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For industry ohservers, it is evident that the postal industry has changed dramatically
over this past decade and that it wilf continue to change over the next. It is also true
that many operators have been successful in adapting their organisations to the new
reality and in actively pursuing novel strategies for growth.

Despite the digital challenges, paper has an impact and is still a compelling medium.
Most informed analyses now talk about integrating the digital and the physical,

in order to maximise the benefits from each, and the postal industry is certainly

in a unique position to be at the heart of this integration. The contributions in

this book, the secand in The Future is in the Post series, outline the nature of the
transformation in the postal industry, and emphasise the role of technology.

The Future is in the Post il is intended to provide managers, suppliers, customers,
policy-makers and politicians, regulators, academics, and in fact anyone with

an interest in the postal industry, with some insights into the challenges and
oppartunities it is facing, and how it is transforming itself through the strategic
actions of its operators.

The main part of the book contains contributions from a diverse group of people
{and organisations) involved with the postal industry worldwide. These very
experienced industry professionals discuss specific issues relating to transformation,
strategic developments and options for the postal industry. Their contributions offer
valuable insights for all those interested in the future of the post.
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Foreword

Tony Robinson
Managing Director of UKIP Media and Events

As the organisers of Post-Expo, the biggest world postal industry event which began
in 1997, we have had the opportunity to witness the significant transformation that
has been going on in the postal sector during the last 14 years. When we started,
the world was just embarking on a quiet revolution that has since transformed the
way we work and behave with ramifications for the postal industries that have been
far reaching and at times unpredictable. The internet, the biggest single element
of the revolution, has been followed closely by changes that have been of huge
cultural significance including personal communications and online shopping.
Much of what we take for granted now did not exist when we launched Post-Expo,
including hand-held data capture for parcel delivery and recorded mait and, for
consumers, the ability to track and trace parcels from devices in the comfort of our
own homes. Within Post-Expo we have showcased the companies, technologies and
people driving these changes and enabled the industry to come together to see znd
discuss the outcome of invention and adaptation. Without doubt for postal industry
operators and suppliers these years have provided a rofler coaster ride which still
continues to change and surprise.

We were particularly pleased to be associated with the first book published by
these authors, entitled The Future is in the Post - Perspectives on Strategy in the
Postal Industry. The book was launched at the 2010 Post-Expo in Copenhagen and
has since been widely distributed and read throughout the postal world. It has
generated useful and important debate about strategic opportunities for businesses
in the industry and created a platform for discussion amongst leaders and senier
managers of postal operators themselves but also amongst suppliers, customers,
regulators and many others with a stake-holding interest in the postal sector.
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In view of the degree of change facing the industry and the resulting transformation
that is taking place, | am sure that this volume will be just as eagerly read as the
first. The descriptions and perspectives both inform and challenge everyone who is
involved in the sector and whe wants to ensure that it continues to be successful,
albeit in different ways than may have been imagined in the past.

1 would strongly recommend this book to anyone who is serious about the
oppertunities and challenges we all face, as there are ideas to be found here, lessons
that can be learnt and stimulating questions to think about. All the evidence from
this baok and the continuing success of Post-Expo as a leading showcase event
points to the fact that the transformation which is happening is successfully shnkir'\g
up and reinvigorating a traditional sector which is now increasingly pushing out in
new directions, finding ever mare innovative ideas, embracing new technologies
and steadily re-inventing what it means to be in business in the postal world!

Preface
Changing Without Losing Yourself

Jean-Paul Bzilly

Chairman and CED. Groupe La Poste, France

For a number of years the French post, like others around the world, has been facing
unprecedented challenges, notably in the mail sector. These challenges have been
great in both scope and impact, and include the accelerated growth of the digital
socicty, with the accompanying physical substitution; the financial and economic
crisis; a growing concern for the environment; the opening up of postal markets to
the forces of competition, and so forth.

In 2004, the French mail market, which generated over half the revenues of La
Poste, was liberalised for letters over 100 grammes. Since January 1* 2011, the
market has been completely and irreversibly opened up. Seven years is a short
period in the life of an organisation such as La Poste, whose roots are so strongly
anchored in the history of the country. Yet, in this short time, La Poste has managed
to transform itself, whilst remaining loyal to its own values and to the trust of its
customers which is its most precious asset.

What La Paste has accomplished in recent years is nothing short of exceptional.
With Cap Qualité Courrier, the company launched the biggest programme of
industria! modernisation the country has ever known, renewing its economic
performance, developing customer satisfaction, and sustainably improving the
work place. The programme cost of €3.4 billion was entirely self financed. Cap
Qualité Courrier allowed La Poste to raise the quality of service and move from
less than 70% successful priority mail (next day) delivery in 2002 to over 85% in the
first months of 2011.

The three other major business areas of the Groupe La Poste have been through
similar transformations.
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In the area of parcels and express, the group has consolidated its leadership
position, built a pan-European network with GeoPost, and innovated to exploit
the new oppartunities created by the rise in e-commetce. In the area of financial
services, years of hard work and patience paid off when, in 2005, La Poste received a
green light to create La Banque Postale, which rapidly occupied an important space
in retail banking. La Banque Postale has positioned itself as a bank unlike any other,
with a focus on giving customers what they want: professionalism, efficiency and
cost-effectivenass, but with special touches derived from the Group's established
values, such as proximity, accessibility and openness. The recent economic crisis
validated this business madel based on simplicity and transparency to the customer
as well as safety and continuity.

Finally, the postal retail network, made up of 17,000 post offices and partner
points of sale, entirely modernised its locations, beceming truly welcoming service
centres, with faster, more practical, services. Post offices have been remodelled with
the aim of making every customer fecl more welcome, and guiding the customer
more cleatly to the right employee and service, Abave all, because this is a priority
for the customer, everything has been done to minimise waiting times, with the
result that waiting times have been halved in remodelled post offices.

La Poste is transforming itself in every activity and in every place in which it
operates. For sure the company has changed a lot. It has modernised, and adapted
itself in response to changing customer demands. However, a lot remains to be done
to pursue the modernisation in mail, to continue developments in other business
areas, to innovate more broadly in order to identify new areas of growth, and to
improve services, including multichannel services. In order to achieve this, La Poste
was corporatised in early 2010. [ts new status as a public limited company (sociédté
anonyme) with 100% publicly owned shares allowed it to raise €2.7 billion from the
state and Caisse des Dépots, a government-owned financial institution and long
term investor serving general interest and economic development.

All these challenges are stimulating to the company and encourage the creation of
new postal solutions, products and services to better meet the needs of customers.
We recently launched an ambitious plan called “2015 Let’s Reinvent Mail", to create
new services in the Erench and European spaces despite falling volumes. Thanks to
the industrial revolution undertaken in the area of mail La Poste is in a position to
offer mare innovative and individualised solutions to its clients, as well as higher
added value. La Poste can thus offer unprecedented value to both individuals and
businesses, thanks to the important gains in productivity and quality of service,

By developing in the way it has, permanently innovating and looking for
complementarities with the internet, the La Poste mail sector still has a positive
future to which it can look forward. Qur ambition is for mail to became the chosen

medium for our customers and partners: efficient and competitive, trustworthy and
sustainable,

A few years ago, La Poste may seem to have had its back against the wall, faced
with the impending liberalisation of mail and the rapid growth of the internet,
long viewed as a competitor to its services, but the company has managed, like
never before, to champion major modernisation programmmes and to transform

itself without neglecting its roots or losing itself. Now more than ever, the future
is in La Poste!

T e — 3 L=




CHAPTER ONE
Introduction and Overview of Contents

Kristian J, Sund and Derek Osbom

We often hear clichés about change, such as: “the only constant is change', or
“the world is changing more rapidly than ever”. The truth, however, is that change
is nothing new — it has always been a part of human life. So, why are we still
astonished when things change? Perhaps because, deep down, we are creatures of
comfort and habit, and habits are inevitably upset when the wotld around us looks
a little different each day. Faced with change we can either retreal deeper into our
old habits, refusing to play along with the new, or we can choose to abandon the
old habits for new ones. In a nutshell, this is what industrial and organisational
transformation is all about: changes in the environment forcing organisations to
adapt, either slowly or rapidly, successfully or unsuccessfully.

Over time, organisations develop strategies, routines and processes, and encourage
members of the organisation to follow these closely. Yet the outside environment,
composed of customers, suppliers, competitars, regulators and so forth, does not stand
still. Laws and regulations change over time, as do customer needs, suppliers’ products
and services, and competitors’ products and prices. An organisation that fails to adapt
its own way of doing business over time may find itself in a situation of strategic drift
- where its products and services, processes and routines, as well as more generally its
internal organisation, are no longer fit for purpose. Customurs move to new suppliers
and salutions, and ultimately the organisation finds itself in decline.

This scenarto has been played out again and again in a large number of industries.
Past success only makes the problem worse, as the organisation may blame sudden
decline on short-term problems, rather than concede the deeper mismatch between
itself and its changing environment. In the 1980s 1BM, which for decades had been

1 Aquateaccredited to the Greek philosopher Heraclitus {c 535 BC - 475 BC)
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the market leader in mainframe computing, was brought to its knees when the

personal computer took off. In the words of Robert Helker, author of the 1994 book
The Fate of IBM:

“What happened with 1BM was particularly marked because the company
had been so phenomenally successful. As a result, it was impossible for
people who had grown up in the system to understand that it didn't work any
more. In entirely new circumstances that were changing very rapidly, they
attempted to follow the old policies that were no longer effective.”

Another more recent example is Palm. Until ten years ago, Palm was the undisputed
leader of the PDA {personal digitzl assistant) market, but the firm largely missed the

mobile smart-phone trend. Prior to Apple’s successful launch of the iPhone in 2007,
the then CEQ of Palm, Ed Colligan said:

“We've learned and struggled for a few years here figuring out how to make

a deeent phone, PC guys are not Boing to just figure this out. They're not
going to just walk in.”?

Yet that was exactly what happened, with Apple’s iPhone and RIM's BlackBerry
going on to dominate the smart-phone market.

Transformational Change in the Postal industry

For a variety of reasons, aver the past decade the postal industry has been
undergoing rapid transformation. On the technology side, the main drivers of
change have included the rapid growth of the internet, which has resulted in
digital substitution for much of the physical mail. A key concern is that today the
industry continues to face the challenges of this digital substitution, with pradually
declining mail volumes in many countries around the world. The recent global
economic downturn only accentuated this decline and although we are now out of

that particular recession, there is no reason to believe that volumes will recover in
any significant way.

Having said this some areas, such as direct and hybrid mail may still hold a lot of
potential for postal aperators, Digital convergence has seen direct mail become

2 Quoted from Llayd, 8., “IBM: Decline or Resurrection?”. Management Decision, Vol 32 No B
1594, p. 5 o
3 Quoted from Meinck, C., "Palm Executives Calling Out iPhone™. cverythingiCafe, 11th April

2007, accessed on 3rd June 2011, http:ilwww.everylhingic;ufe‘comfpalm-execulires calling-
out-iphune/2007/04/11/

an integral part of the media mix, and electronic commerce has contributed to
a healthy development in the traffic of parcels. Globalisation has led to continual
growth in global trade, which has benefited all areas of logistics. Finally, competition
and digitisation in financial services, along with the growth in world trade, has
strengthened those posts active in banking, finance and insurance.

Operators around the world have been increasing their productivity, by employing
state-of-the-art technology for handling and sorting mail, as well as for engaging with
customers. And now, following total liberalisation of the Eurapean mail industry,
which handles over a quarter of the total number of mail items in the world, new
opportunities for internationalisation and growth have appeared. Therefore, some
opportunities for revenue growth still exist in traditional product areas and markets.

It is against this background that some have predicted the “final curtain” for the
industry, or at least for paper-based mail. Qur contention in this book, as was the
case in our previous book, is that this view both over-simplifies and misrepresents
the current situation. Yes, there are many challenges associated with industrial
change on the scale currently experienced by the postal industry, but there are
also many options and opportunities available to aperators. This book, with its
collection of contributions from leading figures in the industry, reflects some of the
diversity of perspectives on the transformation taking place in the industry.

Transformation - a Strategic Imperative

No-one can deny that the postal industry is at a crossroads, The postal market in
the European Union was liberalised very recently, and as Western governments
find themselves in a period of record budget deficits and public debt, it appears
obvious that the pressure to privatise national operators can only increase. Five
European national operators have already been fully or partially privatised, and
nearly all have by now been turned into commercial profit-oriented entities. This
puts operators in a new and delicate situation, where adopting the right strategies
for future revenue and profit growth is at the forefront of concerns. Status quo is
simply not good enough.

Many operators are using diversification strategies as a way of finding new growth
opportunities. Some have been extremely successful in areas such as finance,
logistics, or even telecommunications. H is therefore time that the strategic agenda

4+ Sund K. J. & Osborn, D {2010) The Future Is in the Post: Perspectives on Strategy in the Postal
Industry. Faringdon: Libri Publishing
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moves away from focusing on doom-and-gloom scenarios, towards a more positive
recognition of the strategic opportunities available to all operators. In 2010 we
invited 17 postal experts and thought-leaders to share with us their strategic
perspectives on the postal industry. The result was a first book which we titled The
Future is in the Post to emphasise that strategy is about planning for the future and
about getting postal organisations excited about that future. Common to ajl the
book’s contributors was that they held a firm belief that there is indeed a bright
future for the post. It was alsa recognised, however, that large-scale transformation
and adaptation continues to be inevitable.

There were in our opinion three key messages found in that book, that we believe
can and should help guide strategic thinking in the global postal industry. All
quotes below are taken from that first book

1. Make sure you have a clear strategy

A number of academic studies of strategy-making and of how strategy links to
business performance have indicated that having a clearly formulated strategy
tends to matter more than the actual strategy itself. Having said this, there
are also indications that in periods of high uncertainty and change, the actual
choice of strategy becomes more important. Recent research conducted by
Accenture on strategy in the postal industry supports this view. According to
Susan Barton, Accenture Posta! Industry Lead for Europe, Africa and Latin
America,

“In 2006, our research highlighted that choice of strategy did not seem to be
a major factor in determining success: having strategic clarity was sufficient.
In 2009, we found that strategic choice had become more important and,
indeed, four strategic categories were emerging across the industry. In 2010,
we discovered that choice of strategy was absolutely vital to success and
reflected as a top priority among our league table of postal players achieving
high performance.”

There may not always be a "right” or “wrong” strategy, but there is definitely always
a need for a clearly articulated strategy. Having no clear strategy is the worst
position of all,

In terms of strategy, key questions include:
*  Will we focus on our core business or move into new areas? and:

*  Will we remain within our home country or internationalise abroad?

" i e
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Diversification can be achieved both nationally and internationally, and increasingly
we see operators going beyond their national borders.

Grossly speaking there are four types of players in terms of internationalisation
and diversification. Firstly, there are the traditional operators that have chosen
ta focus on their home market, with existing products. Secondly, there are those
operators that have stayed within their borders but have diversified themselves away
from the core business, providing new services to the customer, such as financial
services for example. Among the players having internationalised themselves, we
find those that have a regional focus, typically moving directly across their borders
into neighbouring countries, but we also find the truly global players, although
these are relatively few.

2, Diversify to capture opportunities

Faced not just with the threat of stagnating revenue growth in traditional mail
markets, but also with the great opportunities offered to posts that can successfully
leverage their existing eapabilities and resoutces, including the very trusted postal
brand, a growing number of traditional operators have looked for new business
areas into which they can successfully diversify their organisations. The typical
capabilities that are leveraged in such diversifications include the trusted postal
brand, the extensive post office (retail) networks still found in many countries, the
logistics know-how, and others.

When determining what opportunities to pursue, it is clear that operators face
trade-offs. If you choose Lo move your business in one direction, you are likely to
cut off other possible alternatives. Opportunities therefore have to be examined
carefully. As Maxine O'Brien of KPMG puts it,

“Arobustand well-structured approach to opportunityassessmentis required,
which enables the eflective comparison of ideas, an assessment of their
merits, and the appropriate allocation of time, money and other resources.
Opportunity assessment fundamentally involves a critical exploration of the
strengths, weaknesses, opportunities and threats associated with particular
ideas and related business models.”

Some operators are exploring opportunities in the digital domain. For example,
at the cross-roads of the physical and digital, hybrid mail, although not new per
se, continues to offer opportunilies due to the particular advantages of posts
According to hybrid mail expert Jacob Johnsen,
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“Posts have a strong edge over any competitor. Even if e-service competitors
may have numerous electronic services, an offer that includes a physical
letter will need the post, either Lo bring a letter to the service or to deliver
a letter from the service. The post is the only player that has the ability to
mix physical and electronic services at its will, and be in charge of the entire
delivery chain.”

Diversification does not necessarily have to be strongly related to the core business
of mail or parcel delivery. As Stefano Gori, Head of International Business Strategy
of Poste Italiane says,

"Diversification into sectors that are considered to be mature, saturated or
highly competitive is not necessarily a bad idea. For example, who would
think that in Switzerland there would be a market for another financial
institution like Swiss Post financial services, or in a country like Italy, that it
was possible to enter a saturated and highly competitive market like mabile
telephony and acquire 1,600,000 customers in two years?”

3. Remain Refevant to the Customer

Essential to the thinking of any operator is that when customers are faced with
options for substitution, which they often are in the case of the services offered by
posts, it becomes critical to give customers good reasons Lo stay. As Moya Greene,

Chief Executive of Royal Mail, points out in the preface of our previous book: “The
goal is to remain relevant!”

The Future is in the Post

For industry observers, such as us, it is evident that the postal industry has changed
dramatically over this past decade and that it will centinue to change aver the next,
More importantly, though, many operators have been successful in adapting their
organisations to the new reality and in actively pursuing novel strategies for growth,
Opportunities are still numerous, and postal operators can find ways of adding
value to customers, both existing and new, by leveraging what posts do best. Posts
remain the only companies to visit every househeld (almost) every day. They have
extensive post office networks. They remain a trusted brand and partner in many
countries. They have 2 unique knowledge of addresses and households. They have
the ability to accupy a niche between the physical and digital. There are thus many

options available to operators but, mast importantly, they have to identify and
commit to these options.

Despite the digital challenges, paper has an impact and is still a compelling medium.
Mast informed analyses now talk about integrating the digital and the physical,
in order to maximise the benefits from cach. The postal industry is certainly in
a unique position to be at the heart of this integration. The digital and physical
worlds do nat have only to be substitutes one for the other, as some have suggested.
‘Through the post, they can complement each other too. In addition, the traditional
differentiators can still be exploited, for example the “Lrusted” brand, and the strong
intermediary roles between businesses and consumers, or between governments
and citizens. The post can also see the universal service obligation, which gives it
the apportunity to “reach” or "touch” every household daily, as a potential strategic
advantage or differentiator. However, this universal service obligation may well have
to be adapted to take into account the new technological reality. The contributions
in this book, the second in The Future s in the Post series, outline the nature of the
transformation in the postal industry, and emphasise the role of technology.

An Qverview of Contributions

This book is intended to provide managers, suppliers, customers, policy-makers and
politicians, regulators, academics, and in fact anyone with an interest in the postal
industry, with some insights into the challenges and opportunities it is facing,
and how it is transforming itself through the strategic actions of its operators.
The main part of the book contains contributions from a diverse group of people
fand organisations) involved with the postal industry world-wide. These are a
group of very experienced industry professionals, peaple who could be described
as “thought-leaders”, who we have invited specifically to discuss issues relating to
transformation, strategic developments and options for the postal industry.

For each contribution, we have provided a brief abstract and some questions for
thought, which can be used for discussion and to stimulate thinking. We hope
that, in this way, this book can become a springboard or a platform for some more
informed discussion and interest. It can also be used in a class-room, executive
development or workshop environment.

Each contributor has considerable relevant experience in the industry and, in many
cases, holds or has held important positions in key organisations or businesses in
the sector. However, as readers will notice, their analyses are not always identical.
We have deliberately retained a diversity of perspectives, since the contrast in
approach and conclusions is both interesting to explore and meriting of serious

attention.
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This volume starts with a preface by Jean-Paul Bailly, the President and CEO of
La Poste, who has overseen a majer transformation of that company. In the space
of only a few years, La Poste has massively improved the quality of its delivery
network, diversified on a large scale into the banking sectar, and turned its post
offices into a modern and customer friendly retail network. A great success story!

In the next chapters we find some interesting and different case studies of
transformation in the postal sector. We begin with two examples of postal opetators
who have changed their very identity as a resuit of transforming their business: first
the stary of bpost. as told by Johnay Thijs, the company’s CEQ, then the story of
Itella, delivered to us by Tarja Paikkinen, who led the re-branding of the Finnish
Post as Senior Vice President for marketing. Peter Brannstrom and Per Lindeborg
describe the ongoing operational transformation taking place in PostNord, the
new company that resulted from the 2009 merger of Post Danmark and Posten
AB, whilst Marten Bittner informs us about the context of major changes in the
Malaysian Post.

A key issue when discussing postal transformation is that of regulation. Most
operalors ate subject to regulatory constraints that often define or limit the business
areas open Lo the operator, the prices it can charge and se forth. In her contribution
to this book, Jody Berenblatt makes the point that business customers can play a
role in lobbying the government for regulatory change, whilst Monika Plum shows
how technalogical change and liberalisation are leading to co-opetition, a sttuation
where operators find themselves co-aperating in some areas, whilst competing in
others. Helmut Dietl and Christian Jaag argue that whilst pestal operators need
fully to embrace the unique competitive space created by electronic substitution, at
the intersection between the physical and digital, regulatory frameworks also must
be adapted towards a technology-neutral definition of universal service,

For those operators willing and able to be shapers rather than followers part of the
future undoubtedly lies in the electronic space. Frank Marthaler and Beat Eriedli
share the view of a technology-neutral universal service obligation and, along
with the subsequent contribution by Walter Trezek, tell us in their contribution
that trust and security are key features in that space, and postal operators are in
a good position to offer this, Marcin Bosacki provides an inspirational example of
how the Polish independent operator InPost has not only been cntering the digital
space, but has also fully engaged with social media and diversified into mobile
telecommunications. Mohammed Saleh Benten and Mohammed Al Abduljabbar
provide a contrasting case study of how Saudi Post has radically transformed

itself, becoming a major player in both e-commerce and e-government. Finally,
Touhami Rabii provides us with an account of how in emerging posts, hybrid mail
is opening up more new opportunities and is doing so in ways that are different to
the experience of posts in developed countries.

An issue of increasing concern for posts is the impact of their operations on the
climate and the environment, as well as the notion of sustainability and corporate
responsibility in general. Kristin Ringvold and Anders Rygh present us with the
climate strategy of Posten Norge, who in addition to being the historical postal
operator, is the largest transportation and logistics company in Norway. In their
contribution, Luis Paulo and Maria Rebelo explain how and why CTT Correios
de Portugal has similarly decided to transform itself into an enviconmentally
sustainable organisation.

The final contribution in this book, by Pascal Clivaz and Matthien Boillat, discusses
the changing role of the Universal Postal Union, and how the UPU is adapting its
own strategy in response to the transformation of the industry.

We hope you will find this book and its contributions engaging and inspiring, and
will enjoy reading it as much as we enjoyed putting it together. We invite you to
dialogue with us directly, with your reactions, observations, and suggestions.
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| CHAPTER TWO
From De Post-La Poste to bpost:
Ten Years of Constant Change

Johnny Thijs
CEO, bpost

The traditional public postal operator of Belgium has been through a radical {
transformation. In just over ten years, since becoming a limited company, it has
changed in so many ways that it is hardly recognisable from the organisation
it was. The sweeping nature of the changes are described and although it has
not been easy, the company, now known as bpost, has taken their employees
and stakeholders with them on this journey and is now performing strongly in
Belgium and internationally.
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FROM DE POST-LA POSTETO BROST

In June 2010 the Belgian national postal opetator De Post-La Poste changed its name
to bpost. This name change was the last episode of ten years of major changes and
ruodernisation at all levels of the company. These changes were intended to ensure the
company’s future in a fully opencd postal market. Today, bpost — a name that refers
to its Belgtan roots and its core business - faces the future confidently and vigilantly

Although there have been ten years of constant change, the transformation process
started to take root even earlier than that.

Background to the Changes

Scarcely 40 years ago, bpost was part of the Ministry of Transport. In the
late sixties, decision-makers became convinced that managing an industrial mail
activity was not the core business of the State and civil servants, The “Regie der
Posterijen-Régie des Postes” was the first attempt to reduce bureaucracy and create
an appropriate management structure and this became operational on 1* January
1972, lasting for 20 years.

In October 1992 the autonomous public company De Post-La Poste-Die Post was
created in a new attempt to improve the organisation and quality of the postal
service. At the end of the eighties it became clear that the "Regiz der Posterijen -
Regie des Postes” had failed: poor quality and bad results led to several important
injections of tax payers’ money, through political rather than entrepreneurial
management. The public demanded more quality and betler results and there was
a need to restore a balanced state budget (Belgium indeed had commitied itself 1o
be one of the founding memnbers of the Euro}. There were also Lthe first but clear
signs that the European Union was heading towards a full opening-up of the postal
market and it became obvious that something had to be done. So the “Regie”
became a public company, the management was granted autonomy and the political
actors took up their position as stakeholders,

Since then, the responsibilities of both management and public authority have
been defined in a “Management Contract” A public company can still be called
upon to achieve objectives of social interest or public benefit, but within the
limits and under the financial conditions as provided in the contract and without
compromising the profitability of the company.

Finally on 17* March 2000, the autonomous public company was converted into a
limited company under public law (thus enabling it to enter into partnerships and
alliances) which was one last necessary step to face the growing competition and
increasing pressure on mail volumes,

13

Major Change Is Embraced

From then on, the company embraced change - at all levels and in all divisions -
driven by the ambition to secure a place in the leading group of European postal
operators.

The complete reorganisation of the logistical activities involving the delivery of mail
and parcels, bpost’s core business, was and still is the major project. Organisation
and procedures must be continuously adjusted to changes in mail volumes and
flows and at the same time the latest technological advancements in the sorting
infrastructure {for sequencing of mail in order of delivery, based on street names
and house numbers) must be taken into account. The complete overhaul of the
network structure {small delivery offices operating in one municipality are being
merged to create operational platforms covering several municipalities) and new
delivery methods contribute to the necessary cost reductions in buildings and
transport. This has resulted in the quality of delivery being improved in a very
significant way.

In the face of growing competition and increasing pressure on mail volumes,
new niches for growth were explored to complement the range of products and
services and the ability to respond to the needs of the customers was improved.
The acquisition of several companies which specialised in parcel distribution and
express services was part of this strategy The Distripost service was created to
capture a larger share in the growing market of non-addressed direct mail. Value-
added mail services and integrated document solutions (i.e. collect and stamp,
hybrid mail and digitising inbound paper documents) contribute to the one-stop-
shop solution bpost offers 1o meet customers’ needs. In secure email, the Certipost
subsidiary provides highly secured electronic document exchange {sending and
receiving) to both businesses and residential customers.

Developing Internationally and Reorganising Post Offices

bpost international (BPl) competes in the market of international mail and parcels
which was fully opened to competition in 2002. Today BPI is one of the top five
players in the world. The new international sorting centre at Brussels Airport
processes a daily stream of mail and parcels to and from 190 countries. bpost
international has activities in ten European countries and Asia and in 2009 bpi
expanded its activities in the USA through the acquisition of MS$I Warldwide Mail.

Reorganising the heavy-loss-making network of 1,300 post offices, to facilitate easier
aceess to postal products and services and improve customer satisfaction, was a

.
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major challenge for bpost retail division. Since the start of this reorganisation in
2005, the traditional post offices have no longer been the only places to buy stamps,
send parcels or collect registered mail. Depending on their needs and lifestyle,
customers now have various points of access: post offices (mainly for banking and
financial products), PostPoints (basic postal services are offered in partnership with
Incal businesses), local stores for stamps, eShop and call centres. The remaining
post offices are being redesigned Lo offer more comfort for customers with open
counters and waiting time management. In addition, a range of new products and
services were introduced. The financial and insurance services of Bank van de
Post-Banque de La Poste continue to be an important part of the ratai} division's
modernisation strategy.

The Results of the Changes

These many sweeping changes were made without lowering quality or customer
satisfaction. On the contrary, the quality index for delivery rose from around
85% in the carly years of 2000 to 96.4% in the first six months of 2010, This index
shows that letters, parcels and registered mail items are delivered within the term
promised (standard next day) in more than $6% of cases.

In 2004 just 75% of post office customers were satisfied with the service they
received. By 2009 82% of customers gave bpost a satisfaction rating of 5, 6 or 7 on
a scale of 7.

The changes also resulted in significantly increased productivity. The number of
employees (expressed in FTEs) fell from 40,024 in 2003 to 29,600 in 2009 and the
income per FTE rose from €50,000 in 2003 to €75,000 in 2009.

In spite of the higher workload and the constant pressure of change, the satisfaction
of bpost employees has also risen significantly. In 2008 74% of employees said they
were motivated and satisfied (ratings of 5-6-7 on a scale of 1 to 7). By 2010 that rate
had risen to 81%.

In short, ten years of sweeping change and restructuring have proved successful,
with greater efficiency and productivity, an updated product range, improved
quality, more customer satisfaction and motivated employces. That is expressed in
bpost’s improved financial health. In 2003 bpost generated €1.9 billion in income, a
negative EBIT' of €79 million and an operational margin of -4.1% (as a % of income).
In 2009 the turnaround was clearly visible, despite the economic crisis: the turnover

1 Earnings before interest and tax

was €2.25 billion, the EBIT €240 million and the operational margin 10.7%. This
positive development continued in 2010.

Lessons Learned

Over the past decade bpost has proved by these results that it can implement tough
sweeping change. The conditions are clear:

* Allstakeholders must be shown very elearly fram the very beginning why
the status quo is not an option.

* Everyone - shareholders, employees and the unions — must be mobilised
around a multi-year plan with good future prospects. No changes must be
made against the employees but together with them. Constant honest and
transparent communication with all parties is essential at all times.

®  Stay focused! The company must stick to the “line of reform” through
all storms and not allow itself to be diverted from the master plan. Solid
binding agreements between the stakeholders and the state are essential.
For bpost the entry into the capital of a private minority shareholder in
2006 was critical in maintaining the drive for change.

bpost's challenge now is to continue to fulfil the expectations of stakeholders and at
the same time guarantee the company’s economic sustainability in the digital age ,
even after the full opening of the postal market. This is a tough assignment, because
volumes will continue to decrease and even a modest decline in volume could have
a significant negative impact on bpest's profit margin. To be successful, bpost has
defined a strategic plan to maintain strong financial results, achieve growth with
the new services despite the loss of volume in traditional mail, further reduce costs,
guarantee the high quality of its service and continuously strengthen customer
satisfaction. One thing is certain - there will be more years of constant change ahead.

Questions for thought and discussion
1. Why did De Post-La Poste embark on this challenging series of major changes?

2. How is bpost now essentially different from the organisation it was? What have
been the guiding principles for the “line of reform™ that they have focused on
throughout?

3. Intransformations of this scale, why is it so important to mobilise employees and
other stakeholders and how is this done most effectively?

FROM DE POST-LA POSTE 7O BFOST 15
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CHAPTER THREE
New Industry, New Strategy, New Brand.
The Case of Itella from 1638 to the New Decade

Dr Tarja Padkkdnen

Executive Partner, Boardman

In this chapter, Tarja Pddkkdnen, Senior Vice President at Itefla from 2004 to 2010,
reflects on the transformation that redefined the former Finland Post and gave
birth to the Itelfa Group. This case study is an example of a complete strategic
repositioning of a former state post, with a view to re-conquering the physical
through the digital.
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THE CASE OF ITELLA FROM 1638 TO THE NEW DECADE

19

In 1638 Queen Christina launched a powerful declaration in order to start letter
deliveries between Stockholm and Narva via Turku, on the south ceast of Finland,
At that time this decision was not only business related, but also very much
revolved around the power balance and communication strategy between different
countries in Northern Europe and Russia.

Today ltella operates in 15 European countries and employs roughly 29,000 people.
In 2010 its net sales were approximately €18 billion, ltella is one of the oldest
companies in Finland and naturally very proud of its roots, but at the same time
it is under enormous pressure to build new business in order to be able to grow in
the changing industry.

New Industry

As we know, the postal industry is in a major transformation, which means that
there are business threats, but also opportunities for agile players in the market.

We have experienced “six waves of media”: print, radio, TV, recordings, internet and
mobile media. Today we live in a world where people daily use mobile devices more
than ever to communicate, to find information, to make decisions and to entertain.

There are roughly 4 billion mobile devices, which is twice as many as the number
of TV units. We live in a world where over 500 million peaple are active Facebook
users and this number is increasing constantly. So we could almost say that after
China and India, Facebook is “the third biggest country”.

In this situation the most important question from the company strategy perspective
is, which business are we in? This vital question concerns all postal industry players,
especially the ones who in many cases have dominated and operated for centuries
in the market.

This question was also faced by Finland Post Group in 2004, although naturaily the
topic had also been discussed much carlier, in fact in the later part of the 1980,
when Finland Post and Telecommunications were under the same “roof”. Nowadays
Telecom Finland is part of TeliaSonera Corporation.

But how was the original question answered? In Finland Post, after several long
discussions and workshops, the Executive Board ended up defining a new industry.
We started to call this new industry the “Intelligent Logistics Business”, part of
the digital society. Furthermore we defined “Intelligent Logistics Business” as ‘the
management of all material and information flows by using the latest technology’

Thf: question was answered, but the actual renewal work was just in its beginning,
This new industry included such players as traditional posts, direct mail, logistics
companies, but also players like ICT-companies, telecom operators, and information
logistics and social media companies. So the competitive arena was also renewed.

New Strategy

For Finland Post the new industry definition led also to the process of redefining
the strategy in a new way. In the 2006 new vision statement, 2 major strategic goal

was set: “to become the leading company in intelligent logistics in Northern Europe
and Russia™.

Naturally product and service portfolios needed to be renewed as well, to match the

different needs of corporate customers and consumers. This work is still ongoing in
2011 and will continue into the future.

T highlight the portfolio change, here are some cxamples from the customer point
of view:

*  From letters to iPost, NetPosti and customer marketing
® From cards to mobile cards

From transportation to e-commerce solutions

* From invoice letters to the invoicing process

* From warehousing to fashion logistics

From basic mail products to environmentally friendly services, known today
as the Htella Green product family.

So to summarise, strategic change meant moving from a product and production
orientation, to a custoter process atd solution orientation. From the corporate
customers’ perspective the focus was on market, sales, delivery and invoice pracesses.

In a company like the Finland Post Group, which has roots going back almost 400
years, it is not always that easy to execute the chosen strategy in daily operations,
but there has not been any other option. “Change or be left out”, as if you are
irrelevant to customers in this new industry you will eventually be replaced by
competitors. This message was communicated across the whole company.

In this strategic change the role of the sales and marketing team was important
representing the customer voice in the company. In 2006 a sales and marketing

-
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strategy was defined for the first time, with a holistic approach by using corporate
level strategy as the starting point.

All people across sales and marketing were invalved in defining the new strategy by
using internet-based digital dialogue tools. ‘The new sales and marketing strategy
was called 1:2-3. So if you could remember the name, “one-two-three”, you could
remember the whole strategy:

1 Number one brands
1 Number one shop expetience
1 Number one sales and marketing practices

2 Double customer time

t2

Double international sales

3 More than 3% growth (meaning €160 million net sales growth during the
strategy period)

The key 1o success was that the new sales and marketing strategy was so easy to
remember and communicate without any slides. We succeeded in changing the
leadership style, by involving people and investing in cumpetence development
and also renewing the sales bonus system. The most important thing was to build
a culture, where sales was important, not just the “last place to work”, People felt
their work was now valued, The outcome was that employee satisfaction was one of
the highest in the whole company.

Four years later, in 2010, the actual results were reviewed: sales and marketing
efficiency had improved by +40%, net sales increase was + 300 million, which was
more than targeted. In customer interface, every sixth minute a customer contract
was signed, meaning annually roughly 20,000 contracts. Customer activilies in
sales and marketing were doubled and people were proud of it - “we did it"

New Brand

The biggest and perhaps hardest strategic change in the implementation of the
sales and marketing strategy was renewing the brand. Why? Finland Post Group
represented a long term institution in Finnish socicty. Everybody has strong
connections Lo it, meaning also strong feelings and even stronger opinions including
those of both businesses and consumers.
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When we first started planning a brand renewal, there were roughly 20 different
company names in use in eight different countries. Obviously, that was inefficient,
not at all customer-oriented, not cost-effective. A new business strategy across
three business groups provided an excellent backbone from which also to define a
new brand architecture, where the core was a new customer promise: Smart Move.

Smart Move represented a new service solution approach. After evaluating several
options against selected decision-making criteria, and interviewing different
stakeholder groups including customers, we decided in the Board that Finland
Post Group would be changed into ltella Group with two service brands: liella
for corporations and Posti for consumers in Finland. In other words the goal was
driving growth and profitability through two strong brands: Itella and Posti.

After the ltella launch spontaneous awareness increased to 90 % in ten months,
which is an excellent achievement taking into account that the marketing budget
was around 1% ol net sales. Now in 2011, Itella is known in European countries and
is also a market leader in Russia.

In the end, the Postal Industry can be seen as a “low value, no future” industry, or
as “land of opportunity, new innovations to rise” based on the convergence of two
ingredients: material and information. Some companies are kings in material flows,
some are queens of information, particularly digital information, but few can master
both. That is the opportunity. the size of a continent, to be discovered and conquered.

Questions for thought and discussion
1. Who champions the kind of transformation experienced at Itella over the last
decade? Who are the key stakeholders involved in the transformation?

2

It is often considered that the postal brand is one of the most valuable assets
of historical postal operators. Yet, Itella chose to abandon that brand for a new
one. What does the Itella story tell us about the strengths and weaknesses of
historical postal brands?

3. What new capabilities would ltetla have to build up or buy in to succeed in their
new strategy? (It is interesting to note that out of 7 Executive Board members in
office at the beginning of 2011, 5 have joined the company since 2005.)







