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1 Quantitative Analysisof the Value of the Postal and M ailbox

Monopolies

1.1 Value of the Combined Postal Letter and Mailbox Monopolies

The value of a monopoly is the loss of net income to a poss imnopoly were
eliminated while holding its USO constant according to the methoddidyout in
Section 2 of Appendix F.This section deals with the combined letter and mailbox
monopoly of the Postal Service in order to see the impact of petitive postal market
on Postal Service profits. The next section deals with the chseewthe mailbox
monopoly alone is eliminated but not the letter monopoly because thed (Bidges is
unique in being the only country in the world with a mailbox monopoly.é&fbes it is of
interest to see how much profit the Postal Service would lasevére eliminated while

keeping the letter monopoly.

This analysis employs an updated model that was originally devklopehe PRC
staff and used in a staff paper to test the hypothesis thalidation of the U.S. postal
market would cause the USPS to enter a graveyard sping.model is one of a family
belonging to the “entry pricing” methodology in the postal econditei@ture. It is used
here to estimate the volume that would be captured by an enianmtttie incumbent
(USPS) and the impact of the lost volume on the Postal Servide'svaaue (or profits)
under the assumption that the letter and mailbox monopoly are both éfidhimsll
elements of the USO are retained. The model is used with 2007 data in this analysis

The letter monopoly in the U.S. is a delivery monopoly. Mailers od tharties are
allowed to barcode, sort and transport mail as long as the PestaeSdelivers it. The
USPS has adopted an extensive array of discounts called workshacogntssthat are,
to the extent practical, set equal to the Postal Service’dedaiost. At each point in the

value chain mailers and third parties make a choice to do the wonisehes or let the

! This subject is discussed further in Section 1.1.3

2 Cohen, R., Robinson, M., Sheehy, R., Waller, d.>é@nakis, S. “An Empirical Analysis of the Graveya
Spiral”; Competitive Transformation of the PostatiaDelivery SectgrEds. Michael A. Crew and Paul R.
Kleindorfer; Kluwer Academic Publishers, 2003.
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Postal Service do it. The decision is based on a comparisonrofdketo do the work
with the discount. If the mailer's cost is smaller than theadist the mailer or third
party will decide to do the work itself and collect the discount. @tise, it will let the

Postal Service do the work. In short, the lowest cost producer limegtk. The result
is a competitive upstream postal market that greatly simpldie analysis of the profits
that the Postal Service will lose if the combined monopolies larenated. We need
only consider the delivery portion of the postal value chain sincalmady have a

competitive upstream market.

The model examines a delivery firm (or entrant) that attetgptseam-skim volume
from the U.S. Postal Service. Very simply, the model examinesaatUSPS delivery
routes to see if an entrant could profitably deliver the contestadile(i.e. the mail for
which an entrant could compete) on the routes. In the model the eotitgndelivers
mail but it does have to sort the mail into delivery sequencedarttie other in-office
activities required of letter carriers to prepare theirl fiar delivery. It relies on
workshared volumes that are presorted and entered locally by smaildhird parties. It
is assumed that entry will occur wherever it is profitable. Mhéoes occur, the entrant
is said to have skimmed the route by capturing volume and asilatiee net income of
the Postal Service declines. We refer to a single entranthérg is noa priori reason
why there could not be multiple entrants. It is the total impaentfy on the Services’
net revenue that matters. The model assumes that the entrant has accesaitdthe

1.1.1 Contestable Volumes

The value of the monopolies is most sensitive to the estimatee ofdlumes for which
the entrant could compete. In this section the estimate of contestable vaurassed on
an analysis of how mailers and third party consolidators prasdrdropship mail. This
information is used to quantify the volumes for which a deliveryaaebttould compete.

An empirical and reproducible estimate is the goal.

Not all the 212 billion pieces delivered by the Postal Servi@)07 could be captured
by a delivery entrant. For example, single piece first atags could not be captured

because by definition, a delivery entrant does not have an upstnéasiructure to
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collect, consolidate, sort and transport mail. Mail is contestdlteis presorted and

dropshipped locally so that it needs no upstream work prior to preparation for delivery.
Presort requirement--letters

The basic sorting of mail to the carriers delivery sequenoedsssary to any delivery
operation. A delivery entrant would be able to captetersthat are presorted to the 5
digit, or ECR level, and dropped at the SGFDDW. The USPS uses machines that sort
this mail to the carriers delivery sequence in one pass and dobaveoto sort them
twice (once to the carrier route and once to the delivery segueitds assumed for the
purpose of this analysis that entrants have similar machines hothvde no cost for the

entrant
Presort requirement--flats

In 2007 there were no machines in general use that could sedlandgonsequently
entrants could only capture ECR presorted flats because five flditst still need
upstream processing to allow them to be sorted to the cad@igry sequence. Unlike
letters, flats must first be sorted to the carrier routd kewe then they can be sequenced
for delivery on the route. If they are given to the USPS whendhepresorted to the 5
digit level only, the cost to the mailer of presorting them toctngier route level and
giving them to the entrant would be higher than the cost (to #iemnof giving them to
the Postal Service as 5 digit mail. In summary, all matlighgiven to the Postal Service
at some upstream poinb sort and/or to transport to the SCF/DDU is not contestable and

is not available to the entrant.
Dropship estimates

Standard mail has cost based discounts for presorting and transpofast class has
no dropship discounts and periodicals have dropship discounts based on theiraglvertis

3 SCF (sectional center facilities) are mail prooessnd local transportation hubs.

4 A DU is a delivery unit where carriers pickup aprkpare their mail for delivery. DDU refers to a
destination delivery unit where highly presortedlinsadropped by mailers (or third parties).

5 This contributes to the model generating an uppent estimate.

6 An upstream sorting point for letters is prioithe 5 digit presort level and for flats its prior the carrier
route presort level.
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portion of periodicals only and not on the editorial portion. The table bghmws the
dropship volumes for standard mail. It can be seen that a large prepwedef the

volume is dropshipped to the SCF level or DDU (local delivery unit.)

Table F4-1: Distribution of Standard Regular and ECR Mail by Drop Entry Point (2007)

Volume (billions) Distribution of Volume (%)
Non-Dropshipped 1.6 4.6
BMC Entry 2.9 8.3
SCF Entry 214 61.3
DDU Entry 9.0 25.9
Total 34.9 100

Source: PRC-ACR2007-LR5

Contestable Standard Regular and ECR consists of 5 digit, ceotigr presorted
letters that are drop shipped to the SCF or DDU level and rceotite flats that are drop
shipped to the SCF or DDU level.

This analysis assumes that if the monopolies were lifted, cesidb@ansportation
discounts would be offered for First Class and Periodicals so that the Pogizé Seuld
better competeMuch First Class 5 digit and carrier route bar-coded maibidocal and
we don’'t know how much of this mail could be drop shipped and the questioads
even more difficult because of the time value of First Clagk rihis analysis assumes
that half of the 5 digit and carrier route First Class (letend cards) would be drop
shipped if cost based discounts were offered. In addition, it asstmaeshe same
percentage of carrier route presorted Periodicals would be Hippesl as carrier route
presorted flats in Standard Mail. Finally, parcel post (P&eédct) volume that is drop

shipped to the DDU is considered contestable.

The contestable volumes used in this study for the combined monopeligiscavn in
the table below: This is 26 percent of the total mail for 2007.

7 The current statutes allow the Service to offersthdiscounts now. In a competitive environmeat th
Postal Service would almost certainly have to dffiesse discounts or risk loosing substantial balkimes
simply because they were not priced in an econdiyicional manner.
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Table F4-2: Base Case Contestable Subclasses and Contestable Volumes (Letter &
M ailbox)

Subclass Contestable Volume
(billions)
First Class Presort Lette 10.0
First Class Presort Card 0.8
Periodicals 2.9
Standard Regular 13.3
Standard ECR 28.3
Parcel Post 0.2
Total 55.3

1.1.2 Modd Input Variables

The model has three additional input variables: the number of daysep&rthe entrant
delivers, the entrant’s cost advantage, and the discount that thetesfters relative to

the prices that the USPS offers. They are discussed below.
Number of days per week

Mail delivery has both a fixed and a variable component. The fixaponent
involves the carrier walking or driving between stops and othevitgedi whose time
does not vary with the volume of mail that the carrier deliveng. Viariable component,
of course, varies with the volume that is being delivered. Then¢mtnaa particular route
may choose to deliver from 1 to 6 days per week. Its delivequércy will, for the
most part, determine the amount of fixed delivery cost it incunsekample, delivering
3 days per week incurs about half the fixed cost of delivering 6 days per week.

Entrant’s cost advantage

The entrant may have a cost advantage over the Postal Sesgagsb its operations
are more efficient or its labor costs are lower than the &8gviThese two effects are
combined in this variable and it ranges from zero to 30 percent mdtel runs that are

presented below.
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Entrant’s price discount

An entrant would have to offer a discount from the USPS price inr dodattract
customers. We know from the experience of other countries that bhavalized postal
markets that discounts are almost always offered by entramsdi$count in the model
affects the revenue that an entrant can receive from a rougeinTtarn affects whether a
particular route would be profitable for the entrant. It will be pabfe for the entrant to
skim fewer routes as its discount increases. The price discauges from zero to 20
percent in the model runs presented below.

The model does not take into account the price elasticity of #ikenm It simply
allows the entrant to take all the contestable mail whenpitagtable for the entrant to
do so. Some mailers will not use a new competitor to the estabjsistal provider right
away even if offered a discount. Brand loyalty, inertia, thedrteeprove quality and
other factors affect the pace at which mailers will shiétilno an entrant even when
offered a price discountVarying the percentage of base volumes can also be usesl to se
the impact of mailers’ reluctance to switch postal delivamdi If for example only 35
percent of mailers were willing to switch from the Postalvige, a model run with 35
percent of the base contestable volume would show the affect on masdii=l. Thus, we
also include 35 and 70 percent of base contestable volumes in mosledhown below.
This is in addition to varying the contestable volumes over theerd@g100, 150 percent
of base contestable volumes (to see the impact of other estimates of bass)olume

8 See the PRC staff paper Cohen, R., Robinson, Meel$y, R., Waller, J. and Xenakis, S. “Will Entsant
into a Liberalized Postal Market Attract InvestorRegulatory and Economic Challenges in the Pastdl
Delivery SectorEds. Michael A. Crew and Paul R. Kleindorfer; Wkr Academic Publishers, 2005.

In an email to the authors from a spokesman at I@&i (Sweden Post’s main competitor in its libézad
postal market) has observed that capturing “volimthis market is a very slow process ... one oqreet
a lot of conservatism among the customers. Thesfecially true about administrative mail (ban&aamt
statements, invoices, etc.). It takes time to ergour quality.”
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1.1.3 Description of the M odel

The model makes use of data on all evaluated rural routes (9hipefrceral routes) and
on a ten percent sample of city rout@he data includes the volume of mail (by shape
for rural routes and by subclass for city routes) that is bid#tigered on the day the data
is recorded® The model examines each route in its data set. After ¢gakito
consideration the entrant’s cost advantage and its price discountoithe calculates
whether the revenue from the contestable volume on the route covergrdmg’s costs.

If not, the model examines the next route. If yes, then the em@anprofitably deliver
the contestable volumes on the route, and the route is said to beeskiogrthe entrant

and the model goes on to the next route.

More specifically, the entrant’s variable delivery cost farheelass of mail is assumed
to be the same as the Services’ adjusted for its cost adearithe variable delivery cost
is computed for the contestable volumes on the route. Next the enfiaetl cost for
the route is computed. Here the model starts with the Postat&effixed costs and
takes into account the number of days per week that the erdgrdativeringt and the
entrant’s cost advantage. The entrant’s total delivery coghéoroute is the sum of its
fixed and variable cost. Because the entrant is simply deltyemnail, it has no non-
delivery costs. The revenue for each contestable subclass of et énthe product of
the unit delivery price of the USPS for each contestable subclass times a discount fact
(which is an input variable) and the contestable subclass volumes onutiee The
revenue for all the contestable subclasses is summed to compueatthet’'s total

revenue on the route.

9 City delivery volume data is obtained from USPSOFY28 - City Carrier Cost System (CCCS), rural
delivery volume data is obtained from USPS-FY07-2Rural Carrier Cost System (RCCS), and rural
carrier costs by mail shape were obtained from EY&006 Rural Mail Count (RMC), which was
graciously provided by the Postal Service.

10 Shape volumes from the Rural Mail Count are caeeeto subclass volumes using conversion factors
derived from the Rural Carrier Cost System.

11 All things being equal, the fixed cost of the entris proportional to the number of days a week th
delivers.

12 The delivery price for each subclass is the avemice minus the average upstream attributable cos
Because the Postal Services worksharing discouategual to avoidable upstream costs, this prodaces
good estimate of delivery prices.
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If a route is skimmed, new Postal Service volumes are computedtirg the lost
volume. When all routes have been examined, Postal Service volumesamgetition
are known and new revenues are calculate®imilarly, the model calculates new
revenue and new upstream and delivery costs for the new volume dhatahe Postal
Service will deliver after the contestable mail on the routes een skimmed. The

reduction in profit due to entry is the value of the letter monopoly.
1.1.4 Modd Results

In our opinion, realistic ranges for the input variables and the laggseate the mid range
of the values.

The base case for the combined letter/mailbox monopoly is as follows:

10 percent--Discount

3 -- Number of days per week that the entrant delivers

10 percent—Entrant’s cost advantage (labor cost and efficiency)
100 percent of contestable volume available

Base case value of the monopoly: $3.48 billion

Percentage of routes skimmed: 48 percent

The value of the monopoly should be looked at in the context of the PestateSs
$75 billion revenue for that year. The base case monopoly value ihdesS percent of
revenue. It should be noted that several factors contribute to this dingper bound
estimate. The model assigns no costs to the entrant for capiplheent. Moreover, it
will be seen in a discussion below that some skimmed routes do rnottie critical
mass necessary for operation and no adjustment has been maddei® neduictance to

switch to an entrant even if offered a discount.

Sensitivity analysis for model input variables

13 The weighting in the model takes into accountftut that city routes are represented by a 10 perce
sample.

4 More specifically, pre- and post-entry profits ax@culated for the sample, which are subsequently
multiplied by a weight that determines the annuaefiplost from entry.
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To test the sensitivity of the result, the value of the combletdr and mailbox
monopoly is shown below for the full range of each variable while hglthe other

variables to their base case values.

Table F4-3: Values of the Combined Letter and Mailbox Monopoly

Discount 0 percent 5 percent 10 percent 15 percent 20 percent
Value $3.9 bil $3.7 bil $3.5 bl $3.3 bil $3.1 bl
Skimmed 56 percent 52 percent | 48 percent 44 percent | 40 percent

routes
Days/week 1 2 3 4 5 6
Value $5.1 bil $4.4 bil $3.5 bl $2.7 bil $2.1 bil $1.6 bil
Skimmed 92 percent| 69 percent| 48 percent| 34 percent| 24 percent| 17 percent
routes
Cost 0 Percent 10 Percent 20 Percent 30 percent
Advantage
Value $3.1 bil $3.5 bil $3.9 bil $4.3 bil
Skimmed 41 percent 48 percent 57 percent 65 percent
routes
Contestable 50 Percent 100 Percent 150 Percent
Volume (low) (base) (high)
Value $0.8 bil $3.5 bil $5.9 bil
Skimmed routeg 17 percent 48 percent 66 percent

It can be seen that the value is most sensitive to the cdngestdume with a range
from low to high of $5 billion. Next is the number of days per wielt the entrant
delivers. Here the range is $3.5 billion. The results are not naarlsensitive to the
discount or to the cost advantage variables. Each has about a billens defbarating the
low and high values. It is intuitive that the result is most ifeasto the contestable
volume input variable. The amount of contestable volume can be thoughthaf size of
a pie and the other variables can be thought of as determinintatgeva portion of the
pie will be captured by the entrant. Because the contestable vohmges from 50
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percent to 150 percent of the base amount, it is the largest ifactetermining the size
of the entrant’s share. If contestable volume were only alloweahigerfrom 95 percent
to 105 percent, then the number of delivery days per week would havargest

influence in determining the entrant's share. It can also be thaerthe results are

decidedly non-linear with the amount of contestable volume.

The number of days that the entrant delivers is the way that emeoan control its
fixed cost to gain an advantage over the incumbent. In Sweden, City9vaitien Post’'s
main competitor) began by delivering two days a wedkty mail later changed to
delivering every third weekday (or an average of 1.5 days a week)mgroved its

profitability significantly.

The highest and lowest values of the letter monopoly assuming thdanosable and
least favorable values of the input variables are:

Highest--$7.1 billion (98 percent of routes skimmed)

(delivery once a week, no discount, 30 percent cost advantage and high contestable
volume-150 percent of base)

Lowest--$0.2 billion (2 percent of routes skimmed)

(delivery 6 days a week, 20 percent discount, no cost advantage, and low contestable
volume-50 percent of base)

The percentage of routes skimmed is proportional to the value of the monopoly.
Sensitivity analysis for mailers’ reluctance to use an entrant

To quantify the impact of mailers’ reluctance to use an entvarhave examined the
case where only 35 and 70 percent of the contestable mail would be dweretd the
entrant. We do this by adjusting the amount of contestable volume to 3® gredcent
of the base amount in the table below. It can be seen thailérsnaere reluctant to turn
over mail to the entrant even with a discount, that this would signific reduce the
value of the monopolies from the base case.

15 Sweden Post delivers 5 days per week.
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Available Volume 35 Percent 70 Percent
Value $0.3 bil $1.8B
Skimmed routes 6 percent 31 percent

1.15 Critical Mass

This analysis uses the route data made available to the PR@ Postal Service which
has stripped it of zip code information making it impossible toroete the geographic
proximity of the skimmed routes. This is important because entrydnanly take place

if there were a critical mass of routes (or really addresses) énatprofitable to serve. It
can be expected that there are some relatively isolated skimouges that do not meet
the critical mass test. We know that the profitability of routes depends on vahdrtbat
volume is primarily related to the income of the addressesdeifverther we know that
relatively high income people tend to live in different neighborhoods tkatively
lower income groups. Consequently, a large majority of the skimmed routes would be
in geographic clusters and would form a critical mass. To ttenexhat a number of
skimmed routes are relatively isolated and are not in an@agarm a critical mass, the
model predicts entry where it is unlikely to occur and therejoegstates the value of the
monopoly. The results can be considered to be an upper bound on the value of the

monopoly.

Finally, we know that mail processing costs in the USPS pradessing plants vary
widely” A more accurate estimate of the value of the monopolies coutdbde if the
mail processing cost data could be related to the route datse ddjain, the Postal

Service did not release geographic identifiers with its mail processer amst data.

16 See the Appendix to Cohen, R., Ferguson, W., Walleand Xenakis, S. “An Analysis of the Potential
for Cream Skimming in the U.S. Residential Deliveviarket”; Emerging Competition In Postal and
Delivery SystemsEds. M. Crew and P. Kleindorfer; Kluwer Academigbiishers, 1999.

7 Cigno, M., Monaco, D. and Robinson, M. “Do Diffaes in Facility Specific Mail Processing Unit
Costs Have Implications for the Cost of the Unia¢rService Obligation?’Unpublished Manuscript.
Washington, D.C.: Postal Regulatory Commission.
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1.2 Alternative Financing for the USO

The mid range “cost of the statutory USO” calculated in AppendixsFB 7.6 billion.
This is close to the upper range of the value of the letdlidox monopoly. This
coincidence might be taken by some observers as a justificatiomafataining the twin
monopolies, but this conclusion would be erroneous. In each case, it isamporkeep

in mind precisely what was calculated.

The “cost of the USO” can be thought of as an estimate of whatd happen if
Congress sold the Postal Service without adjusting the monopolydaairin intent on
profiting as much as possible from ownership while being requiredayovathin the
statutory price caps. Seeking to maximize its profit, it wouldiehte all elements of the
statutory USO. We have estimated that the new owner would &aénb#illion more than

the Postal Service now earns.

Similarly, the “value of the monopolies” represents an estiofthe losses that the
Postal Service would suffer if Congress repealed the monopolydaiMeft the Postal
Service hobbled by its current universal service obligationst asntered a new
competitive world. This means that the Postal Service would havaittaim 6 day a
week delivery even if its main competitor delivered only once acetva week; to
maintain all small post offices even though its competitors had rionegntinue to
provide reduced rates to nonprofit mailers while its competitors digta continue
economically irrational prices for Media mail by not reflegt the distance pieces
traveled while competitors charged distance based prices¢@mntthue to charge below
cost prices for periodicals.Under this scenario, new competitors would cherry pick
profitable routes, and the Postal Service, we estimate, would B&elfilion per year in
profits using our mid range estimate and $7.1 billion using the highestr range of

estimates.

In both cases, the calculations are highly sensitive to rjagssumptions. The

estimate for the cost of the USO would change if statutory gulatory obligations

18 Media Malil is the only product that can not beembibecause of a statutory prohibition.
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change. The estimate of the value of the monopoly would chatige Hostal Service’s
cost per piece changes causing the Postal Service to becom@miess competitive
with potential entrants. Moreover, the value of the monopolies will stmun&h faster
than the cost of the USO as mail volumes decfine.

In real life, Congress would not allow private ownership of the P&&alice without
requiring that it provide minimum levels of service and perhapdl foértain social
obligations. These calculations offer an orderly way of estabisboundaries for an
essentially indeterminate problem. In particular they do not agdhe question of how
the profits of the Postal Service would be affected if it had mmoke flexibility to

modify its current USO in response to competition.

Congressional appropriations for “public service” costs incurred bPdseal Service
ended in 1982. Congress stopped paying the Postal Service for “revenue forduate” t
resulted from statutorily mandated discounts for nonprofit and othérnnmE®93. Since
then mailers have been forced to pay higher rates in order to whatever costs the
Postal Service has incurred in providing services which it would notatigrwffer but
must maintain because of the USO.

If the monopoly laws were repealed, the Postal Service wollldik&ly have market
dominance in a number of markets and could still force maiigtseose markets to cover
the cost of the USO through higher rates (provided the price dapsot make this
impossible). However, if the loss of the monopoly stimulated the Postal Sergoeater
efficiency, then these mailers might pay less. Alternatj\ubly cost of the USO could be
financed directly by Congressional appropriations (as it used torti®) a fee collected

from competitors in a liberalized postal market as has been described in Apidendi

19 The largest cost component of the statutory USfeetguency of delivery and its USO cost is fixetheT
next largest component is maintaining small rudtpffices and its cost is 82 percent fixed. Iseaular
declining volume scenario, its costs would probdigyl00 percent fixed because it is likely thaases of
postmasters would not be allowed to decline.

20 |t should be noted, however, that there is inenirtaw a perpetual public service authorizatio @60
million per year, but no funds have actually bepprapriated to the Postal Service since 1985 bectgs
Postal Service has not requested any. See AppBnidixa more complete discussion.
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Finally, it should be noted that the estimate for the “value ofrtbeopoly” would be
greatly reduced if the Postal Service were to price bulk prodigtibly.2: This can
easily be done now that bulk postage is calculated with computeces Hor mail
destined to highly profitable zip codes (routes) could be lowered anldgheevenue
could be made up by increasing prices on mail destined for unpiefitap codes
(routes) so that total revenue remains roughly constant. This wouddgreat extent
prevent cream skimming and the revenue loss caused by elimitb&nmonopoly.

Consequently, our monopoly valuation is an extreme upper bound.

Sweden is a case in point. City Mail, its primary competiotered the market in
1991 when the country wate factoliberalized. The Swedish postal monopoly was then
eliminated in 1993. City Mail delvers every third business day to lnai¢the addresses
in the country. It delivers highly presorted mail of all typesherg is no distinction
between First Class and Standard mail. The Competition Authorgypkeamitted
Sweden Post to have different prices for different delivery ztordsulk mail based on
the cost of serving the zones. City Mail went bankrupt twice and sqwoiitable and
enjoys about a ten percent market share. In the meanwhile S\Wedé has reduced
employment by about a third and consumer surplus for mailers hassed. See Joint

staff paper by the PRC and National Post and Telecom Agency, Sweden

21 There does not seem to be a statutory bar to iclwardjfferent prices for mail sent to different
destinations. Uniform pricing for non-First Clag®gucts is a voluntary policy of the Postal Serécel
not a statutory requirement. There is a statutequirement to price First class uniformly, but ded not
mean that mail sent to different destinations caiweocharged different prices. It appears to meahthe
same schedule of prices must be available to dlersaegardless of where the mail originates. &arller
discussion see Appendices B and H.

22 Cohen, R., Jonsson, P., et al. “The Impact of Gaitipe Entry in Sweden”; Presented at the WIK
Wissenschaftliches Institut fur Infrastruktur undormunikationsdienste GmbH “L0Konigswinter
Seminar on Postal Markets between Monopoly and @titign, February 12-14, 2007; www.prc.gov.
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1.3 Value of the Mailbox Monopoly Alone

A significant amount of mail falls outside the letter monopoly aad tegally be
delivered by USPS competitors. Because the Postal Serviggs engeparate monopoly
on the mailbox, competition for this volume is minimal. Only the PoStVice is
allowed by statute to place anything in a mailcokhe categories of mail that are outside
the letter monopoly include periodicals, unaddressed saturation atalbgues over 24

pages, parcels and letters over 12.5 ounces.

The same entry point model is used to estimate the value ohdhieox monopoly
with contestable volumes changed to reflect the legal prohibitionsvoAkl be expected
the number of skimmed routes are fewer, the amount of mailydsiebPostal Service is
much smaller and the impact on USPS profits is much less thdme ianalysis of the
combined letter/mailbox monopoly. The contestable volumes for the mailboawpoly
are shown in the following table. Here it totals 23 billion piecesypared to the 55.3

billion pieces that are contestable in the combined letter /mailbox monopojgianal

Table F4-4: Contestable Subclasses and Contestable Volumes (M ailbox Alone)

Subclass Contestable Volume
(billions)
Periodicals 2.9
Standard ECR 19.9
Parcel Post 0.2
Total 23.0

The base case has changed for the mailbox monopoly because tezlreolutestable
volumes make it likely that new entrants will follow the praetiof the existing
alternative delivery operations that deliver unaddressed advertmsatgrials. They
generally deliver once a week or even less frequently. Coesttiguthe base case is
changed here to delivery one day per week and the rest bhe case is the same as in

the combined letter/mailbox monopoly analysis.

218 USC 1725.
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10 percent--Discount

1-- Number of days per week that the entrant delivers

10 percent--Entrant’s cost advantage (labor cost and efficiency)

100 percent of contestable volume available

Base case value of the monopoly alone: $1.33 billion

Percentage of routes skimmed: 51 percent

Again this result is less than 2 percent of revenue for 2007 amanitich lower than

for the combined monopolies.

Sensitivity analysis for model input variables

As before, the value of the mailbox monopoly is shown below for therdntje of

each variable while holding the other variables to their base case values.

Table F4-5: Value of the Mailbox M onopoly Alone

Discount 0 percent 5 percent 10 percent 15 percent 20 percent
Value $1.42 bil $1.38 bil $1.33 bil $1.27 bil $1.20 bil
Skimmed 58 percent 55 percent 51 percent 48 percent 43 percent

routes
Days/week 1 2 3 4 5 6
Value $1.33 bil | $0.76 bil | $0.40 bil | $0.26 bil | $0.19 bil | $0.16 bil
Skimmed 51 percent| 21 percent| 9 percent| 4 percent| 3 percent| 2 percent
routes
Cost 0 Percent 10 Percent 20 Percent 30 percent
Advantage
Value $1.22 bil $1.33 hil $1.43 bil $1.50 bil
Skimmed 44 percent 51 percent 59 percent 65 percent
routes
Contestable 50 percent | 100 Percent 150 Percent
Volume (low) (base) (high)
Value $0.40 bil 1.33 bil 2.25 bil
Skimmed 21 percent 51 percent 67 percent
routes

GEORGE MASON UNIVERSITY
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The value of the mailbox monopoly alone is far lower than the combitted &nd
mailbox monopoly because far less volume is subject just to the maiboopoly. As
in the case of the joint monopolies, the value is most sensitive tmthestable volume

and delivery frequency.

The following two cases which show first a very low value ofrtielbox monopoly

and second, a very high value are taken from the table above.

10 percent -- Discount

1 -- Number of days per week that the entrant delivers

10 percent — Entrant’s cost advantage (labor cost and efficiency)
50 percent of contestable volume available

Value of the monopoly: $0.40 billion

10 percent -- Discount

1 -- Number of days per week that the entrant delivers

10 percent — Entrant’s cost advantage (labor cost and efficiency)
150 percent of contestable volume available

Value of the monopoly: $2.25 billion

The highest and lowest values of the mailbox monopoly assuming thdavorsble

and least favorable values of the input variables are:

Highest -- $2.4 billion (79 percent of routes skimmed)
Lowest -- $0.06 billion (1 percent of routes skimmed)

Sensitivity analysis for mailers’ reluctance to use an entrant

To quantify the impact of mailers’ reluctance to use an entvhenh just the mailbox
monopoly is eliminated we have again examined the case wher8malyd 70 percent
of the contestable mail would be turned over to the entrant. We dbytlaidjusting the
amount of contestable volume to 35 and 70 percent of the base amount in the table below.

It can be seen that if mailers were reluctant to turn owl tm the entrant even with a

GEORGE MASON UNIVERSITY NOVEMBER 2008
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discount, that this would significantly reduce the value of the monapfvben the base

case.
Available Volume 35 Percent 70 Percent
Value $0.19 bil $0.76 bil
Skimmed routes 10 percent 36 percent

A mailbox issue

There is an alternative delivery industry in many cites inUt& These firms do not
use the mailbox and they usually place material that is outsedetter monopoly in a
plastic bag and hang it on the door knob. Given the economies of sdalévery, there
is usually only one firm serving in any given area and theyx#ylpi deliver one day per
week or less frequently. It would be expected that if thesesfand new entrants had
access to the mailbox, they would still deliver once a weekssrftequently because of
the limited volume available to them. There might be some cestiased with USPS
delivery personnel finding the mail that patrons have depositéetia bwn mail box for
pick up. However, many routes would have no competition and those that did would have
this issue only once a week or less frequentlylhis might increase the Postal Service’s
delivery cost somewhat, but at present there is no reliable wastiofating any increase

cost.

24 A separate smaller box might be attached by haldsho their mail box to hold letters for pickug b
USPS carriers.
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