Future of postal banking in the EMU

1. Introduction

Postal banking is a special form of rendering financial services. Despite it emerged much later than traditional banking, it maintains advantage in comparison to other providers of financial intermediation. Presentation of the nature and evolution of postal banking at the beginning of this paper should allow for understating its potential. In Europe the potential is in addition enhanced by monetary integration and freedom in providing services in the European Union. The evolution of postal banking so far can be captured by two models. The form of providing financial services via post offices depends on legal framework and some additional functions entrusted to post in the area of financial services. It can be argued that currently under unification and integration initiatives we will witness creation of a supra national, pan-European post banking institution. It seems a reasonable scenario, since already multinational postal groups are operating. 

Introduction of a common currency leads to increased competition at each of the financial markets in a monetary union. This includes also commercial banks and quasi-bank institutions.
 Dynamics in both sectors can be recognized by focusing on the number of competitors offering close and perfect substitutes in financial services. Competing is increasing in inter- and intra-sector relations. 

In case of postal banks it is possible to consolidate operations of national providers at the EMU level. So far an integration initiative was initiated for a unification of some postal services in the EU. Despite creation of a one pan-European post operator is not expected in the nearest future, there are some signals of a trend leading to the mentioned solution. There are no technical but still some legal impediments for this scenario. It means that a new player could appear at the regional postal services market. Simultaneously there is a rationale for a EMU-wide postal bank of some unique features and significant comparative advantages in several dimensions. This paper’s aim is to present a possible scenario for this development and to discuss consequences of a pan-European banking institution for the financial system, the banking sector and the EMU economy.

The paper is composed of four parts. Part one presents characteristics of postal banking. Part two is a history of emergence and evolution of postal banking in Europe. Part three is a short description of two models of development of postal banking present in the literature so far. Part four covers a scenario for further development in postal banking under full economic and monetary integration and some conclusions about micro and macro effects of this scenario.

2. The nature of postal banking.

Postal banks maintain a special position among entities operating according to legal framework other than banking acts. Exceptional form of providing financial services results from a wide variety of factors that will be discussed below. At the beginning it is reasonable to point out that postal banking in developed countries plays an important role in social and economic dimensions. This is going to become evident after learning about evolving this sphere of financial services provided by post infrastructure. Fast development of this activity is the reason for separating it into a distinct divisions in organizational structures of national post operators.

A common thread in postal banking worldwide is offering financial services via post offices in the home country of the national post operator. The high number of outlets motivated development of two main groups of services offered, namely in savings and transfers / payments / settlements. Initially, investment banking and credit products were left for traditional banks. Today however these are also provided by postal banks in a variety of forms. The core group of clients for postal banks are households and small enterprises. Corporate entities use postal banking services rather seldom. Another important feature of postal banking is a synergy effect due to providing simultaneously postal and financial services (eg. mailman delivers promotion leaflets together with regular post).

Dynamic development of the banking sector and globalization process create new perspectives and some threats for postal banking. A groundbreaking change, when potential coverage of national postal banks is considered, was introducing a monetary union in the EU in 1999. Advancing liberalization of post services and using the same currency enhanced ability to render financial services by national post operators. For an in-depth analysis of this new potential some knowledge about postal banking development so far is required.

3. Emergence and development of postal banking in European countries.

Postal banking was invented in Europe. This form of providing financial services benefited from many advantages in accessing clients – especially those with small and modest income, living far from financial centers. As a result of such customer characteristics the pattern of services offered by post operators differed from the very beginning from an offer of traditional commercial and investment banks. The main category of financial services provided via post infrastructure was associated with payment / settlement system for both: public and private affairs. The other of no less importance was gathering private savings by providing simple forms of investing in deposits or treasury bills and bonds. These were the core activities at the roots of postal banking.

The advantage resulting from numerous outlets was appraised and utilized in XIXth century in Great Britain by British Post when money for soldiers and sailors deployed to Crimea War was delivered by mailmen since 1855.
 After this initial experiment, all other public servants and soldiers garrisoned all over the globe were receiving their remuneration via post. The British Government recognized efficiency of the post in providing this kind of service and decided to entrust to the British Post delivery of pensions and all other public financial benefits to the society. Another important extension of the post operator in Great Britain in XIXth century was a costless tax paying via post offices. This solution brought benefits for all interested parties. Government decreased cost of raising taxes, society saved on effort to meet tax obligations and the post obtained an additional revenue.

In Great Britain the Post Office Saving Bank was created already in 1861. Aside from financial services provided so far by national post operator it started a new line of business. Mimicking Italian Post, the British postal bank was offering deposits for low-income citizens. Post offices were providing not only typical deposit services but also treasury securities as a form of saving. What is important, these financial instruments were guaranteed by the government and raised funds supported public finance. Initially modest selection of treasury securities was extended to cover wide variety of treasury bonds.

The next step in facilitating dynamic development of postal banking in Great Britain was founding National Giro in 1868. The core function of this institution were fast and cost effective monetary settlements via post offices’ infrastructure.
 It was later entrusted with unemployment benefits delivery and some deposits as well as credit services. National Giro became a full fledged bank in 1978 and was renamed to Nationalgirobank. The wave of privatization in Great Britain resulted in privatizing Nationalgirobank by selling it as Girobank to a financial group Alliance & Leicester Building Societies. It was granted the sole right to utilize  postal distribution channels for 10 years. The Girobank was highly centralized and this feature facilitated fast and cost-effective processing. Another advantage resulted from servicing customers at post offices and via telephone instead of traditional bank outlets. The other forms used by Girobank to communicate and reach its clients were mail and ATM network. It should be acknowledged that Girobank was among the first banks that introduced mail- and telebanking (Telecare). It provided its customers with pre-addressed envelopes with transfer forms and cheques.
 Absolute advantage over traditional banking was granted by the fact of longer office hours for post offices during 6 days a week. Girobank is offering currently corporate banking services in the Alliance & Leicester group. It took over Sovereign Finance in 1996 that was specializing in financing assets for enterprises and local governments. Since 2003 Alliance & Leicester Building Societies, Girobank and Sovereign Finance operate under a common brand name Commercial Bank.

The developments in Great Britain since 1855 were indeed groundbreaking for post operators all over the world. Following British example, other national post operators introduced this new area of activity. Italian Post started offering deposits in 1857 as a part of a governmental program aimed at gathering voluntary and imposed deposits.
 As a result significant increase in deposits was observed. After unifying Italy, these private savings were a basis for creating Casse di Risparmio Postale. It was an institution operating within the national post organizational structure but it was simultaneously responsible to the Ministry of Treasury. With time, this entity started distributing wide variety of treasury securities. In 1917 it introduced a giro system allowing for settlement of society’s obligations with public institutions. Currently, financial services via postal infrastructure in Italy are provided by Bancoposta. Until the end of 1990s the main categories of financial services offered were deposits and transfers and payments. Most recently it has been extended by allowing for distributing securities issued by private sector. Since 2001, Italian Post offers also investment banking services and insurance services. It is not allowed to extend any loans using its own resources but it can be an intermediary for basic commercial agreements, including credit ones. For several years Italian Post undertakes initiatives to strengthen Bancoposta trade mark.

In Netherlands, the cradle of financial intermediation in a form of an exchange, financial services provided by the national post operator started with creation of Rijkspostsspaarbank in 1881. Initially, the bank was offering deposits. This institution was founded by Dutch government for “an average citizen”,
 because back then commercial banks were offering services to wealthy customers only.

Financial services offered by postal banking in Great Britain and Netherlands were initially aimed at average and low-income citizens. Until then, commercial banks were dealing only with companies and wealthy individuals in big cities. Common nature of post services and numerous post offices located also in small towns and villages allowed average and low-income citizens to access financial services. This had a fundamental significance for developing financial services offered by public posts in Europe, giving them an advantage that is present also today. 

Money transfers and settlements via post offices in Netherlands were introduced relatively late, in 1918. They were provided with postal infrastructure by a new institution – Postgiro. It is worth to mention that Postgiro was a pioneer in home banking rendered via telephone, which turn to be an enormous success. Merger of Rijkspostsspaarbank with Postgiro was a basis for the Postbank founded in 1986. This new entity was a company with the only owner – Dutch Ministry of Treasury. In Netherlands this bank has achieved full success. It is enough to mention that it is maintaining à vista accounts for about 60% of Dutch households.
 Heading toward corporate banking, the Postbank merged with NMB Bank that hold strong position at international and corporate banking market. Since the day of a privatization of Postbank it has been owned by an insurance company – Nationale Nederlanden in 1993. Today the whole group operates under ING Bank brand name.

Following examples of British and Dutch Posts, the French Post focused also on low-income citizens that had no access to financial services at the end of XIXth century. French Post commenced rendering financial services in 1881. For this purpose Caisse d’Epargne Postale was created. Its functions covered offering deposits that were invested in public projects.
 Nowadays, La Poste is a capital group composing of more than 200 companies. Subsidiaries of La Poste operate in Germany, Great Britain and Benelux countries. La Poste holds 10% share in ATMs.
 In 2001, more than 4 million customers were serviced via Internet, Minitel or a phone. At the beginning of 2002 about 1 million of clients created free, life-long Internet accounts. All the time the main focus for La Poste is on individual, private customers, that are serviced at about 17 thousand post offices. Currently the financial services offered by La Poste include deposits (most of them generate tax-free interest income), loans, payments in giro system, investment funds, insurance services (including tax-free items) and investing in securities worldwide. For corporate clients La Poste offers “tailored” financial services at its 20 regional advisors teams. It services more than 30 thousand of corporate customers. The offer is competitive. In January 2006 a new entity La Banque Postale was founded as a subsidiary of French post. Despite of a very short history, La Banque Postale has already 2,9 million of clients out of which 570 000 are corporate ones.
 La Banque Postale is a successor of the Financial Services Department at French post. This is the source of vast experience in managing financial flows and for significant trust by its clients.

The birth of financial services rendered by German Post is quite different  from the British, Dutch or French ones. In case of Germany commercial banks were very effective in hindering presence of the national post operator at the financial intermediation market. It resulted in giving up the idea to provide financial services via post infrastructure for a long time. This was the reason why German Post introduced money transfer system in 1908.
 Economic crises that hit Germany after IWW also contributed to keeping the German Post away from rendering financial services. The first giro system by the national post operator was introduced in 1932 but it lasted only for a short period. In fact, it was in 1989 when financial services were separated from postal operations, when Deutsche Postbank was created as a result of so-called postal reform. In 1999 Deutsche post decided to become the sole owner of the Deutsche Postbank.

Deutsche Postbank is offering its services in all 13 thousands of post offices and has the sole right to do it. Nonetheless, it should be acknowledged that some advanced products, involving risk management are offered only at bank outlets under supervision of Competence Centers. The Deutsche Post offices are opened 6 days a week and service from 2 to 3 million of clients daily. Postbank is pursuing the concept of self-servicing via telephone banking & home banking with the full support from personal advisors. In this regard multi-channel access to banking services is offered via Internet, WAP, telephone and 600 of Central outlets of the Deutsche Post. The services offered are aimed at all possible clients, including households and small, medium and big enterprises. When considering the number of customers, the Deutsche Postbank with its 10 million clients is the undoubtful leader among retail banks in Germany.
 For all customers a full offer of loans, deposits, transfers, payments, investments and insurance is provided. With more than 400 thousand corporate clients this bank has also a significant share in this segment. In addition, the Deutsche Post with Postbank is the largest distribution channel for pension and social benefits reaching about 24 million recipients nationwide.

For similar reasons as in Germany, the late commencement of financial services offered by national post in Spain was observed. Since 1916 the Spanish Post, via its subsidiary Caja Postal, started to offer basic financial services for people living far from financial centers.
 Initially Caja Post was offering only deposits at post offices. At the beginning of 1990s the government decided to merge this entity with public financial group Argentaria. This group was later privatized and sold to the largest bank in Spain – Banco Bilbao Viscaya Group in 1998. 

In Poland and Czech Republic that were in XIXth century parts of the Austrian-Hungarian Empire, the first financial services in giro system were offered by post operator in 1883. Further development of postal banking in Poland, after regaining independence, was associated with Postal Savings Cashier founded in 1919. It was a governmental agency of money transfers subdued to the Ministry of Post and Telegraph. The services offered covered deposits, cheques, transfers & payments, but also sale and repurchase of the Treasury securities, cashing notes, international money transfers and custody for the Treasury securities. In 1928 life insurance services were added to the offer but they were available only to post office employees.

During the systemic transformation in Poland, Postal Bank (Bank Pocztowy SA) was created in 1990. In the same year it became a legal person and commenced its operations. As a share issuing company it has only one strategic investor, which is since 1999 the Polish Post holding 75% of share capital. The remaining 25% belong to PKO BP SA.
 The Postal Bank in Poland derives its roots from the Postal Savings Cashier that was operating before WWII and was offering its services via postal infrastructure. The Postal Bank was recently hit by some problems with low capital coverage and some bad debts.
 The bank however managed to survive these problems and now strengthens its standing.

The offer of the Postal Bank in Poland is available at 5 000 post offices countrywide.
 Its clients are benefiting from à vista accounts, and all associated services, loans and deposits. The access is also via Internet and telephone. The target customer groups are individuals, small enterprises, home communities and local governments.

Further development of postal banking services in Austria reassembles that one in Poland and is associated with Postsparkasse AG. Due to the sole right to use post offices of the Austrian Post, the Postsparkasse AG offers its services in all post offices in Austria.

In Finland Sampo bank is benefiting from the similar sole right to offer services via all post offices. This bank is considered to be the most technologically advanced postal bank in the world.

In Belgium, Ireland and Portugal financial services are offered directly by national post operators and not by a separate or a subsidiary entity. The target group are individuals only and services are restricted to deposits and transfers & payments.

Summing up, it can be noted that the beginnings of financial services offered by national post operators emerged at the same time. The rationale for extending the standard functions of posts was the fact that large share of every society had no access to financial services at all. This referred especially to low-income citizens and people living in the rural areas. One has to remember that commercial banks in XIXth century in Great Britain, France, Netherlands, Germany and Spain were focused on wealthy citizens and companies only. A factor that greatly contributed to the postal banking success was the common nature of postal services resulting from numerous post offices exceeding in number outlets of any bank. It was the high accessibility of financial services in post offices that decided about postal banking advantage. From that moment, individuals became an important target group also for traditional banking. In some countries, commercial banks were influential enough to prevent emergence of postal banking and postponed its development, as in Germany or Spain. This was also a crucial factor for evolving two distinct models of postal banking.

4. Two models of postal banking.

On the basis of a history of postal banking in Europe one can recognize at least two ways of developing financial services rendered via post infrastructure:

· bank-based,

· administrative.

The causes for this division should be perceived in some specific features of financial systems. By the end of 1970s, competing in financial services was expected to yield financial sector instability. Therefore in many European countries legal framework was introduced to restrict economic freedom by imposing specialization. This in turn had a significant influence on postal banking. Under such restrictions national post operator was conducting activities according to administrative model and was not allowed to move from the basic and simplest financial services toward more advanced ones, if any. On the other hand, the bank-based model was associated with much more freedom in shaping the services offered, especially in extending loans.

Bank-based model means that there is a separate entity – a postal bank – dependent in 100% from the government, other business unit or the public post operator. Activities of the postal bank are autonomous and products are competing with those offered by traditional banks.
 When the bank is associated with the public post operator it does not bear the costs of postal services of a common nature. A good example for this model is Great Britain, Germany and Poland, so it means Girobank, Deutsche Postbank and Postal Bank. Since 2006, this model characterizes also solution present in France – La Banque Postale.

The important feature of this model is that risk management as well as sales management is entirely the matter of the bank and not the post operator. Products in the area of risk management are offered only in bank’s outlets or under close supervision of Competence Centers, remaining also totally under bank’s responsibility. This way a postal bank develops its own “backyard” serving credit products. Costs of this “backyard” do not fall on post operator. Postal banks try to build their own position based on à vista and deposit accounts and offer credit products of their own. Using the post infrastructure jointly by a postal bank and a post operator, which includes transportation, computer network and the telecommunication network, allows for some synergy. In the bank-based model, postal banks play the role of an integrator of financial services: banking, semi-banking, insurance and investing ones.

An alternative model – administrative – is based on rendering financial services by a national post operator itself. These services are perceived as an enhancement of the basic pattern offered by the operator and are not subject to regulations common for banking institutions. The prices of financial services offered by post operators can be set by public administration. This kind of model can be found in Portugal and in Italy (Bancoposta). As in the other model, post infrastructure serves in additional activities but is bearing the costs of using it for rendering financial services. In case of Italian Post, it is significant that it does not extend loans with its own resources and financial services are of inferior importance. The same can be said about solutions found in Portugal.

The above characteristics of the two models lead to a conclusion that under the bank-based model the entity has much more freedom in shaping its operations and products. The role of integrating financial services, which include standard banking services, investment and insurance is not to be underestimated. Sales and risk management is under this model in the hands of the postal bank. When the bank is associated with and subdued to the national post operator, it is granted the sole right to use its infrastructure. When the post operator allows for more than one bank using its infrastructure, the offer available to the clients become more competitive at the cost of profits of competing banks.

One has to recognize the competitive advantage achieved by a bank using post offices as its outlets. The source of this advantage is not a technology or professional client relations since these two are standards nowadays. The reason is in lower costs allowing for lower prices of products. This is why West European post operators optimize cost significantly and maximize synergy by providing postal and financial services jointly.

5. Future of postal banking after the EMU.

In 2007 it can be said that European Monetary Union is a successful one, both at micro and macro levels. For the whole EMU economy a stabilizing effect of the Euro can be seen. The reason is in anti-inflationary monetary policy of the European Central Bank. Another factor is a significant fiscal position improvement in most of the member states flowing from implementation of the Stability and Growth Pact. Low inflation, low nominal interest rates and removing exchange rate risk for intra-union transactions result in lowering specific risk premium for the EMU countries. Introduction of a common currency contributes to the development of more efficient and liquid financial markets leading to their integration. As a consequence, these markets attract foreign capital and offer it in a variety of forms. Now a question appears if the same integration is going to take place in case of postal services and postal banking in the EMU. 

The goal of the European Commission in regard to postal services is heading toward fully competitive market, since free flow of services is one of the conditions for the economic union. The liberalization of postal services market in the EU is gradual. The milestones for this process were so far:

· a review of post services legal framework in 12 member states and initialing liberalizing of the services market in 1992,

· issuing the Directive 97/67/EC covering common rules for intra-union postal services market development and for improving quality in 1997; postal services market was opened for private operators for packages above 350 g,

· issuing the Directive 2002/39/EC that brought down the limit for weight to 100 g for domestic and foreign deliveries and announced decreasing the limit to 50 g by 2006 and removing it completely by 2009.

These new external legal and market framework make all national post operators to adjust by diversification and international cooperation. Searching for new opportunities for utilizing current infrastructure is a must and involves many activities, including financial services.
 Competing by national post operators with the private sector providers of postal services involves a problem because of a significant part of common postal services that are not profitable. This problem in the EU countries is solved with two rules. There is an administrative system that assigns the duty to render common services to certain operators. The complementing part of the European solution is a guarantee fund created with fees paid in by all operators present at a domestic market. Then the national post operator offering common services is refunded with the difference between cost of these services and prices that are charged. Common services, since they are regulated, they can not compete. The area that is restricted is defined in the EU in terms of the weight of and the price for the package delivery. According to the EC Directives, national post operators rendering common postal services are required to maintain an appropriate network and a number of post offices. Now a problem for a post operator that is subject to private sector competition is that maintaining post offices in the rural areas is costly and very often unprofitable. Liberalization of the postal services market allows other operators to gain a market share in cities at the cost of a national operator share that is forced to keep servicing unprofitable segments. This profitability-depressing situation creates an incentive to make maintaining post offices in rural areas profitable by utilizing owned infrastructure for some additional services and achieving some synergy. This is a rationale for developing financial services in a situation when a national post operator competes domestically. Will this apply also in a situation of a one, pan-European post operator?

There are currently three large postal capital groups in Europe, namely: the Deutsche Post, French-Swedish alliance and the Dutch Post. They are already present at some foreign postal services markets that take form of alliances or taking over national operators. These consolidation process indicate a general tendency to gaining benefits from joining operations and saving on some administrative and supporting activities’ costs. It can be argued that with time we will witness emergence of one pan-European post operator. One has to bear in mind that despite the whole liberalization, privatization and commercial incentives at the common European market, the European Post will be forced to render common postal services and maintain unprofitable post offices in rural areas. The solution for this problem is a consolidation of postal banking services, since under one European operator competing of national postal banks seems unreasonable. Emergence of a new, pan-European financial institution that has the sole right to use post infrastructure would have an important influence on the EU economy.

6. Conclusions

One of the consequences of the presented scenario is the emergence of a union-wide retailer (pan-European post) in the non financial sector and the financial sector (pan-European postal bank). This could help in removing price differentials that are still present in the EMU. The Eurogiro system for international payments in the EMU is a first step in this direction. Unification of  services and synergy effect should contribute to decline in both financial and postal services prices. This in turn could have a positive but small influence on wealth.

For traditional banks, emergence of a pan-European postal bank that is allowed to offer full range of banking services would represent a challenge. Lower costs and very close relations with clients give the potential postal bank an absolute advantage not only in rural areas. A size of such a bank would make it much more stable and specific risk premium would be perceived as really low one. This in turn would be another factor facilitating and supporting competitive advantage of the postal bank.

Despite the pan-European postal bank would not be a micro-finance institution, its outlets could actually reassemble the way microfinance entity operates and would benefit from all advantages of this form of financial intermediation. From the common regional policy point of view, this kind of a financial institution could have a crucial role for supplying capital to entrepreneurs in less developed countries / regions. Postal bank is, by definition, very close to a client. As a consequence the due diligence or creditworthiness assessment is much cheaper and reflects the actual standing of its client more precisely. Building on this advantage a pan-European postal bank could contribute to diminishing living standard discrepancies in the area covered by its operations.

The common monetary policy in the EMU would face an increased variability in money demand since the pan-European postal bank would have been granted the right to extend credit. On the other hand, stability of the banking sector could increase since one large bank would offer risk diversification at a scale not seen before. If the projected postal bank had a similar coverage, as in case of Rijkspostsspaarbank, maintaining à vista accounts of 60% of the EMU citizens it would have astounding potential influence. 

Postal banking stands therefore before a great challenge, which is a result of the EMU success and the advancing consolidation at the postal services market in the EU. The presented scenario is not only a chance for the EU to strengthen and integrate further but also a chance for post operators to develop, grow and prosper.
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