
PREMO 

Model built by McKinsey
Used and adapted by Gonzales d’Alcantara for the discussion of the second 

European Postal Directive (2001)
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Sanc-
tions

Info 
required

Regulatory model

THE REGULATORY LEVERS

•Reserved area
•Timetable of deregulation
•Licensing procedure: 

– Minimal geography coverage
– Delay of licensing

Licensing / 
industry structure

Universal service 
obligation

•Price caps, price floors and discounts
•PerequationPricing

•Points of access
•Access pricing rules
•Quantitative and qualitative requirements 

(minimum deposit volume)

Network access

REIMS II: terminal 
dues, taxes…

•Not in the model
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STRATEGIC FOCUS: KEEP THE BELGIAN POST  
IN THE  “STABLE CORRIDOR”

Very high 
(pro-entrant)

Very low (pro-
incumbent)

Very low Very high

Incumbent performance / competitiveness vs. best practice

Intensity of 
competition

Level of  
deregulation

Not acceptableNot acceptable
longer term to longer term to 
regulator and regulator and 
customerscustomersSlow / No liberalizationSlow / No liberalization

Not acceptable Not acceptable 
to incumbent and to incumbent and 
customers (USO)customers (USO)

Fa
st

 li
be

ra
liz

at
io

n
Fa

st
 li

be
ra

liz
at

io
n

Balanced Balanced 
outcomeoutcome

Grad
ual li

bera
liza

tion

Grad
ual li

bera
liza

tion

••Successful/ Successful/ 
profitable but profitable but 
gradual new gradual new 
market entriesmarket entries

••Universal service Universal service 
maintenancemaintenance

••Better service at Better service at 
lower pricelower price

••Fair profit and Fair profit and 
growth for growth for 
incumbentincumbent

••Managed impact Managed impact 
on employment at on employment at 
incumbentincumbent
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BUILDING BLOCKS OF THE MODEL

Micro-segmentation

Post profile

• Cost structure
• Fixed/variable costs
• Dense / non dense

Competitors profile

Market trends

Core inputs Simulation of scenarii Outputs

Optimizing incumbent 
gross margin calculates 

Belgian Post prices

Impact on

Belgian Post
Competitor

Volume Price

market share

FTEs

Cash flows

P&L
2003   …   2012

Clients

Products

Geog.

• Cost structure
• Access to network

• Volumes
• Prices
• Costs
• Elasticities

Regulatory 
levers

Sanc
-tions

Info 
re-

quired

Licensing / 
industry 
structure

Universal 
service 
obligation

Pricing

Network 
access

Tax 
consideratio
ns

Optimizing competitor 
gross margin calculates 

competitors prices

MS%

? P%

Customer profile

• Small, key…
• Qualities asked
• Switching 

function

1)

2)

3)

4)

5)
Regulatory 
levers
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CUSTOMER BEHAVIOUR:  THE SWITCHING FUNCTION

100%

Market share 
of  the 
incumbent

Percentage of price 
discount offered by 
competitor

Price discount needed 
to make people start to 

switch 

Price discount that would 
lead to a total loss of the 
market for the incumbent 

IF

THEN

Maximum price 
discount that the 

competitor can offer to 
cover its costs

X% Y% Z%

Price formula used by 
competitor

= {price of Post* (1-quality 
premium)+ marginal cost of 
competitor}/2

Source: Team analysis
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COMPETITOR ALLOCATION DECISION TREE

Domestic 
Mail

50+ drop 
volume

0-50 drop 
volume

Letter

Printed

Urban

Rural

5000+

50-5000

Local

Regional 
and national

0-50g

50-350g

Rural

Urban

National

Local and 
national

Local

Regional 
and national

Networked 
regional

Local 
competitor

Regional 
consolidator

Hybrid mailer

Delayed 
distributor

Delayed 
distributor

Local 
competitor

Regional 
consolidator

Total 
exposed

Networked 
regional

Delayed dist

No 
competitor
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DESCRIPTION OF MAIN COMPETITOR TYPES

Type

Foreign CTI

Local 
Competitor 

Regional 
Competitor 

Delayed 
distribution 
competitor 

Hybrid 
(direct) 
mailer 

Description

•Full Service foreign player 
entering on national scale by 
sending trucks into Belgium to 
collect, but sorting abroad in 
an existing foreign CTI

•D+1 delivery, 10-50 FTEs,, 
manual sorting, limited 
capacity, Printed + Letter 

•D+1 delivery, some machines, 
CTI (regional) level, full 
product range

•D+More. Also uses assets for 
doing non-mail products such 
as newspapers, publicity, …  

•Player that uses technology to 
reduce its cost focusing on the 
most profitable segments of 
mail

Examples

• Belgian Post, 
TPG, DPAG, 
Poste Français

• KDI (Germany)

• Citipost
(Hannover)

• BD

• Citymail
(Sweden), 
DPAG

Targeted customer segments

• Large/standardized mail 
volumes

• Large national business mail 
volumes

• Local SMEs mail

• Regional SMEs mail volumes 
for independent competitors

• Large national business 
volumes for networked 
regional competitors

• Direct mail volumes

• Transactional and direct mail 
volumes

Source: Team analysis
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APPROACH FOR BOTTOM-UP ASSESSMENT 
OF COST STRUCTURE OF COMPETITORS

Total operational staff

Span of control

Annual fixed costs

Economic lifespan of assets

Hourly wage

Yearly hours / FTE

FTE / service

Social security

Volume

Productivity

Peak volume*

Productivity of machine

Peak volume*

Productivity of truck

For machines

For staff

Annual white collar cost

White collars required
WACC

Total long-term liabilities

Annual blue collar cost

Blue collars required

WACC

Net working capital

Annual cost machine

Machines required

Annual cost truck

Trucks required

Annual cost sq. meter

Sq. meter required

Annual general expenses
incl. advertising, insurance

Cost of middle
management

Cost of marketing

Cost of capital

Percent fixed

Labour cost

Percent variable

Cost of net working capital

Cost machines

Cost trucks

Cost buildings

Fixed non-operational
costs

Fixed labour cost

Variable labour costs

Variable non-operational
costs

Fixed 
costs

Variable 
costs

Total costs

Distance between points

Driving speed

Serving time per point

Underlying 
assumptions
• Geography of 

area served
• Target volume
• Time windows 

for operations

Distance between points

Driving speed

Serving time per point

* Driven by allocated time windows per sub-activity, for a given total volume – source: team analysis
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Precollect value added activities 

Target 
audience

Prospect
Customer

•• Contact Contact 
infoinfo

•• Profile infoProfile info
•• Market Market 

datadata
•• Data Data 

gatheringgathering

••Profiling Profiling 
••SegmenSegmen--

tationtation
••TargetingTargeting

••Copywriting Copywriting 
••Product Product 

designdesign
•• Image Image 

creationcreation

••Data Data 
processing processing 

••PrepressPrepress
••PrintingPrinting
••PreparingPreparing

••Mailing Mailing 
(from (from 
collection to collection to 
distribution)distribution)

••TelephoningTelephoning
••EE--mailingmailing

Response Response 
handlinghandling

Data Data 
collectioncollection

Data Data 
analysisanalysis

Content Content 
creationcreation ProductionProduction DeliveryDelivery

CoordinationCoordination

•• CollectionCollection
•• ProcessingProcessing
•• FulfillmentFulfillment

Source: McKinsey analysis
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Model 
determines 
the competitor's optimal 
"make-or-access" 
decision 
based on 
costs differentials 
between 
competitors' costs 
and access price

Network access

Minimum 
quantity

requirements

Access
pricing

Qualitative 
Requirements 

Access 
points

Network
Access

•Sorting
•Format
•Timing
•Set-up 

Fee

e.g., at least 
5000 items

The model does 
not include these 

constraints

Source : McKinsey analysis


