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EXECUTIVE SUMMARY

This report aims to identify and analyse the causes for the decline in the Royal Mail group.
It found that a gradual decline in letter volume, caused primarily by the Global Data Protection Regulations, has led to decreased revenue, despite increased parcel business. Lack of historic investment in processes has led to stagnation in automation causing higher operating costs and allowing new and more efficient competitors to capitalise in this increasing market.
The report outlines three recommendations for improvement:
· Increase the parcel segment of the business by partnering with online retailers.
· Use opportunities provided by the GDPR to combine its physical and information value chains.
· Reduce costs by investing in automation, streamlining the workforce and outsourcing support services.
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1.0 Introduction

This report was requested by Laura James at the University of Wales Trinity Saint David in December 2020, compiled by student Shama Ghias, submitted on the 11th of December 2020. Its purpose is to provide an analysis of the current problem faced by Royal Mail by using analytical tools such as SWOT and PESTLE to gather information, and to offer a conclusion and suggest options for improvement at Royal Mail. 



2.0	Findings

2.1 	Being one of the oldest organisations in the world, the Royal Mail Group can trace its history back over 500 years to its inception in the year 1516.
The Royal Mail Group delivers a 'one-price-goes-anywhere', universal postal service to more than 30 million residential and business addresses across the UK.
Royal Mail and Parcelforce have become more than a household names. They operate in 44 countries around the world employing almost 160,000 people, delivering more than 14 billion letters and 1.8 billion parcels every year.
As a leading UK company, Royal Mail Group are undertaking one of the biggest industrial transformations in the UK in recent history. Letter volumes are declining. So, as a company Royal Mail Group have become focused on leveraging the increasing number of parcels being driven by the growth of the online shopping industry, especially at peak retail times – this is being achieved through the use of new technology and digital services, both in the UK and abroad, compounded by recent events such as the Coronavirus pandemic, which has led to a boom in online sales during several lockdowns and the subsequent boom in online shopping.
This is being developed alongside its traditional letter and parcel services, for both consumers and businesses, together with local Post Office Counter services that offer communities access to the UK and beyond.

2.2	Royal Mail has seen a decline in the volumes of letters it sends out after new General Data Protection Regulations made it harder for businesses to send unsolicited junk mail. It posted a 6 per cent fall in volumes of addressed letters in the three months to June 24, which was at the worse end of its expectations and resulted in the group's overall letter revenues falling by 7 per cent (Canocchi, 2018). This is despite an increase in parcel revenue, which has been unable to offset the significant letter business loss. It appears the letters side of the business is in terminal decline, with its previously highly profitable marketing mail lines collapsing and parcel delivery turning into an unexpectedly competitive area of business. However, it appears Royal Mail was not in the best shape to weather a downturn to begin with (Hyett, 2020), and it faces the unique problem of being under an obligation to maintain a universal postal service whilst their competitors are not.
The larger than expected fall in letter volumes has led to a sharp drop in the Royal Mail Group’s share price, although some positive news around an increase in business parcels and a drive to cut costs through the sale of prime infrastructure (World Socialist Website, 2020), efficiency improvements through the use of new technology such as automated clock-in/clock-out systems, removal of old letter-sorting machines and newer parcel delivery hubs with digitisation of parcel sorting, has led to an increase in confidence in the longer term outlook.
This modernisation does not come without its own problems. Disagreements with unions over costs savings have proven harder to manage than expected. Fears of large scale job losses, with as many as 2000 of its 7900 management staff facing the axe mean that avoiding industrial action itself is becoming a cost the business cannot burden (Salmon, 2020).
2.2.1	The foremost problem at Royal Mail appears to be the downturn in the previously lucrative letter and marketing mail business, now steadily declining, primarily due to General Data Protection Regulations, affecting the entire European Union, and thereby having an effect on part and wholly-owned subsidiaries as well as the group’s core operations within the UK.
The GPDR represents one of the most significant and important developments in the use and management of customer data over recent years. Designed to further enhance rules about how businesses across Europe can use information about individuals, the regulation has enshrined rigorous new rules that put customers in control of their own data, while strengthening their rights around how data is collected and used (Davey, 2017).
Heavy penalties for breaches of the GDPR have captured the attention of business leaders, fines as high as 4% of global turnover or €20 million (European Commission, 2018), whichever is greater, as well as potential compensation claims by customers mean that the GDPR is a risk area that a business as large as the Royal Mail Group cannot choose to ignore.
The key aspects that demand attention are:
1. Data must be up to date – Article 5 of the GDPR states that personal data must be kept accurate.
2. Customers have the right to opt out of use of their data for direct marketing purposes.
3. Customers have the right to opt out of automatic profiling.
4. Customers have the right to request their data – this must be in a commonly uses, machine readable format.
5. Organisations must have consent to use customer data.
The business world uses several names to describe data – “the lifeblood of the organisation”, “the new oil” etc, and nowhere is this more evident than the marketing mail business that has been the core revenue stream for the Royal Mail Group in recent years. But data is only as good as it is accurate, and the data quality problem that plagues large organisations is nowhere more critical than in the Royal Mail Group, and can have far reaching effects in nearly every aspect of the business.
Not only can it effect postal volumes, leading to lower revenues and margins, but poor data quality and management can have the cumulative effect of a reduction in customer acquisition and retention, leading to a poor customer experience.
Despite restructuring plans, the impact on the group as a whole is far reaching – stock in the Royal Mail Group has fallen and many millions have been wiped from the value of its companies. Profits are forecast to have dipped 20% due to missed cost-saving and productivity targets, and the group is looking to shed 2000 managerial positions, citing sliding letter volumes and the pandemic as the drivers for change.

2.3	Royal Mail Group SWOT Analysis

SWOT analysis can be a useful tool that is widely used tor strategic planning and management in many organisations and can help identify existing resources, capabilities, deficiencies, opportunities and threats.
A strong market position, well established logistics network and financial leverage are key strengths of the group. Although a slightly concerning liquidity position and a slowing in cost cutting and efficiency programmes remain a concern, these are offset by the opportunities for an increase in parcel volumes driven by the continued growth of online shopping and the shift away from traditional bricks and mortar stores. The group continues to diversify its efforts on the world stage through acquisitions of key players in the US and European markets which leave it in a good position to take advantage of the worldwide growth in air freight and logistics. In an ever increasingly competitive market, and faced with the continued drop in letter volumes and associated revenue, the group may be confronted with challenges that could adversely affect its future performance.

Strengths
· A well-established, reliable and efficient logistics network and infrastructure built over a period of years, both in the UK and abroad, with plans to invest £1.8 billion in network enhancements and digital initiatives.
· A strong market position, offering a universal postal service within the UK, delivering 6 days a week to approximately 30 million UK addresses and having its subsidiary, Royal Mail, deliver almost 99% of letters in the UK. It also has a prominent position amongst the UK parcel delivery sector, as well as in Europe (through its subsidiary General Logistics Systems and contractual agreements with other carriers).
· Financial Leverage – in the 2019 financial year, the group’s debt to equity ratio sat at 0.1, well below the logistics industry average of 0.7, indicating that the group has the scope to leverage its capital structure to use debts to finance new growth initiatives and drive efficient programmes.

Weaknesses
· Liquidity position – the group’s total asset inventory decreased by 12% from 2018 to 2019, and with limited cash and liquidity, the group may find it difficult to meet its current liabilities or find itself at a disadvantage when attempting to finance any market opportunities.
· Slow cost-cutting and efficiency driving programmes – with trade union tussling, strategic moves to cut costs by selling off land and buildings, as well as cutting jobs, have been hampered by slow progress and growing disenfranchisement within the workforce.

Opportunities
· E-commerce/Online growth – with an uptick in online shopping boosted by recent events, the group is in a good position to continue benefitting from increased parcel volumes, a central tenet of its growth strategy which will target its UK business as well as its European subsidiaries, and offset the losses caused by the downturn in letter volumes.
· Continued acquisitions and strategic diversification through international business to support customer growth ambitions, such as the acquisition of Canadian parcel delivery company Diacom, giving it a foothold in the parcel delivery market outside the EU.
· Worldwide increase in air freight and logistics, especially in Africa, provide the group with a strong growth opportunity.

Threats
· Declining letter volumes – the largest threat facing the group as the email has become the preferred choice for communication in the age of the internet. Access to information online can now be made much quicker than in printed form (bank statements for example), and the group forecasts that letter volume revenues will continue to decrease as digital alternative become the norm.
· Competitive markets – since the crumbling of barriers protecting the Royal Mail group, it has faced stiff competition from leaner competitors, building huge automated warehouses equipped with state-of-the-art technology. Although its Parcel Force subsidiary is attempting to modernise its systems and technology, high growth rates of its smaller rivals, such as DPD (part of the French state-owned La Poste group) continue to pressure this crucial area of business for the Royal Mail group. This may result in a price war leading to a slump in profitability (Pooler, 2016).


2.4	Royal Mail Group PESTLE Analysis

PESTLE analysis is a flexible framework that can be used to assess the key factors that can influence a business from the outside, allowing managers to use the results to guide in strategic decision making (Weeks, 2020).

Political
The Royal Mail group is obliged to offer a universal service which covers all of the UK, requiring the company to operate six days a week. Liberalisation of the industry and privatisation has led to an increasingly open and highly competitive market. Trade and employment laws have hampered their desire for streamlining employee costs. Market uncertainty and fears over BREXIT have continued to push a decline in core letter business.

Economic
The digital age has changed the value chain of the postal industry due to mail substitution - a phenomenon whereby a continuous decline in mail because of substitution by email is threatening revenues (Finger, et al., 2014). This segment business is also in decline due to the GDPR, despite a surge in parcel post, combined with increased parcel handling costs and expenses relating to Coronavirus measures, such as covering staff absences, PPE and social distancing, leaving the group in a precarious position moving forward.

Social
The shift to the digital age and ever-increasing online shopping leaves the group in a strong position to capitalise on these socio-cultural changes and make use of its strong existing logistics network to provide opportunities to meet this new challenge. In an age of price comparisons, the consumer is always looking for the best deal, this applies as much to parcel services as it does to car insurance.

Technology
Newer, leaner and more efficient competitors have leveraged modern technology in their logistics chains, building huge automated sorting centres to reduce operating costs and improve profit ratios. The Royal Mail group must meet these challenges in order to optimise logistics mechanisms to keep up to date with rapidly moving technologies that impact on the cost structure/value chain.

Legal
As one of the largest organisations and employers in the UK, employee and consumer protection legislation has a significant impact on the group’s activities, especially when it comes to workforce streamlining and cost cutting exercises delivered against the backdrop of a highly unionised workforce. The group recently told unions to “modernise or die”, warning them it would lever make a profit again unless they backed plans for modernisation (Salmon, 2020).

Environmental
Recycling, waste management, renewable technologies and carbon neutrality are all environmental factors that the group must consider as it moves into an era where consumers are attuned to ethical companies operating with consideration for the environment. This can come at significant initial costs, but longer-term savings and sustainability are achievable and can be maintained with strategic planning.















3.2	Conclusion

The decline of the Royal Mail group has been caused by falling revenues, predominantly due to the introduction of the GDPR, the increase in the parcel segment of the business and the need to place significant investment in the upgrading and automation of outdated logistics chains. 
This is met with fierce competition from modern, growing competitors unburdened with decades of relative neglect, able to use their new technologies to provide an efficient service, forcing the group to reconsider its strategy.


4.0	Options/Action Plan

4.1	This highly competitive market calls for strategies that can capitalise on the group’s core strengths and competencies in order to improve its value chain. In order to realise the maximum advantage of the rise in the parcel segment of the business, the group should partner with online retailers to offer/combine logistics services. This will be cost efficient because it utilises its existing logistics capabilities and will also diversify its revenue stream and continue to support the growing parcel segment of the business.
4.2	To counter the decline in the letter/marketing mail segment of the business, the group should work to combine its physical value chain with the information/virtual value chain, using new opportunities for growth presented by the GDPR, offering end-to-end services based on its logistics and supply chain strengths, whilst working to reduce costs and improve efficiency.
4.3	In order to become more competitive, the group should reduce costs by realigning its large workforce (through dialogue with trade unions), outsource support services and streamline operations through upgrading/automation and investment in its logistics services to meet new demand.

4.4	These actions should be communicated to shareholders and the workforce at the earliest opportunity through public statements, business updates and financial statements. This will allow employee and union engagement, building understanding of the need for change and what it means to staff and customers. These actions will be monitored by setting performance targets which are regularly reviewed.
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