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Title Slide
Director General Dayan,
Deputy Direct General Huang,
CA Chairman Hussein,
Distinguished delegates and co-panelists,

Good Morning.  Bonjour. … I am honored to be here today.  My topic is “Financing the universal postal service in the United States.”  Every nation’s post is a unique cultural icon.  The policies and expectations for universal service reflect history, culture and geography.  That is certainly true in the United States.  I hope you find something in the American experience that will be of benefit to you as you consider similar policy issues.  

Let me begin with a little bit of our history.  

(Next Slide) 





Slide 2 (History - Ben Franklin)
The history of the United States Postal Service is tied very closely to the birth and development of the United States itself.  The stamps pictured here were issued in 2006 on the 300th birthday of Benjamin Franklin.  Franklin was one of the leaders who forged our new nation.  He was a diplomat and inventor who wrote and published influential political pamphlets and was our first Postmaster General.  Franklin also signed both the Declaration of Independence and the U.S. Constitution.
(Next Slide) 

Slide 3 (History- U.S. Constitution)
The constitution is the fundamental law that has guided the Unites States for two and a half centuries.  Its drafters, under Franklin’s direction, specifically placed postal service into the law.  In fact, they authorized our Congress to create Post Offices and Post Roads.  
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Slides 4 (History- Post Roads)
Here you see historic Post Road markers that can be found in the U.S. today ... from states like Georgia, Massachusetts and Alabama.  

Our Founders believed that Post roads and post offices were crucial to the task of binding our states into a nation.  Over the next 150 years or so, they continued to play a similar role in binding all 48 continental states into the union and connecting rural and urban America together.  

With this history ... with this close relationship between the postal system and the birth and development of our Nation ... it’s not too surprising that the U.S. Congress would maintain the postal system as a government function over all of these years.

It is the only national government-owned monopoly in a system of government and an economy that overwhelmingly favors the private sector.
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Slide 5 (USO – Define, measure, identify)
In all of these years, however, our Congress never really defined universal service, except for requiring 6-day delivery.  In 2006, they passed the most significant postal reform legislation in the United States in 35 years.  This legislation, known as the Postal Accountability and Enhancement Act, changed the former Postal Rate Commission to the Postal Regulatory Commission and gave us the task of defining universal service.  In 2008, we completed a year-long study, aided by research coordinated by George Mason University in Virginia.  Bob Cohen, our moderator, helped with the research for that study.  We issued our report on universal service and the postal monopolies in December of 2008.  

We began by defining universal service and the monopolies as they existed at that time in the United States.  Next we calculated their monetary value.  

Unfortunately, our study did not capture any of the effects of the recession which became evident in the fall of 2008.  However, I believe the fundamentals of our analysis remain sound and relevant.

But here is what we found. 
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Slide 6 (USO Definitions)
Generally, American citizens see universal service as a safety net that ensures that they are connected to government, commercial activity and society in a way that lets them take care of their basic needs and responsibilities.  

They believe that it should provide everyone, regardless of location or income, with reasonably comparable basic services.  

Lastly, we determined that the universal service value of these components is best calculated by measuring the cost of these services if they were to be provided if a firm seeking to maximize profits.  

 (Next Slide)

Slide 7 (U.S. Internet Usage)
Before we move on to the components of universal service and their cost, I want to share this slide with you.  Perhaps you have seen commentary that says the Internet is the electronic version of universal service.  That may be true someday.  But it is certainly not true now.  Research indicates that in the United States, at least one-in-four people are not connected to the Internet.  
Basic, hard copy letter mail is still necessary to assure that every citizen has access to a universal communications network.
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Slide 8 (USO and Monopolies)
Here are the Commission’s key findings on universal service and the postal monopolies.
USO
The USO has seven components.  As you can see, the American people have an expansive view of universal service.  It includes a full range of quality products and services, letters and packages that are available and delivered everywhere with a six-day delivery at affordable prices.  Furthermore, they perceive that they have the rights as to advance notice of, participation in and redress for actions of the Post.
Our research estimated the cost of the seven components that would not be provided by private company at $4.4 billion.
Monopolies
In the U.S., the Postal Service benefits from two monopolies.  One protects so-called letter mail, which includes about 99 percent of mail volume that currently accounts for about 88 percent of postal revenue.
The second monopoly applies to the mailbox.  This protection is unique to the United States and it is absolute.  Only fully paid mail can be placed in the mail box.  
Together, these monopolies capture the maximum amount of mail, allow the operator guaranteed prices, reduce risk and gain operational efficiencies.
We estimated the value of these two monopolies at $3.5 billion.
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Slide 9 (Cost of USO)
More specifically, here are the primary cost drivers of the USO.  We estimated that the Postal Service would save about $1.9 billion by going from 6-day delivery service to 5-day service.  This is a rough number and includes an assumption of 2% loss of volume.

Next on the list, if the Postal Service could act like a private company and raise prices on below-cost and low margin mail, such as periodicals, library mail and non-profit charity mail, it could add $1.6 billion.  However, this mail is deemed to have high social value.  It is seen as contributing to the overall well-being of society, and as a key component of universal service.  

After that, you see the costs and potential saving by reducing the USO drop rapidly.  Closing unprofitable small offices and reducing delivery to remote areas of the country, for example, would net no more than $600 million.  
(Next Slide) 

Slide 10 (Value of Monopolies)
In the United States, the principal counterbalance to the cost of universal service is the value of the monopolies.
This value was calculated by estimating the business that would be lost to the Postal Service based on Entry pricing by competitors.

We estimated the cost advantages available to new entrants using four variables
1. Volume of mail at risk, which was determined to be 55.3 billion pieces, about 26% of volume
2. New entrants have delivery flexibility.  We estimated they would deliver 3-days per week and offer fewer access points.
3. They would likely have other cost advantages -- like lower wage rates that we estimated to be 10-30 % lower.    
4. However, they would have to provide better prices to lure away postal customers.  We estimated that a minimum 10 percent discount would be needed.  
All together, we came up with a range of values and arrived at a best estimate of $3.48 billion for the two monopolies.  

(FYI: Mailbox alone:  $1.33 billion)
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Slide 11 (USPS/worksharing)
There is another side to the US letter monopoly that should be mentioned.  The private sector effectively can avoid the set prices of the monopoly to a large degree by partnering with the Postal Service.  Through worksharing, they can reduce or eliminate postal costs associated with the collection, processing and transportation of a large portion of the mail.  In exchange for doing work normally done by the Postal Service, the mailers earn commensurately lower prices.  The Commission evaluates all workshare discounts to assure that they are not greater than the savings gained by the Service.  We believe that worksharing spurs efficiency and innovation and is in large part responsible for the huge growth in mail volumes during the last two decades.
Additionally, the majority of long-distance transportation of the mail is outsourced to private firms.  
One cost that mailers cannot avoid is the so-called “last mile of delivery.”  Only the Postal Service may put mail into the mailbox.  And companies like FedEx, DHL and UPS, our package competitors, offer low-cost parcels services that utilize the Postal Service for the last mile of delivery.
Finally, the Postal Service offers some “joint products” with the private sector.  For example, the Postal Service provides acceptance services for its Global Express Guaranteed product.  International delivery is completed by its private sector partner, which currently is FedEx.  
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Slide 12 (FTC Report)
As part of postal reform in 2006, our Congress directed another regulatory agency, the Federal Trade Commission (FTC), the equivalent of our Competition Regulator, to look into concerns that the Postal Service had an unfair advantage compared to the private sector because of its government status.  For instance, the Postal Service doesn’t pay income or sales taxes.  It is also not subject to local and state laws. On the other hand, it has to meet many other requirements that increase its costs – such as for labor, open source bidding and biofuel mandates.

The FTC found that the law did not work in favor of the Postal Service.  In fact, according to their study, the Postal Service has a sizeable disadvantage, estimated to be between $291 and $665 million.  
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Slide 13 (USO Funding Options – U.S.)
So how is our USO financed?  As I mentioned earlier, it is financed primarily by the benefits of the two monopolies.  However, by the Commission’s estimate, this still leaves the Postal Service about $900 million short.  
Here I think it is helpful to share a little bit more U.S. postal history.  Before 1971, the Post Office was a subsidized government agency that received as much as 25% of its revenue from government appropriations.  
With the 1971 Postal Reorganization Act, the Postal Service became a quasi-independent government agency that was mandated to break-even over time.  This allowed them to raise rates to pay for operating shortfalls, including the cost of universal service.  
With our 2006 reform legislation, the Postal Service must make up the difference through operational efficiency or revenue growth.  The Postal Service is also now allowed to earn a profit.  The stamp represents the freedom the service has to set profitable rates for express competitive products.  It only receives a very limited amount of funding from our Congress to subsidize free mail for the blind and overseas voting ballots.  The Postal Service’s operating costs are expected to be paid by the postal ratepayer, not the U.S. tax payer.  
The law also gave the Postal Service more flexibility to compete in the parcels and express markets, subject to regulation enforced by the Commission to ensure a level playing field and prevent cross-subsidization by monopoly products. Rates for what we define as market dominant products, those which are generally under the monopoly, are capped at the rate of inflation, the annual consumer price index.  
The Postal Service has increased its revenue by processing passport applications for our State Department.  In fact, they process 2 out of every 3 passport applications.
Today, the Postal Service still looks to Congress in times of crisis, receiving legislative relief on the last day of FY2009 waiving a $4 billion payment into their healthcare fund for future retirees.   Nonetheless, the current postal model is intended to promote a self-supporting – even profitable – mail system.  




Slide 14 (USO Funding Options Continued)
The USO might also be supported by charging fees to users of the system or licensing those who access the system as service providers.  These are not part of the USO financing model in the United States, although they are models widely used in other countries.
The last item addresses the financing issue from the opposite direction by reducing the USO to lower its cost.  I am concerned that reductions in service will diminish the value of the Postal Service.  
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Slide 15 (Reducing the USO.)
Here are some of the ways that the Postal Service is cutting costs and, in some cases, clearly narrowing the USO.  
The Postal Service has removed more than 100-thousand neighborhood collection boxes ... Consolidated 2500 mail delivery routes ... Currently reducing the number of mail processing plants by about 90... And they are currently considering closing hundreds of post offices in urban and suburban areas.   
The Postal Service also has asked Congress to remove restrictions that prevent them from cutting back from 6-day delivery.  Before this happens, the Postal Service will have to ask the Commission to review the proposal, hold public hearings, and issue an advisory opinion on the merits of the proposal.

The U.S. mail industry has been hard hit by the recession.  How well the industry recovers, however, may be determined by how far service and the USO are cut in the meantime.  
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Slide 16 (USO Social Value)
One last issue before I wrap up.  The Commission has a study in progress to assess the social value of the mail.  Just as post roads enabled settlements to become a country, the mail and the USO enable positive social outcomes.  

The very presence of a post office increases commercial activity in the area and raises real estate values.  The Postal Service is a welcome and reassuring face of government in American life.  It is critical to the support of charities, social institutions and the political process.  
For example, an increasing number of states are choosing to use the mail as their voting booth.  In the state of Oregon, voting is done completely through the mail.  In Washington state over 90% of voting is done through the mail and in California over 50%.

It may be difficult to quantify social value, but it is an important value that must be included in the final calculations of any regulator when determining the value of the USO and who should pay for it.  
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Closing Slide (www.prc.gov)
I know I have covered a lot of material in a short time.  However, there is much to share if you are interested.  And you can access it relatively easily through the Commission’s website: WWW.PRC.GOV.  It is also available in print by request.

The Postal Regulatory Commission has been directed by Congress to promote the accountability and transparency of the Postal Service.  It is a standard that we willingly apply to ourselves as well.  To the extent possible, you will find our work posted on line and available in print by request.  

The complete USO/monopoly report and all supporting documentation are posted on our web site.  Also, we have developed a new international web page with links to information about International regulatory developments.  I hope you will find this page very useful.

Thank you for your kind attention.  I look forward to answering any questions you may have.

#  #  #  #
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