opened up in line with the European Directive whilst maintaining the universal postal service…





Amongst other things, changes subsequently made under the auspices of Postcomm, would see the end of two deliveries a day, Sunday collections going, weekly collections reducing and later daily deliveries introduced. As for outsourcing, cleaning, catering services went as did the Consignia employee health services. As will be seen, there was a good degree of accurate crystal ball gazing encapsulated in these two EDMs.


If nothing else, this flashpoint with the CWU was a powerful backdrop as the new regulatory regime kicked in. It is probably accurate to say that both the Union and the employer knew that things wouldn’t be the same again, the question was whether the fear factor and the new regulation would bounce the workforce into accepting whatever was dished out. A pay document presented to the Unions’ Branches in October 2001, stated as much, “We are at a crossroads on both industrial and our pay policy …We must recognise that the industry is changing from a monolithic slow moving integrated organisation to a fast changing commercially driven business and it is for this reason that we must place our own stakes in the ground…. Once the organisation has changed it maybe too late to pursue our objectives we must therefore stake our claim now.”6


What would transpire over the subsequent decade was an extremely difficult process of putting this document into practise by protecting their members, enhancing their pay, trying to improve their working lives and fighting off an employer determined to get change in by hook or by crook.


The job loss announcement above was proof enough of the Unions’ worries and the need to move fast or face becoming irrelevant if Consignia got their stake in first as they clearly had tried to do. A letter to the Unions’ members on 5 December 2001 graphically shows how high these stakes were, describing the move by Consignia as to place “the Union and its members in the most serious situation in the history of the Post Office.”


Behind the row over whether a postal worker would have a job the next day, was an increasingly bitter set of arguments about pay and productivity. This was then the perfect storm into which Allan Leighton stepped following an approach by the then New Labour Government to take over as Chairman.


What was also to become beyond question was the lack of sensible debate that would mask what was all along the hoped for end product for New Labour and subsequently the Coalition Government, namely the privatisation of the industry.


By the Spring of 2002, the writing was definitely on the wall. Consignia were being quoted again in the press to the effect that thousands of jobs would go (a job security agreement would subsequently be agreed with the CWU known as the Managing the Surplus Framework or MTSF for short, from 18 March 2002), that the Company wanted to reduce the power of the CWU and, tellingly that one Consignia insider was able to confidently state that he “expected to be knocked over in the rush (for redundancy as) morale is very low.”7


That this was in response to the new climate created by Postcomm was not in doubt, but a telling quote from the then Director of Corporate Affairs Alan Williams suggested that not everyone could see the future with confidence. He said, “The Government has decided to put us partly in the private sector …and the jury is still out on whether this model works to be honest.”8


It is important however at this juncture, to recap that the Company had seen little investment in updating and automating its sorting processes. The investment was perfectly capable of being introduced without a regulator of course and were Postcomm not established in 2000, investment could easily have happened. The idea that it only subsequently happened because of Postcomm is false, but difficult to shift as it formed pretty much the backbone of those wishing to see a privatised, free market model for postal services: Investment and innovation can only happen in a competitive environment was the mantra. Postal workers and their families were beginning to sense the enormity of what was going on. It was not long then, before those fears became manifest and a huge unofficial strike broke out in 2003 over pay, the move to a single delivery and job losses as we shall see later on.


Around this time, the CWU produced a report on Postcomm entitled No Logic. Separately the National Audit Office (NAO) also weighed in that year and said the individuals within Postcomm had virtually no expertise in the field of postal services. The NAO also warned against opening up the postal market too quickly or else risk the Universal Service Obligation. That these individuals were a mixture of career civil servants, management consultants and Directors of companies was disappointing, but at least one could glimpse – quite clearly as it happened – where things were going. Postcomm soon asked the then consultants, Arthur Anderson to compile a report on the impact of liberalisation on the finances of Consignia. Amazingly, they found themselves apparently able to predict the future of this new free market.


Postcomm also involved another firm of consultants, Frontier Economics. Their apparent expertise was in relation to opening up the electricity and gas markets to competition. It was their advice as an American outfit that contributed indirectly to the establishing of the now notorious Enron. It was Arthur Anderson who ended up auditing Enron’s accounts.


It was through advice garnered from these two organisations, together with Postcomm’s predisposition to introducing competition come what may (which included opening up the UK to full competition some 3 years before any other EU country), that we can see the results of today. Interestingly, the author of this CWU publication, Barckley Sumner then deputy Editor of Tribune, felt able to state in response to Postcomm’s view that the introduction of competition will improve things, that “the practise will demonstrate how ill conceived the theory is, but by then it will be too late if the universal obligation and universal tariff are damaged.” Sumner also added, “It is possible that Postcomm’s plans will lead to some cheaper services for big business. However, ordinary households can expect to receive their post much later while paying a great deal more for the privilege of sending a letter.” The absolute tragedy of course is that no one was listening to Sumner or the CWU who assisted him in his deliberations.9


Of course, without wishing to labour the point, if the CWU could see the future then why was such faith put in this experiment by Postcomm and so rigorously supported by New Labour? It only makes sense if you look at the projected end game, which was a privatisation and a postal market that would respond to the big players – organisations who posted literally millions of items each day and who expected to be able to do so at a cheaper price than anyone else. Any disruption and upheaval that might manifest itself as a result of the changes towards opening up the postal market was looked at along the lines of “no pain without gain”.


No one can compete with a national postal service of course. That’s not the intention. The intention was and is, to allow competitors to “cherry pick” certain areas and customers, with a view to privatising the industry, and no, this did not involve private companies delivering mail to the middle of nowhere. Why on earth would any competitor want to do that with all the costs involved? Driving down a country lane and up the drive of a farmhouse to deliver a letter or packet costs rather more than the price of the stamp stuck to that same letter or packet. No, far cheaper to undercut Royal Mail in the urban areas and with the help of Postcomm lobby for access to the huge network of mail processing centres; lobbying which was entirely successful and which resulted in Royal Mail having to negotiate access to its mail centres at a price of 13p per letter.


And how did this work? Many large organisations post out millions of letters every day by using Royal Mail – banks, insurance companies, utility companies etc. – and they all pay a certain price for the collection, sorting and delivery of their mail. A price that was far in excess of 13p per item.


With Postcomm allowing access to Royal Mail’s processing centres, these large companies would secure the services of private postal carriers such as TNT and Business Post (now UK Mail). They would collect and carry out some preliminary sorting based on information provided by Royal Mail before dropping the mail off at the nearest Royal Mail processing centre. From there, Royal Mail would have to process and deliver to each address in the normal way, but for just 13p per item. Such an innovation was known as Downstream Access (DSA).


The CWU view was that DSA meant the privatisation of one part of the work that Royal Mail would normally undertake, namely collecting and transporting mail to a processing centre. Indeed, that is exactly what it was – private carriers doing the work of Royal Mail. The cost of collecting and transporting mail to a processing centre was of course not as expensive as sorting and delivering that same mail to each address in the UK.


Royal Mail’s then CEO Adam Crozier was bullish, and the subsequent public utterances were of the same crystal ball nature that characterised Postcomm. Crozier was able to say amongst other things, “The contract we’ve signed today (10 February 2004) gives Royal Mail a commercial income stream without undermining our ability to continue providing a one price goes anywhere universal service to the UK’s 27 million addresses …the key test for Royal Mail is that any access deal is a commercial one which does not pose a threat to the universal service.”


That “commercial income stream” would soon show however as a negative income steam. The CWU General Secretary Billy Hayes said the news was not welcome and he added that this was “artificial competition which will be dangerous if it prevents Royal Mail from making the investment in services that customers need.” It would appear with the benefit of hindsight that Billy Hayes’ crystal ball was operating at a higher level of accuracy than some others.10


It doesn’t take a mathematician to figure out that millions of items posted every day at just 13p each will inevitably result in a loss of revenue which itself runs into hundreds of millions of pounds. In fact, that is just what happened to the tune of around £100m to £120million per year. Indeed, in 2009/10 the amount being lost was £157 million.12 Royal Mail’s loss was of course a gain for the competition, who effectively were being subsidised by that same amount. It was however, a little more complicated than this as we shall see later.


That this “deal” on DSA came after Postcomm’s price control regime which Royal Mail had stated in their half yearly accounts some months earlier, “would put any sustainable recovery at risk and the financial viability of the regulated business, and in turn our ability to deliver the USO into question”, perhaps showed the shift in the balance of power as Postcomm flexed the muscles it had been given.11 First restrict its income via a price regime and then force it to deliver millions of items at just 13p each.


Of course restricting prices, allowing cherry picking and access to mail centres drained Royal Mail of funds for investment and given the fickle nature of free markets, meant that they couldn’t predict their income with any reasonable degree of certainty. Indeed, the position now is that in around 6 years since that agreement of 13p, around 50% of volumes goes by DSA which means circa 7 billion items per year.


Just two years or so after the downstream access arrangements had been negotiated and agreed by Royal Mail (most postal staff at the time could not understand how a price of 13p was fair), the following appeared in their accounts for the year ending March 2007:




It is clear that competition has developed much more quickly than anyone forecast. When the tough control on our prices was fixed, Postcomm forecast that rivals in 2006-07 would be handling around 1.9 billion letters under access arrangements to Royal Mail Letters’ delivery network. In fact, the competition picked up 2.4 billion letters in 2006-07 – one in every eight posted – and we expect from current volumes that rivals will this year be handling around 4 billion letters, around one letter in every five posted. This was a level Postcomm had forecast would not be reached until 2010. At the same time, the average 13p revenue Royal Mail Letters receives for delivering access mail does not cover our costs and this has generated a loss of £44 million in 2006/07.





Clearly the crystal ball gazing was not producing the insights required. Now, for the academic, these are interesting points to examine and dissect. I am not an expert in all the machinations of regulatory control and access arrangements. However, for those working in the industry the impact cannot be overstated. Did those in charge really know what they were doing? As we have seen above, the volumes of mail converted to DSA were to far exceed those stated in the 2007 Accounts.12


And if it seems confusing that such arrangements can be welcomed by Royal Mail only to be seen to be damaging later on, how’s this from Royal Mail’s interim accounts in the half year to 28 September 2003, before the introduction of DSA took place:




In August, we submitted our response to Postcomm on its proposals to allow other mail companies access to Royal Mail’s delivery network. Royal Mail is vigorously defending its position that access arrangements should have a broadly neutral impact on our finances instead of under Postcomm’s published proposal – a £650m reduction in profitability over a three year period. Unless the Regulator changes its proposals, access on the proposed terms will destroy Royal Mail’s ability to continue providing a one-price-goes-anywhere service to the UK’s 27 million addresses.13





Now, to the uninitiated this could seem like going round in circles. I freely accept that with most of the rest of Royal Mail’s employees, I was uninitiated. If nothing else it confirmed as nothing else could, the futility of trying to second guess a competitive market, albeit one that was rigged. Ironically, the fact that it was rigged, meant that what was to happen should have been predictable! Royal Mail would come to note in their 2011 accounts that they were virtually alone in the European Union in having to allow such unfair access to their network.


But this wasn’t all. Postcomm also intervened to restrict the pricing of different types of mail. These restrictions were premised on Royal Mail having an unfair advantage over private postal carriers. If anyone wants to plough through the reports and public consultations undertaken by Postcomm they are welcome to do so. Even a cursory glance will take you into a world of profit margins, “head room”, business mail, stamped mail, “reserved areas”, packets, zonal pricing and price caps to name but a few.


Underneath all this industriousness from Postcomm was that old chestnut, the USO. How on earth could Royal Mail continue to deliver to each address in the UK against such a backdrop? Indeed, more to the point, just how much does it cost to deliver mail to each address anyway? Could we just pause for a moment to work that one out before we move on please? Apparently not.


In fact, the way to calculate the cost of providing the USO has always been problematic. A delivery van carries business mail and social mail. A delivery office sorts all sorts of mail, both profitable mail and mail destined for rural areas. Is it really possible to break all this down and analyse it? If there is a purpose, then it will be lost on the public and is certainly lost on those employees working for the Company. Of course, there is a purpose as nothing involving large amounts of money is generally done by accident. How can Postcomm continue to chip away at Royal Mail if it doesn’t understand every last dot and comma of the operation? In 2007/08 Royal Mail’s best estimate of the cost was £3.5 billion per year.14 By 2011, this cost would be in excess of £6 billion per year.15


Oh, and before we end up missing the wood for the trees, from 1 January 2006 Postcomm opened up all the postal market to competitors to deliver any size and weight of mail. This was some 3 years in advance of any other country affected by the Postal Services Directive. Such a development is easy to note, but for those working for Royal Mail, this created nothing other than a fear for their jobs and demoralisation premised on whatever they did was never going to be enough to satisfy either the Government or Postcomm. Interestingly, Postcomm also prevented Royal Mail from expanding into Europe to compete, but it did allow European competitors, predominantly DHL and TNT to come to the UK to carry out DSA work for large organisations like the banks and insurance companies.
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