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Corporate Outlook 2019/Postal Services:

Robust operating profits but growing price
pressure in booming e-commerce

Scope’s credit outlook for the postal services and road logistics sector remains stable for
2019. The sector’s robust credit quality proved steady throughout 2018 with low average
leverage.

Based on the Scope-adjusted debt/EBITDA multiples of major European postal services
sector peers, we expect low operating leverage to continue and see further room for de-
leveraging for some players.

Figure 1: Scope-adjusted debt/EBITDA leverage of selected European firms
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Letters —volume and price developments

The trend of shrinking letter mail volumes throughout the European postal sector, caused
by the substitution of letters by e-mail and other electronic communication over the last
10 years, accelerated in major markets in 2018. In 2014 to 2016 the average annual
letter mail volume decline had stabilised at around 5%. In 2017 this number decreased to
4%-4.5%, fuelling hopes that the secular decline of the industry had begun to ‘bottom
out’.

However, the most recent volume data from major European postal services providers
(1H/ 9M 2018 numbers) point to a slight re-acceleration of the decline in mail volumes.
Better news for operators comes in the form of postal rate increases implemented during
2018. All in all, declining volumes may be offset by increasing efficiency and higher
postage rates to yield stable operating profit contributions for the classic letter mail
business at fairly low, but stable, margins.
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Parcels — surging e-commerce increases both volumes and competition

E-commerce is booming. As of 2017, 10% of global retail sales were already being made
online. This has led to a steep volume growth in parcels for the parcel delivery and postal
operators. In total, the global parcel volume has doubled over the past decade.
Nevertheless, at roughly 8%-10%, parcel volume growth in Western Europe in recent
years has been lagging the soaring growth of e-commerce turnover, which has been
approx. 20% p.a. on average over the past decade. This is due to several reasons: first,
the average price per item sold online has increased. Second, many lightweight items are
being sent as (oversize) letters and are therefore not included in the parcel statistics. But
the third and probably most important factor is the growing competition, both among
parcel delivery providers on a local, regional and global scale and from e-commerce
companies investing in last-mile delivery infrastructure and click-and-collect delivery
models. Examples include Amazon.com investing in its own delivery services or recent
moves by food retailers to establish a proprietary delivery fleet.

In addition, the growing scale of the top e-commerce players like Amazon or Zalando SE
has increased their bargaining power over the parcel-delivery operators. The overall
boom in the parcel industry is also very likely to further boost staff costs throughout the
industry, as evidenced by recent strikes and wage negotiations in several European
countries.

These are the main factors limiting operating profits in the parcel segment. We
nevertheless see this segment as the most important for large players because of its
large growth potential and margins which are still much higher than in the classic
USO/letter-mail business.

We regard substantial investments in existing and additional infrastructure as necessary
to gain and maintain a leading market position. This trend has already been visible in
recent years via increased capex levels as well as numerous acquisitions of mostly
smaller, innovative players in parcel delivery and e-commerce solutions by leading postal
services players in Europe.

Summary

Robust margin development and ongoing investments in digitisation expected

We expect the main trends of declining mail volumes and stable operating profits in this
segment to continue throughout 2019. In the parcels segment, we similarly see further
volume increases and slightly higher cash profits.

Significant investment in automation and digitisation remains key for European operators
to maintain leading market positions in the years ahead. Selective acquisitions of smaller,
innovative e-commerce and logistics companies by the big players are also set to
continue in our view.

The overall financial situation of the major European postal services players remains
robust. The main positive business driver is still the boom in e-commerce, though
capturing the full benefit of the shift to online retailing requires shrewd positioning and
significant investment. Factors weighing on the cash flow situation within the sector
remain the structural decline in the letter mail business, fiercer price competition in the
parcel segment and continued capital expenditure needed to defend market share,
particularly in e-commerce driven business.
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© 2019 Scope SE & Co. KGaA and all its subsidiaries including Scope Ratings GmbH, Scope Analysis, Scope Investor Services
GmbH (collectively, Scope). All rights reserved. The information and data supporting Scope’s ratings, rating reports, rating
opinions and related research and credit opinions originate from sources Scope considers to be reliable and accurate. Scope
cannot, however, independently verify the reliability and accuracy of the information and data. Scope’s ratings, rating reports,
rating opinions, or related research and credit opinions are provided “as is” without any representation or warranty of any kind. In
no circumstance shall Scope or its directors, officers, employees and other representatives be liable to any party for any direct,
indirect, incidental or otherwise damages, expenses of any kind, or losses arising from any use of Scope’s ratings, rating
reports, rating opinions, related research or credit opinions. Ratings and other related credit opinions issued by Scope are, and
have to be viewed by any party, as opinions on relative credit risk and not as a statement of fact or recommendation to
purchase, hold or sell securities. Past performance does not necessarily predict future results. Any report issued by Scope is not
a prospectus or similar document related to a debt security or issuing entity. Scope issues credit ratings and related research
and opinions with the understanding and expectation that parties using them will assess independently the suitability of each
security for investment or transaction purposes. Scope’s credit ratings address relative credit risk, they do not address other
risks such as market, liquidity, legal, or volatility. The information and data included herein is protected by copyright and other
laws. To reproduce, transmit, transfer, disseminate, translate, resell, or store for subsequent use for any such purpose the
information and data contained herein, contact Scope Ratings GmbH at Lennéstral3e 5, D-10785 Berlin.

Scope Ratings GmbH, LennéstraBe 5, 10785 Berlin, District Court for Berlin (Charlottenburg) HRB 192993 B, Managing
Director: Torsten Hinrichs.
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