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Analysis of the Decline of Royal Mail
Introduction
Royal Mail is the largest mail and parcel delivery company with its headquarters in London, UK. It has around 142,000 employees and operates a network of 1,400 delivery offices, 38 mail centres, and 11,800 post offices (Mustchin, 2017). Royal Mail delivers around 80 million items to approximately 29 million addresses across the UK (Weinman, 2016). Since 2002, the company has seen a decline in its revenue, primarily attributed to technological advancements that have brought cheaper, efficient, and more reliable electronic delivery systems. It has been experiencing a decline in the letter volumes even after its privatisation in 2013. The primary aim of privatisation was to eliminate the inefficiencies of its operations in the face of a highly competitive industry while enhancing financial stability (Okholm et al., 2018). Even after privatisation, the company still faces a decline in its domestic revenue. This report will analyse the decline of Royal Mail by assessing the problems faced by the organisation, conducting a SWOT analysis and PESTLE analysis on the entity’s macroenvironment. The paper will also present potential solutions to the stated problems, how they will be monitored and reviewed, and how they will be communicated.
The Nature, Scope, and Impacts of Problems Faced by Royal Mail
Productivity Failure
The performance of Royal Mail does not match with that of the top European postal operators. Royal Mail is ranked to be 40% less efficient, as compared to the best European operators (Jaag, Moyano, and Trinkner, 2016). The company’s mail centres and distribution networks remain unchanged even after the Renewal Plan launch in 2002 and privatisation in 2013. The level of automation in Royal Mails is also slightly lower than the top EU operators making it hard for it to benefit from efficiency savings. Without efficiency savings, Royal Mail struggles to raise the required resources to invest in the business and secure this universal service.
Pension Deficit
Royal Mail’s legacy pension deficit is among the largest in the UK companies. The pension deficit has been increasing from 5.8 billion pounds to 8.7 billion in 2018 (Weinman, 2016). The impact of pension deficit and size of regular pension contributions on the entity’s cash flow and profit is considerable. The deficit reduces the company’s operating profit hence presenting a significant financial constraint to the firm.
Pricing
Increasing the postal prices are not likely to generate sufficient revenue to resolve the failing volumes. Price elasticities associated with postal services have increased. When Royal Mail tried raising the price of its products in 2007, the changes in revenues showed no significant change (Cape and Groves, 2017). The new alternatives to mail in the market, such as electronic media and the decision by consumers to revert to cheaper mail products, have contributed to the above effect. It has reduced the ability of Royal Mail to increase its revenues by increasing prices across the board, which leaves the firm with one option – reducing costs in the business.
Industrial Relations
All businesses undergoing considerable changes like Royal Mail should have considerable engagement with the worker unions. Mustchin (2017) points out the need for Royal Mail to modernise its operations and improve efficiency. Royal Mail has experienced a significant reduction in workers while having a strong case for maintaining the terms and conditions of service for employees. The significant changes in the entity have seen the company waste many days in disputes, which impacts organisational performance. The Royal Mail is killed off by competition because of the poor industrial relations between the management and the Communication Workers Union (Daunton, 2015). The increased strikes and stoppages coupled with the dramatic press coverages have made most customers believe that Royal Mail is unreliable, reducing the overall company’s productivity. 
Competition
Energising and modernising Royal Mail is becoming a significant challenge even after the company’s privatisation. There are various obstacles to the profitability of Royal Mail, including the failing market demand for letters and the increasing competition in the parcel industry (Crocioni, 2019). These barriers have increased the pressure for Royal Mail to keep their costs down and justify the future capital investment to extend efficiency and capacity in the business. The company is currently facing stiff competition in direct delivery across various UK cities from firms such as TNT Post. Besides, Royal Mail is obliged to maintain a universal postal service, where it is legally required to deliver letters to all areas in the UK (Parcu, Brennan, and Glass, 2020). In contrast, its competitors have the chance to pick where to offer rival services. Therefore, rivals to Royal Mail can ‘cherry-pick’ commercial delivery contracts to urban areas that are easy to serve. This competition has resulted in the company’s loss in revenue and hence reduced profitability (Jaag and Finger, 2020).
SWOT Analysis
Strengths
Distribution and reach
Royal Mail has many outlets in many countries supported by a robust distribution network that ensures its products are available to its wide customer base on time.
Cost structure
The company’s low-cost structure enables Royal Mail to produce at a low cost and sell its products at cheaper affordable costs for its consumers (Forrester, 2016).
Skilled labour force
Royal Mail invests in the training of its employees, which results in a skilled and motivated workforce (Okholm et al., 2018). It attracts more customers and investors and increased customer loyalty.
Social media presence
The company has a strong presence on different social media sites, including Twitter, Facebook, and Instagram, with millions of followers. It has excellent levels of customer engagement with low customer response time.
High brand awareness
Royal mail is a brand that has been in the industry for over 500 years now. It implies that its brand awareness is high.
Weaknesses of Royal Mail
High employee turnover rates
Even after the privatisation of the company in 2013, Royal Mail has recorded a high employee turnover, as compared to its major competitors (Gori and Parcu, 2018). It implies that since many people leave the job, the entity spends more money on training and development for new staff. When qualified employees quit, it means a shortage of good talent for the firm.
High workload
Because of the declining profits for the company, it was forced to lay off around 2,000 employees (Jaag and Finger, 2020). It means the employees were reduced, but the actual work remains the same. The increased workload contributes to psychological stress among employees, thus reducing their productivity.
Low investment in research and development
The company invests less in research and development as compared to other fastest-growing competitors in the industry (Crocioni, 2019). It reduces the ability of Royal Mail to compete with other players in terms of innovation.
Poor product demand forecasting
The company has been criticised for being poor at product demand forecasting, which contributes to increased missed opportunities compared to its competitors (Daunton, 2015). The days’ inventory of Royal Mail is higher than that of other key players in the market, forcing the company to raise more capital to invest in the channel, affecting the firm’s long-term growth (Crocioni, 2019).
Opportunities
Internet and social media
The number of Internet users is increasing worldwide, which allows Royal Mail to expand its presence online by using the Internet to increase its customers and customer engagement (Parcu, Brennan, and Glass, 2020). The entity can also take advantage of its high number of followers on social media sites to promote its products, interact with customers, and collect feedback from them.
New environmental policies
The environmental policies level the operating field for all the players in the industry (Jaag and Finger, 2020). It is an opportunity for Royal Mail to attract new customers and increasing its market share by operating in line with the new environmental policies.
Technological developments
With advanced technology, Royal Mail can automate its operations to reduce costs. The entity can also benefit from technology by collecting data on consumer purchasing behaviour and also improve its marketing strategies (Gori and Parcu, 2018).
Low inflation rate
The low inflation rate is an opportunity for Royal Mail because the cost of inputs will not increase, and hence, the company can increase its profits.
Globalisation
Increased globalisation offers Royal mail an opportunity to operate in different countries. It is an excellent opportunity for the company to expand to emerging markets and utilise the opportunities in these countries.
Threats
The bargaining power of suppliers has been on the increase over the past years because of the reduced number of suppliers. There have also been numerous entrants into the market, resulting in Royal Mail losing its customers to the new players (Weinman, 2016). The available substitute products are increasing, hence decreasing consumption of the entity’s products. Fluctuation in the exchange rates affects Royal Mail, which operates globally, with local suppliers.
PESTEL Analysis of Royal Mail
Political Factors
High political stability offers a friendly and stable business environment with predictable market growth trends. On the contrary, nations with political chaos discourage investors and harm the trust of stakeholders, which affects organisational performance (Rastogi & Trivedi, 2016). Royal Mail has a high international presence, and in each country of operation, there are varying political tensions. The increasing tensions and instabilities in the global political environment limit the growth opportunities available for Royal Mail. With the UK leaving the European Union, the marketing mail revenue recorded an unexpected drop of 44 million pounds, as compared to the previous years (Crocioni, 2019). The taxation system in foreign countries where Royal Mail operates has a considerable influence on the profitability of the company.
Economic Factors
Emerging economies offer wide-ranging opportunities for the growth of Royal Mail. Entering already established markets is more challenging because of market saturation. The overall economic situation also influences the demand for the services offered by Royal Mail. Exchange rates are crucial in determining if the posting costs are expensive or cheaper, based on the currency fluctuations. The growth in GDP rate also determines the ability of Royal Mail to pursue its long-term strategies because high GDP shows the ability of the consumer to spend more on offered services and products (Jaag and Finger, 2020). Operating in a market with high unemployment levels will be detrimental to Royal Mail because consumers will prefer cheaper options.
Social Factors
Understanding the demographic characteristics of the company’s operation market will help in choosing the right market segment with high growth potential (Okholm et al., 2018). Royal Mail should restructure and adapt their strategies based on demographic factors. Societies have varying norms and values that are key to shaping consumer behaviour. Royal Mail should partner with the local teams to understand the social norms and attitudes to tailor marketing strategies in line with the unique cultural context.
Technological Factors
Adopting the latest technology trends is primary to innovation (Jaag, Moyano, and Trinkner, 2016). Royal Mail should continuously improve its IT department to maximise its operations. The entity should be informed of the modern technological innovations to ensure it stays ahead in its operating markets.  E-commerce plays a significant role in tracking the delivery routes of Royal Mail, and therefore it has to use advanced IT services to be competitive in the international market (Cape and Groves, 2017). Royal Mail should also utilise the opportunities offered by social media marketing to enhance organisational performance.
Environmental Factors
The nature of activities and services offered by Royal Mail raises questions on the impact it has on the environment (Rodriguez, Soteri, and Tobias, 2017). Royal Mail is required to invest in renewable technologies to increase stakeholder satisfaction, widen its customer base, and ensure long-term sustainability. The company’s move to reducing energy usage and carbon footprint in 2018 by 4.5% was made possible by investing in new technologies that helped reduce the amount of water used and the released waste (Forrester, 2016).
Legal Factors
Royal Mail operates under the Ofcom authority in line with the Postal Services Act 2011. The entity should comply with the legislation guidelines that manage the postal market in all countries it operates to maintain a good reputation and avoid compromising commercial activities (Mustchin, 2017).
Potential Solutions to Challenges Faced by Royal Mail
To reduce or mitigate the impacts of Royal Mail’s market decline, the company should work on cost reduction to help improve profit margins and cash flow for future investment. The entity should also come up with a commercial strategy primarily focused on customers and encourages innovation in the digitised market to reduce its rate of decline. Innovation can further enhance significant success in the market for non-digitizable parcels and packets because of online shopping (Jaag and Finger, 2020). Modernisation of Royal Mail can be achieved through reducing costs and designing a properly client-focused commercial strategy.
The government should consider relieving Royal mail of its pension deficit. By helping Royal Mail with the pension deficit, the company will gain its ability to sustain the universal postal service obligation and avoid being a hindrance to private sector investment. However, this solution cannot solve Royal Mail’s challenges unless the company delivers faster modernisation. The company has made progress on modernisation, but still, it is not yet there, which explains the current decline in mail volumes and increased pension deficit (Crocioni, 2019). To maintain and sustain the universal postal service, private sector capital into the company is strongly recommended. To increase the profitability and efficiency of the company’s services, Royal Mail should invest more in innovation and ensure its services are aligned to the current technology. To gain a competitive advantage in the parcels industry, Royal Mail should adopt parcel automation in its operation countries and utilise sophisticated IT systems.
How the Solutions Will Be Monitored and Reviewed and How They Will Be Communicated
To ensure the solutions are implemented, all the involved stakeholders must be informed, including their role in implementing them to enhance the sustainability of the solutions. Some of the strategies to monitor and review the measures include offering handbooks to the senior management and using notice boards to improve the employees and other stakeholders of the expected changes. The government representatives should also work closely with Royal Mail leaders to ensure every party plays its role in implementing the solutions. The solutions will be communicated by posting them on the company’s website, forwarding a printed handout and soft copy to government representatives, and mounting them on notice boards to ensure all other stakeholders can access it.
Conclusion
Royal Mail has seen a decline in its revenues and organisational performance even after its privatisation. Some of the factors contributing to its decline include the reducing demand of letters, increasing competition, universal service obligation, and increased industrial relations. The paper has presented a PESTEL and SWOT analysis to understand the areas where the company needs to improve to increase its productivity. The primary challenges faced by Royal Mail include pension deficit, pricing, reduced profitability and competition, among others. Solutions to these challenges have been proposed including how they will help increase the productivity and revenues of the company. To enhance the sustainability of the solutions, strategies to monitor, review, and communicate the recommendations have been proposed.
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