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Plan of my talk

• Welcoming a more economic approach, the Net Avoided 
Cost (NAC) methodology in practice

• Over-compensation and the distortion of competition

• Postal Cases: cautionary tale, antitrust concerns

• Pricing below unitary costs to increase the NAC and the 
compensation for providing Universal Services Postal 
Obligations (USPO)



Liberalization of
traditional postal markets

• From reserved markets & cross-subsidies

• To open markets and compensations for the USO







Conditions for compatible State Aid

• Member States are entitled to grant state aid for the provision 
of public services obligations whilst at the same time making 
sure that the following conditions are met:

1. That the companies entrusted with such obligations are not 
over-compensated;

2. That public service compensations minimize distortions of 
competition;

3. That the way public service compensations are computed 
and granted guarantees an efficient use of public resources



A more economic approach

• Identifying the Net Avoidable Cost (NAC) of the USO 
comparing:

• Factual profits (losses) with USO

• Contrafactual profits (losses) without USO

• New postal cases (La Poste 2018 & Poste Italiane 2019)

• A factual scenario with a USPO behaving under the market 
economy operator principle (MEOP) aimed at obtaining a fair rate 
of return on capital under the USO that included price regulation

• A competitive constrained counterfactual scenario, no longer a 
scenario with a free-pricing monopoly



Problems with the factual 
scenario

• Market economy operator principle (MEOP) or investor 
operator principle (IOP) should not be assumed

• In the factual scenario, the USPO may engage in 
anticompetitive market foreclosure behavior

• The theory of harm: predation with contemporaneous 
sacrifice and partial/complete recoupment through USO 
compensations



Example
• Spanish NRA 2014-2019 decisions

• Discounts on regular prices offered to large bulk mail senders are not 
cost oriented

• Pricing below cost causes an undue increase in the Net Avoidable 
Cost (NAC) of providing the Universal Service Obligations

• This behavior raises also antitrust concerns as it forecloses 
competition in the traditional postal market (bulk mail senders' 
segment)

• Decision 2015 upheld by Spanish Supreme Court in 2018

• Decision Spanish NRA 2016: discounts to bulk mail senders should 
not be considered in the factual scenario when computing the NAC 
of the USO



Source: European Commission - Directorate-General for Internal Market, Industry, 
Entrepreneurship and SMEs (DG GROW)



Source: Spanish Court of Auditors - Tribunal de Cuentas (2017) 



Widely known causal link between of the privileged 
access to funds and the distortion of competition

• Gautier & Wauthy (2012): “implementation of a compensation 
scheme affects the behavior of market participants and leads 
to an overcompensation of the universal service provider”

• Jaag (2013), Jaag et al. (2012), Jaag and Trinkner (2011) and 
Jaag (2011), Boldron et al. (2009), Borsenberger et al. (2010):
• changes in the USP’s cost structure affect pricing, market 

equilibria and hence indirectly the net cost

• Rodriguez & Storer (2000): “NAC approach focuses on the
financial cost of the USO for a given market structure, that is
within a structurally stable market where market liberalization
has either already taken place or is not planned for the future”



Pricing scenarios

• Price regulation case

• Pricing below unitary efficient cost of services may be part of the 
Universal Service Obligations (USO)

• The case with no price regulation

• USPO enjoys price and discount freedom

• National Regulatory Authorities are in of charge of assessing that 
prices of the USPO are aligned to efficient net cost of providing 
the services

• Mandate: compensations should not exceed what is necessary to 
cover the net cost (i.e. the costs minus the relevant revenues plus 
a reasonable profit) of discharging the USPO









Underpricing and the net cost

• When the entrusted USPO provider set prices below the 
unitary costs of providing the services, there is a distortion of 
competition in the postal market

• And the USO provider may obtain an over-compensation

• With such below efficient cost pricing, compensations may 
exceed what is necessary to cover the net cost (i.e. the costs 
minus the relevant revenues plus a reasonable profit) of 
discharging the USO.

• Market foreclosure





NAC in practice: re-assessment of Profits (Losses) of 
the entrusted USPO in the factual scenario

• Adjusted Factual Profits (Losses) in a fair pricing 
scenario: how the market would have been if the USO 
entrusted postal operator had operated with fair prices: 
prices that cover the unitary net cost of providing the 
services

versus

• Contrafactual Profits (Losses) in the non USO scenario: 
Profits of the entrusted USO provider without universal 
service postal obligations in competitive constrained 
markets



Adjusted factual scenario with fair pricing

• The case of cost-based price regulation
• NRA are offering a first estimate of the net costs and setting 

cost-based prices for the USPO services: be aware, cost 
inflation

• The case of incentive-based price regulation
• NRA are offering a first estimate of the net costs: be aware, 

pass-through rate of efficiency onto consumers

• No regulation case
• There is not any estimate, fair pricing should be assessed by 

assessing the accounting costs, and the NAC of providing 
the USO services: be aware, cost inflation
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