
 

RBS Response to Ofcom Consultation- 
“Review of the Regulation of Royal Mail” 

RBS’ response to the Ofcom consultation “Review of the Regulation 
of Royal Mail,” submitted September 2015 



1. Introduction 
1.1. RBS is responding to this consultation due to the value we place upon using mail to communicate 

with our customers.  In addition, regulation is a key determinant in both the price we pay for mail 
and the quality of the mailing process.  
 

1.2. The work the Keep Me Posted campaign has done demonstrates that for plenty of RBS’ customers 
mail and paper communication remains the safest and most effective way for them to manage 
their finances1, and RBS would like to point to the statements by some of the partners of Keep Me 
Posted2 which highlight the care RBS must take when communicating with some vulnerable and 
elderly customers for whom paper remains the trusted form of communication.  

 
1.3. RBS is committed to communicating, and working with all customers in the way that gives them 

most control and trust in the handling of their finances. However, an unsustainable mailing industry 
puts pressure on RBS’ ability to serve its customers.  

 
1.4. RBS believes that that the regulation of Royal Mail requires change. Royal Mail remains a 

monopolistic provider that lacks commercial flexibility and this is creating industry wide stresses on 
sustainability. 

 
1.5. RBS firmly believes that Royal Mail should be allowed to create variable contracts based on region, 

volume, and term, as would occur in a commercial market. RBS also believes that increased 
competition in area’s that are operationally viable, as was done with Down Stream Access, will 
drive efficiencies within the industry. These actions can drive Royal Mail efficiency and industry 
wide sustainability. 

 
1.6. For background, RBS postage is almost entirely made up of letters and large letters, and will be 

referring to its profile as “mail” throughout this consultation.  
 

1.7. RBS’s mail is predominantly split across four main streams- 
 
1.7.1. Transactional mail: RBS uses a Down Stream Access (DSA) provider to trunk this mail 

between our print production sites and the IMC’s, which is then processed under our own 
Royal Mail CDA agreement, to hand over to Royal Mail for final mile delivery. RBS uses the 
two main DSA providers (Whistl and UK Mail) - one in Great Britain and the other in Ireland. 
 

1.7.2. Bulk mail: RBS uses a DSA provider to pick up bulk mail from printing houses and mailing 
rooms, processed under the DSA provider’s agency agreement, and handed over to Royal 
Mail for final mile delivery. This mail is, in general terms, regulated and/ or mandatory 
communications, marketing materials, plus some ‘products’ (e.g. payment cards, cheque 
books etc.) 

 
1.7.3. Royal Mail Retail- UK: RBS mailing house and branch/office mail goes out under a Royal Mail 

Retail agreement, using 1st class and special delivery.   
 

 

1http://www.keepmeposteduk.com/sites/default/files/0297%20KMP%20Economics%20Study%206pp%20A4%
20Right%20Order.pdf 
2 http://www.keepmeposteduk.com/partners-keep-me-posted 

                                                      



 

1.7.4. Royal Mail Retail- international: RBS international mail is processed by Royal Mail Retail 
under an International term contract.  

   

1.8. RBS’s mail volumes are (as common to the industry) declining as its customers increasingly move to 
communication through digitalised channels. In general, we predict a 3% year on year decline, 
which is below the national average3. 

 
1.9. The majority of RBS spend is on Royal Mail (at least 90%). 

 
1.10. DSA providers are involved in the processing of at least 90% of our mail. 

 
1.11. RBS will be referring to the mailing industry throughout this paper to refer to mail (i.e. letter 

and packet) industries.  
 

2. Introduction 
 

2. Do you agree with our view that there is a need to consider the effectiveness for the existing Regulatory 
structure? Please state your reasons 

 
2.1. Yes. In the past, regulators appeared to rely on final mile competition to drive competitive 

efficiencies within Royal Mail. However, average prices have continued to rise above inflation, even 
before the demise of end to end competition, suggesting current regulation has not worked as 
planned. 

 
2.2. The mailing industry appears to have reached maturity in the current regulatory environment. 

Royal Mail retains a monopoly on non-DSA services (all final mile deliveries, and end to end services 
for low volume mailings.) The DSA market has now consolidated into a competitive and commercial 
duopoly, with other providers offering interesting innovation but limited volume coverage for the 
larger mailers.  

 
2.3. The benefits of the DSA market to mail producers has been positive for customer service and 

generated fairer pricing (5.3.-5.6.) This shows that the right sort of competition drives efficiencies 
and fairness in the industry. 

 
2.4. Royal Mail uses its monopolistic powers frequently in commercial and contractual matters. Whilst 

this is sometimes sensible, certain acts remain uncompetitive, unfair, and hurt the long term 
prospects of the wider industry 

 
2.5. The provision of generic contracts enforced on customers (Wholesale and Retail) allows Royal 

Mail’s products to be VAT exempt, and operations to be standardised. The operational imperative 
of standardisation and the cost benefits of VAT exemption, demonstrate that this is a sensible use 
of monopolistic power. 

 
2.6. Frequently however, RBS is frustrated by Royal Mail’s uncompetitive and unfair practices, 

leveraged through its monopoly. These include- 

3http://www.royalmailgroup.com/sites/default/files/The%20outlook%20for%20UK%20mail%20volumes%20to
%202023.pdf 

                                                      



 
 

2.6.1. Contracts: Imposed terms. RBS and other mailing customers are asked to consult on 
suggested changes to contracts rather than being asked to create solutions together. This 
closes off the opportunity to find mutually workable solutions.   

 
2.6.2. Operations: RBS and its industry partners (DSA and print providers) are dictated on 

operational practices by Royal Mail. For example, when Mailmark was introduced, RBS had 
to upgrade its systems and processes to Royal Mail’s specification. In an industry without 
competition, RBS had no choice but to go along with Royal Mails demands. Development of 
products and solutions alongside customers would promote efficiencies and customer 
satisfaction.  

 
2.6.3. Penalties: Inconsistent, and inwardly focused. The application of reversion penalties,  and the 

changing of Mailmark penalties (halving the surcharge,) demonstrates Royal Mail’s 
inconsistent approach, and leaves Royal Mail open to charges of profiteering- operational 
cost seems to have little impact on the penalties applied. Further to this, forecasting 
penalties seem punitive, not taking into account the difficultly of managing large and variable 
mailing profiles to meet an arbitrary and impartibly high specification.  Whilst penalties 
appear low on a daily basis, taken over a year across the different forecasts this represents a 
potential charge of £1.5m pa and it remains only by the grace of RM that these charges are 
not applied. It is not fair on Royal Mail’s customers. 

 
2.7. Monopolistic Royal Mail prices, and the benefits of DSA competition, lead RBS to believe that 

Ofcom can promote a more sustainable mailing industry in the following five ways. 
 
 

2.8. Ofcom should look to make the market more competitive by opening up further parts of the Royal 
Mail network (please see 8. of this document.) 

 
2.9. Ofcom should also look to allowing Royal Mail more commercial freedom (please see 8. of this 

document.) 
 

2.10. Ofcom also needs to focus on regulating for a more flexible Royal Mail Wholesale, and 
ensuring that the DSA market is not further strained by uncompetitive behaviours (please see 5.5 
and 5.6.)  

 
2.11. Ofcom needs to ensure that Royal Mail takes a more collaborative and open approach with 

contracts, and operations. 
 

2.12. Ofcom need to ensure that penalties and charges are implemented fairly; perhaps by 
opening up the visibility of Royal Mail’s cost of operations. 

 
3. To what extent do you consider Royal Mail’s pricing and non-pricing behaviour is constrained by other 

postal operators and additional factors such as e-substitution? 
 

3.1. RBS’ mailing profile, as described in 1.4, does not engage in services where e-substitution and other 
postal operators constrain Royal Mail’s pricing and non-pricing behaviour. 

 
3.2. In terms of e-substitution, RBS choses to communicate with customers as per customer preference. 

Increasingly, as customers use online and mobile banking, RBS will communicate with their  



 

customers through online channels. However, RBS has found that for financial services, customers 
take up online communication at a slower rate than for other areas. As such, mail decline for RBS is 
below average (3%,) and e-substitution should not be considered a major constraint. 
 

3.3. Other postal operators, when referring to RBS’ mailing profile, do not constrain Royal Mail’s pricing 
and non-pricing behaviour. Royal Mail Retail (1st/2nd class) cannot compete with this service. 
Prices are significantly lower and the service provided is superior. Increased efficiencies allow for 
higher service levels (99% of mail delivered to IMC next working day), later collection times 
(providing a longer working day,) and more complex levels of MI on mail carrier performance 
(increased levels of mail tracking.) 

 
3.4. It is impossible in the current system for Royal Mail Retail to be able to compete with DSA 

providers. The DSA price is protected by the “Royal Mail margin squeeze”, keeping access prices 
below Retail prices and Royal Mail Retail do not provide bulk mailing services or discounts 

 
3.5. As such RBS does not believe Royal Mail’s pricing behaviour is affected by other operators. RBS will 

use DSA services when printing locations send enough to make it viable for DSA providers to pick 
up, and Royal Mail Retail when they do not. The two do not directly compete in any commercial 
way. 

 
3.6. Royal Mail’s access costs have risen sharply over the last ten years whilst the DSA providers costs 

have remained steady. RBS sees this as a demonstration that Royal Mail’s pricing has not been 
constrained by other providers, and in fact questions this change when compared to the relative 
steadiness of 1st/2nd class mail. 

 
3.7. However, Royal Mail’s other services (e.g. USO) are more prone to e-substitution, and its parcel 

services are more prone to competition. As the USO is protected and publically sensitive, and 
parcels are a profitable and growing business area, RBS is worried that DSA services are prone to 
Royal Mail cross subsidization. There are questions over whether this has already happened: Royal 
Mail access prices have risen faster than USO prices despite simpler operations. 

 
3.8. If cross-subsidization occurs, this is unacceptable. Services must be self sustaining. RBS believes one 

method of ensuring this would be publication of operational costs. 
 

4. To what extent do the competitive constraints faced by Royal Mail vary by different types of mail, e.g. 
for letter services, between advertising mail, transactional mail (mail sent following a consumer’s 
interaction with a company,) and publishing mail (such as newsletters and magazines); and for parcel 
services, between single-piece and bulk parcels? 
 

4.1. There are no competitive constraints faced by Royal Mail for RBS’ transactional and product based 
mail- RBS will use Royal Mail Retail until the volume sent out from the location is large enough for 
an DSA provider to pick up the mail and inject into Royal Mail Wholesale (5.3-5.6) 

 
4.2. For direct or marketing mail, return on investment is critical. As mail is a powerful tool (as Royal 

Mail’s Mailmen campaign demonstrated) continued spend is likely to continue. However, the more 
expensive a marketing campaign becomes, the more limited mail spend can be.   

 
5. Do you consider that Royal Mail faces appropriate incentives to deliver efficiency improvements 

 



 
 

5.1. Without visibility to the targets or measures of efficiency, RBS does not believe that it can pass 
accurate judgement on how appropriate the incentives for efficiency improvements are. 

 
5.2. RBS’ experience with Royal Mail however is one of above average price raises. When pressed as to 

the justification Royal Mail point to a declining market and increased operational requirements and 
running costs. However, Royal Mail’s competitors have kept a steadier price. This may be due to 
the competitive environment encouraging greater efficiencies. 

 
5.3. RBS accepts that the Royal Mail’s operations have increased in complexity (more addresses to 

deliver to but with lower volumes). However RBS has no visibility over changing costs within Royal 
Mail that can justify the above average price increases. 

 
5.4. RBS believes that by publishing efficiency targets Royal Mail will have greater incentive from 

customers and shareholders to increase efficiency. 
 

5.5. RBS further believes that publishing efficiency targets will drive shareholder involvement in hitting 
targets. 

 
5.6. RBS believes this will increase the long term sustainability of Royal Mail operations. 

 
6. Do you consider that there are any areas of existing controls on Royal Mail activity where there is a 

potential for deregulation? 
 

6.1. Yes; increased access to the Royal Mail network for the DSA providers would allow the benefits the 
access market has provided to bulk IMC injection to be spread across a larger proportion of Royal 
Mail services. 

 
6.2. This may be achieved through opening up Royal Mail Retails services e.g. Special Delivery, response 

services, access to OMC’s. 
 

6.3. RBS believes it is important to note that whilst some deregulation and competition is positive and 
can drive efficiencies, Royal Mail’s monopoly on certain aspects; like final mile delivery, is better for 
the sustainability of mail services in general. Having two posties walk the same route will only 
decrease overall productivity. 

 
6.4. RBS believes that in common with general commercial practices, Royal Mail should be allowed to 

enter flexible commercial deals that reward volume and term commitment in the form of discounts 
and lower /unit prices. 

 
6.5. From our own commercial dealings with customers and suppliers, RBS knows the benefits to a 

business of entering contracts which provide assurances over volume and term length- namely 
operational and financial de-risking, more flexible operational and financial planning, and a firmer 
foundation on which to assess and manage corporate health. 

 
6.6. Critical to this is the retention of generic contracts to ensure that access services remain exempt to 

VAT. 
 

6.7. RBS would like to impress that it would be interested in working with Royal Mail and other parties 
in helping draft what this could look like. 



 
 

7. Do you have any further comments or views (supported by evidence where available) on the issues 
identified in this discussion paper? 
 

7.1. RBS has found despite generally high quality customer service/account managers that Royal Mail 
still operates in a markedly operational and inwardly focused way, leaving the account managers to 
explain monopolistic commercial and operational decisions to customers. 

 
7.2. Commercially, price rises are unexplained beyond blanket statements that costs have risen, and 

Wholesale access prices have generally risen at a greater pace than the more visible USO. RBS, 
along with the industry, expresses concern that Royal Mail are using bulk mail to subsidise the USO, 
on which political pressure is larger. 

 
7.3. RBS has found despite generally high quality customer service/account managers that Royal Mail 

still operates in a markedly operational and inwardly focused way, leaving the account managers to 
explain monopolistic commercial and operational decisions to customers. 

 
7.4. Commercially, price rises are unexplained beyond blanket statements that costs have risen, and 

Wholesale access prices have generally risen at a greater pace than the more visible USO. RBS, 
along with the industry, expresses concern that Royal Mail are using bulk mail to subsidise the USO, 
on which political pressure is larger. 

 
7.5. Operationally, the recent example of the introduction of Mailmark was done with limited customer 

interactional, and RBS’ experience was that when consultation did occur, plans were too far down 
the line and RBS, common with the industry, had to invest large sums to update its systems to be 
Mailmark ready. 

 
7.6. Generally, RBS would prefer that Royal Mail approached changes to its operations, contracts and 

commercials by engaging RBS at the start of any planned changes. As a monopoly, RBS more or less 
has to bow to any Royal Mail demand. 

 
7.7. RBS therefore believes that operational changes to Royal Mail products that affect production or 

supply lines across the market should be planned with customers, not consulted with once 
production has begun. 
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