Brown under pressure to scrap part sale of Royal Mail amid growing revolt by Labour MPs
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Gordon Brown is being urged to scrap, or at least postpone, plans to partprivatise Royal Mail in the face of a growing revolt by Labour MPs.

Senior ministers have told Mr Brown that he will almost certainly have to rely on Conservative votes to push the plans through the House of Commons. But Lord Mandelson, the Business Secretary, wants to press ahead with the sale and will today step up efforts to win over hostile MPs.

About 100 Labour MPs have signed a motion opposing the partprivatisation.

The issue has prompted the resignation of one parliamentary aide and several more are said to be threatening to quit.

The Conservatives are hoping to take advantage of Labour's divisions during a Commons debate on Wednesday.

They will try to force a vote on the Royal Mail sale.

Lord Mandelson will face questions over the postal service's future when he addresses a meeting of Labour backbenchers today. He is determined to press ahead with the sale of about a third of the postal service. "There is no plan B," said one Whitehall official.

The sale was recommended in an official report before Christmas. The Hooper Review said the Government should clear the way for a joint venture with a private company by plugging a £7 billion deficit in the Royal Mail pension scheme. Lord Mandelson is believed to be in favour of implementing the recommendations quickly before the rebellion has a chance to gather further strength.

He has all but given up hopes of winning union support amid threats from the Communication Workers Union (CWU) to sever links with Labour and he believes MPs can be persuaded to back the plans.

The CWU has released the results of a poll that it said showed public opposition to any sale. Billy Hayes, CWU general secretary, said: "The public is overwhelmingly opposed to government plans to privatise part of Royal Mail. This is a deeply unpopular move, which would damage a trusted public service.

"We urge the Government to take responsible action and respond to the justified concerns of UK citizens who do not want to see this valuable public asset carved up and sold off." Dave Ward, deputy general secretary, added: "Royal Mail is a profitable public company with a dedicated workforce and unmatched public trust.

Why would you gamble this away on an unpopular and unproven part selloff? A huge majority of the public is against this idea." Pat McFadden, Minister for Postal Affairs, said: "Privatisation is not the Government's policy. Our proposals will maintain a publicly owned Royal

Mail and safeguard the vital services it provides. We are proposing a joint venture with a postal operator that has a proven track record in transforming a postal business.

"Royal Mail is facing huge challenges, with falling mail volumes, a rising multibillion-pound pension deficit and an urgent need for improved efficiency through further automation. A joint venture, action on the pension deficit, and a new regulatory regime are together the way to transform Royal Mail and secure its future in public ownership." A Royal Mail spokesman said: "We firmly believe that a joint venture with the right minority partner, along with the Government tackling the historic pension deficit and being regulated as part of the wider communications market, will help to secure the future of the one-price-goes-anywhere Universal Service." 'Why would you gamble this away on an unpopular part sell-off?'

National: Ministers press ahead with part-privatisation plan for Royal Mail: Mandelson tells rebels legislation is needed: MP says proposal could divide Labour party
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Lord Mandelson, the business secretary, ?yesterday ?told a meeting of 60 Labour rebels, including some former ministers, that the government will press ahead with legislation to part-privatise the Royal Mail.

However, ministers gave assurances that if the government ever wanted to put a majority stake of the Royal Mail into the public sector there would have to be further legislation.

The former deputy prime minister John Prescott is one of the leading backbenchers posing questions in private about the government's plans, but he has not yet joined the rebel camp.

Nearly 70 Labour MPs have signed an early day motion opposing part-privatisation, leaving the government dependent on the support of the opposition to force through the measure, one that is likely to be a key test of the political judgment of Lord Mandelson.

One of the leading Labour rebels, John Grogan, said after the meeting he did not believe the government would want to go ahead with a proposal that would divide the party at a time of economic crisis.

Communication workers union general secretary Billy Hayes said: "There is no need to privatise and sell stakes in key public sector businesses to get government assets, particularly Royal Mail, to perform. Labour can safely steer the country through this recession without falling into the trap of socially damaging neo-liberal economic action."

Ministers believe the rebels have misunderstood the pounds 1.2m commercial loan from government to Royal Mail, insisting it is not a grant.

Mandelson himself yesterday told the business select committee that he hoped the government's plan to recruit a strategic partner for Royal Mail would bring a "gale force of fresh air" to the state-owned company's management culture.

With the government already prepared to take on responsibility for Royal Mail's ballooning pension fund deficit, Mandelson said it was too much to expect the taxpayer to take on all the burden of financing the modernisation of the company.

Bringing in an experienced postal operator with experience of turning around operations would help finance improvements in efficiency, enabling the Royal Mail to compete in the postal market in the UK.

Mandelson has accepted, in principle, recommendations from the Hooper review which include the proposal to allow an outside postal operator to take a minority stake in the Royal Mail group.

So far the Dutch postal operator TNT, which is one of the main rivals of Royal Mail in the liberalised UK market, has expressed an interest in a strategic partnership. Mandelson insisted such a partnership was not a back-door privatisation.

"Royal Mail is part of the public sector and will remain part of the public sector. It must do so if we are to sustain the universal service obligation," he said.

The business secretary said the service obligation - which guarantees deliveries to any part of the UK for a fixed price - would be undermined by the pressure to produce profits if Royal Mail was completely transferred to the private sector. "As far as this government is concerned [that] is a non-starter."

Royal Mail 'needs gale-force change'
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Royal Mail needs hundreds of millions of pounds to modernise and keep pace with rivals, despite receiving billions of public money in the past decade, Lord Mandelson told MPs yesterday The Business Secretary said that management had been slow to modernise and change was needed at a "gale-force" pace, which having a commercial partner would ensure.

Lord Mandelson reaffirmed plans to sell a minority stake in Royal Mail to a commercial rival despite growing opposition from Labour backbenchers and the unions. The largest postal union could disaffiliate from the

Labour Party over the issue. The minister entirely supported the Hooper review, which said that Royal Mail needed the extra investment and management expertise that a rival could bring. TNT, the Dutch group that operates in Britain, is the front-runner. More than 70 Labour MPs have signed a motion against the move.

Lord Mandelson told the Commons Business Select Committee that selling a stake would not flout Labour's manifesto pledge to keep Royal Mail in public ownership.

Opponents of the move say that Royal Mail has yet to spend £600 million that it was given in a £3.9 billion rescue package two years ago. The Business Secretary said that the fact that the money had not been spent showed that Royal Mail was slow to modernise.

His comments are a damning indictment of Allan Leighton, who will quit as chairman in March, and of Adam Crozier, the chief executive. Lord Mandelson said that the problem was not commitment by the Government but Royal Mail's "management, its culture, the ethos of the company including its industrial relations".

The Government needs primary legislation to sell a stake in Royal Mail. The Business Department is thought to be trying to push it through by Easter..
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INVESTMENT bank UBS has been appointed by the Government to help it find an investor in the Royal Mail.

The bank has been drafted in to help the Department for Business, Enterprise and Regulatory Reform with its controversial plans to part-privatise the Royal Mail. Business secretary Lord Mandelson is pushing through the changes after a review by Richard Hooper concluded that radical new measures were needed to revive the service.

Plans to bring in an outside investor at the Royal Mail have angered left-wing Labour MPs and unions. The move could prove controversial for the bank too. "It will not be an easy one,'' said a source close to the process.

Dutch postal group TNT is thought to be front-runner to buy a stake in the nation's postal service. Private equity group CVC is thought to be interested too.

As part of the deal, the Government would take on the full pension liabilities of Royal Mail. Its pounds 22bn scheme has a pounds 7bn deficit. The Labour government's proposals have caused discontent among MPs. John McDonnell, the Labour MP, said that postal workers will see the plans as a "complete betrayal.''

The Hooper review concluded that the Royal Mail should "forge a strategic minority partnership'' with a private company.

National: Privatisation: Brown faces Labour revolt on post plans: Hain leads fight against part-privatisation Report calls for action to protect universal service
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Gordon Brown was facing the threat of a huge backbench revolt last night after he swung behind plans outlined by the business secretary, Lord Mandelson, to part-privatise Royal Mail, threatening tens of thousands of jobs and ending centuries of exclusive crown ownership.

The scale of the rebellion signalled in the Commons left Labour ministers facing the prospect of having to delay any legislation to sell off a 30% Royal Mail stake until after the election. Mandelson also faced a grilling at a private meeting of backbench MPs last night. The revolt was led by the former cabinet minister Peter Hain and seemed to include many MPs who had campaigned successfully to prevent a new wave of post office closures.

But Mandelson insists that the majority of Labour MPs will support the measures, and as he has the support of the Conservatives and the Liberal Democrats, privatisation will receive Commons backing.

The long-awaited report by the former Ofcom deputy chairman, Richard Hooper, issued yesterday concluded that without radical action the future of the one-price goes anywhere universal service would be under "grave threat".

It said Royal Mail was facing increasing competition from rival postal operators and from electronic alternatives such as email, texting and other digital technologies. Last year such alternatives cost the company pounds 500m in profits, five times the impact of rival postal operators.

The report also warned that Royal Mail's letters business was less efficient than many of its European peers, which used a greater degree of automation.

It also faces severe financial difficulties, including a pension fund deficit that was expected to increase to around pounds 8bn, even though Royal Mail has topped up its annual pounds 500m contribution with a further pounds 280m. Hooper said: "The company needs radical reform. It has a plan to achieve this. But in a declining market, we now face a stark choice: to modernise more quickly, or decline. The world of communications and the needs of consumers are changing fast. So too must postal services."

The report said that unless Royal Mail increased the pace of modernisation, a forced restructuring under European rules would be likely. "That would be a costly and poor outcome for the taxpayer, for consumers, and for Royal Mail and its employees." But it added that simply putting taxpayer money into Royal Mail to subsidise its operations was not a sustainable solution and would not bring about the changes needed to adapt to the structural changes in the market.

Though the Hooper review argues in favour of Royal Mail forging a strategic alliance with another experienced operator it made it clear such an alliance should not involve the post office network, which, it said, should remain fully in public ownership.

Announcing his backing for the Hooper analysis and recommendations, Mandelson said: "Hooper is absolutely clear that the main challenge to the Royal Mail is from the impact of changes in technology and consumer choices."

He added: "Hooper's conclusions are crystal clear. The status quo is untenable. The universal service is under threat. The choice we face is either downgrading the universal service as we manage decline or acting now to turn things round and secure the Royal Mail's future."

The Royal Mail's chief executive, Adam Crozier, said the company welcomed the Hooper proposals "which we firmly believe will help secure the future of the one-price-goes-anywhere universal service which is a crucial part of the social and economic fabric of the country and underpins the entire postal industry in the UK".

But the proposal to allow foreign investment drew a hostile response from the Communication Workers Union. Billy Hayes, the union's general secretary, said: "It is incredible that the British government, which has led the world in overhauling banks, needs another European postal service to rescue the Royal Mail."

In the Commons the business minister, Pat McFadden, said Royal Mail needed an outsider to bring in transformation, expertise and access to more flexible capital.

He added that any strategic partner would have to accept the continuance of the universal service. The Dutch company TNT has already expressed an interest, but others will join the bidding, leading to a potential bidding war for a stake.

Hain, in his first serious act of defiance of the Brown government since he was forced to resign as work and pensions secretary in January, asked: "Doesn't that open the door to full-scale privatisation against the wishes of our party and our government? Will you also confirm that taking the pension fund on to the government's balance sheet effectively lifts a burden of perhaps around pounds 700m off the RM's balance sheet and therefore either fattens the calf for a future privatisation or leaves the RM without their liability in a much more effective position to compete as a fully owned public sector organisation?"

Edward Leigh, a former Tory minister who had himself tried privatise the Royal Mail in the 1980s, welcomed McFadden to the "Thatcherite wing of New Labour".
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A crucial review on the future of Royal Mail is set to be delayed, Lord Mandelson suggested yesterday, as he fuelled speculation that the loss-making postal operator would be privatised.

The Financial Times' revelation earlier this week that the business secretary supported in principle the partial privatisation of Royal Mail caused a furore among unions and Labour MPs, who see public ownership of the company as a totemic manifesto commitment.

But Lord Mandelson told MPs yesterday: "I didn't find the report in the Financial Times alarming in any way." The business secretary in 1998 proposed allowing the private sector to take stakes in Royal Mail, before losing his job as trade and industry secretary. In evidence to the business select committee yesterday, he said the company was still in urgent need of reform.

"I remain strongly committed to Royal Mail. What I want to see is it being efficient, modernised [and] viable," said Lord Mandelson. "It's a tough challenge but one I come back to after 10 years being away and I'm up to the job."

He refused to set any deadline for publishing a government-commissioned review of the postal services sector by Richard Hooper, the former telecoms regulator.

The Hooper review, which will set the context for government decisions on Royal Mail's future, was expected to report to ministers earlier this month.

However, Lord Mandelson told the committee yesterday: "I may ask Richard Hooper to widen his review to examine additional factors . . . I'm not prepared to put a timetable on publication."

The business secretary admitted that the Hooper review's initial findings earlier this year "paint a rather stark picture of the huge challenges facing Royal Mail".

But he appeared sceptical in response to calls from Labour MPs to apply tougher pricing controls to Royal Mail's rivals.

The two principal problems facing the state-owned operator - a reduction in the overall volumes of letters being sent and a huge pensions deficit - "are not down to regulation", said Lord Mandelson.

The Communication Workers Union reacted to this week's FT story by warning Lord Mandelson of the "clear commitment from the Labour government to keep Royal Mail in the public sector".

Mandelson may extend Royal Mail review as pension fund deficit, and profits, soar

Christine Buckley, Industrial Editor   

555 words

Publication date: 24 October 2008

Source: The Times

Page: 60

(c) 2008 Times Newspapers Limited. All rights reserved   

Royal Mail's pension deficit has soared 25per cent to Pounds 4 billion and is likely to jump further after an actuarial review next March.

But half-year operating profits at the state-owned organisation more than doubled to Pounds 177million, only six months after it said it would need a big cash injection because of a declining market and increased pension costs.

In the six months to the end of September, postal volumes fell 4 per cent, leaving the daily postbag at 79 million items, a drop of five million on two years ago.

Referring to its pension deficit yesterday, Royal Mail said there was "an urgent need to tackle this major challenge". The postal group is hoping for help from the Government, although it had a large injection for pension servicing as part of a Pounds 3.9billion rescue package last year.

Lord Mandelson, the Business Secretary, this week told MPs that he is considering extending the terms of the Hooper review, which is looking at the challenges facing Royal Mail and his recent remarks have revived talk of a part privatisation.

Yesterday, Royal Mail said: "We face additional risk from the squeeze in the UK economy and from the drive by both businesses and individuals to cut their costs. Royal Mail is particularly vulnerable to a downturn in the advertising market."

Much of the improvement in the letters division and its Post Office counter network has come from a reduction in overheads and changes to working practices.

Adam Crozier, chief executive, said that Royal Mail's universal service obligation - its duty to send non-bulk domestic and business mail anywhere at a flat rate - was loss-making. He said that although there had been "huge effort" across the organisation to improve profitability, "we are also facing huge pressures, with the universal postal service still loss-making, competition intensifying still further both from electronic communications and rival operators, and the increasingly heavy costs of servicing the historic pension deficit".

Royal Mail's letters operation recorded operating profits of Pounds 46million for the first half of its financial year, compared with a Pounds 5million profit for the same period last year.

Its Post Office division moved to a Pounds 28 million profit, from a Pounds 7 million loss. Royal Mail this year has been closing 2,500 post offices, leaving a network of just over 11,500. It said the programme was nearing completion.

Royal Mail said that the future of the Post Office Card Account, the Government's no-frills banking service, was of critical importance. The Department for Work and Pensions has yet to decide whether it will retain the business or whether it will go to a rival operator. It is feared that if the Post Office does not get a renewed contract, thousands more post offices could close.

Billy Hayes, the Communication Workers Union general secretary, said: "The results demonstrate that Royal Mail can make a profit while remaining a public service.

"We expect the Government to ensure that such good results are supported by retaining Royal Mail as an integrated and wholly publicly owned service."

* 79m Items in the daily post bag Source: Royal Mail
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News Analysis

Privatisation faces many obstacles - not least the lack of potential investors. John Willman reports

When Britain began selling off state-owned enterprises in the 1980s, it launched a wave of privatisation that spread throughout Europe and beyond. A quarter of a century later, the UK is a laggard when it comes to privatising Royal Mail.

Most large European countries have privatised or at least partially privatised the once state-owned postal monopolies, or - like France - plan to do so. The review of the postal sector by Richard Hooper, due to be sent to ministers this month, will emphasise the urgent need to bring capital into a business facing competitive challenges. Yet in spite of the support of Lord Mandelson for partial privatisation, the political obstacles are enormous and none of the options is without difficulties. Worse, private investors are not queuing up to buy a stake in a business weighed down by one of the country's largest pension deficits.

Royal Mail is barely profitable, with private sector competitors creaming off the lucrative contracts to collect bulk mail from banks, utilities and local authorities. They hand it over to Royal Mail for delivery to more than 28m addresses around the UK - the labour-intensive universal service obligation that is loss-making.

Mr Hooper, a former communications regulator, has investigated how to sustain what he prefers to call the universal postal obligation - the collection and delivery of mail anywhere in the country for the same affordable price. He concludes that the situation is untenable.

There are two important reasons for reaching this conclusion. The first is Royal Mail's pension scheme deficit, which was £3.4bn at its last valuation in March 2006. With markets plummeting and life-expectancy soaring, it could be twice as big by the time the latest revaluation is published next year.

The pensions regulator agreed to allow the deficit to be eliminated over 17 years rather than the normal 10, only after the government put £1bn aside to cover any shortfall.

When the valuation is published next year, the regulator is likely to demand higher annual payments - which the business cannot afford - to clear the deficit.

The second is Royal Mail desperately needs further investment to compete with its private sector operators that are 40 per cent more efficient - in a letters market declining at 2-3 per cent a year as e-mail, telephony and texting grow. There are growing opportunities in delivering goods ordered electronically, but investment is needed there too.

Postcomm, the regulator, has called for Royal Mail to be allowed to raise private capital - a move endorsed by the mail operator in its submission to the Hooper review. The Danish, Swedish and Belgian postal services have formed partnerships with CVC, the private equity firm, to raise capital and go for a stock market listing.

TNT of the Netherlands and Germany's Deutsche Post have already been privatised, and France's La Poste is planning to sell a stake through a stock market flotation.

However, the postal unions are implacably opposed to privatisation, and bringing in private equity would stir controversy over the sector's role in other industries. Negotiations to merge Royal Mail with the Dutch operator collapsed in 2002 amid fears that foreign ownership would be unpalatable when TNT demanded a controlling stake.

It is not clear, in any case, that private investors would be prepared to put money into a company with such a large and volatile pension scheme deficit. And none of the options would be easy to sell to the electorate in the run-up to the next election, leading to worries that the Hooper review's recommendations will be shelved for 18 months.

Given the challenges facing Royal Mail, this is seen by industry insiders as a recipe for disaster. There is a solution to be considered that would involve the government taking over the pension deficit as part of a restructuring that would bring in outside capital through a partership with another operator or private equity.

But Lord Mandelson will need all his legendary skills if he is to succeed in persuading all the stakeholders that rescuing Royal Mail means bringing in private capital.

