15 August 2003
Mr Matthew Ward
Postal Services Commission
Hercules House

6 Hercules Road

London

SE1 7DB

Dear Mr Ward
Postcomm Access Price Proposals
The Scottish Council for Development and Industry (SCDI) is an independent economic development organisation that strengthens Scotland’s economy through the formulation and promotion of innovative public policies to encourage sustainable economic prosperity.  Its members are drawn from businesses, local authorities, trades unions, educational institutions and the voluntary sector.

SCDI has previously submitted views to Postcomm consultations regarding its proposals and how these will affect postal mail services in Scotland.

In these responses, one of SCDI’s most pressing concerns has been the sustainability of an affordable, universal service in Scotland - in particular rural Scotland.
Indeed, in its response to Postcomm’s consultation on the “Review of Consignia PLC’s Price and Service Quality Regulation: Proposal for a Second Price Control” in December last year, SCDI stated, “that a further threat to the affordable, universal service may arise from proposals regarding future pricing of access for competitors to Royal Mail’s network.”  We said we would await any public consultation on access pricing proposals and respond in more detail at that time.  SCDI now takes the opportunity to make that response.

In the December submission SCDI noted that Royal Mail must be able to charge access prices that make commercial sense and are at a level which does not encourage cherry picking by rivals as this would threaten the provision of an affordable, universal service to remote areas of the country.

Having studied Postcomm’s proposed access prices, SCDI has concluded that these do not make commercial sense for Royal Mail and will indeed threaten the principle of universality.

By setting a price as low as 11.46p for mail in the 0-60g weight step, which accounts for close to three-quarters of the mail carried by Royal Mail, Postcomm is requiring Royal Mail to deliver these items at a loss, or at least at an unreasonable level of return.  It is surely unacceptable and short-sighted to force any business to provide its services at an unprofitable price.

It is the profit that Royal Mail obtains from processing mail in urban areas that cross-subsidises services to peripheral areas such as the Highlands and Islands of Scotland.  At the proposed access price this profit disappears, as will the cross-subsidy, therefore jeopardising rural services.
SCDI is not against other companies having access to Royal Mail’s delivery network as it is believed this will enhance competition and support the delivery network.  However, it is SCDI’s belief that the proposals contained in this document show a disregard for the Scottish dimension of postal mail services.
SCDI repeats its recommendation from the December submission that Royal Mail must be able to charge access prices that make commercial sense and are at a level which encourages genuine competition.

I trust these views will be given due consideration.

Yours sincerely

Iain D Duff

Chief Economist
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