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to access a delivery point. IBM notes that going to and from an address takes
the same amount of time no matter how many pieces of mail a carrier takes to it.
IBM Final Report at 40. IBM believes that such fixed delivery activities make up
a large proportion of what the Commission and the Postal Service have identified
econometrically as volume-variable delivery costs. This implies that a large
percentage of the volume that shifts to remaining delivery days can be
“absorbed” without increasing the level of volume-variable costs.

The Commission agrees that important components of street delivery time
are fixed, or nearly fixed, with respect to volume, and that access time is
probably one of the most important of these components. In the Commission’s
view, however, the fixed components of street delivery are largely accounted for
in the estimate that serves as the starting point for IBM’s analysis—that carrier
costs overall (on city routes) are about 52 percent volume variable and

48 percent fixed.

This proportion is determined, in part, by econometrically modeling how
carrier time on the street varies with volume. The one activity that can be
intuitively identified as fixed (“network travel”) has been segregated from other
street time before street time is econometrically modeled. Other street activities
that are relatively unaffected by changes in volume, such as accessing
addresses, have already lowered the variability that serves as the starting point
for IBM’s analysis—the overall city delivery carrier variability of 49 percent.
Therefore, to the extent that “economies of density” exist in the delivery function
due to activities such as accessing addresses, they have already been

accounted for in the modeled results that aggregate to 49 percent variability.

What has not been explicitly recognized by either GMU or IBM is that
models used to find the volume variability of individual products for pricing
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purposes solve a different problem than the one posed by changing the
frequency of delivery throughout the network. The first modeling approach is
designed to measure the effect on costs of adding the next piece of volume. This
is measured to provide the basis for an economically efficient price signal that
can guide the buying decision of the mailer. Changing the frequency of delivery
throughout the network involves not just huge increments of volume, but also a
basic reconfiguring of the delivery function to deal with huge increment of

volume.

This calls for a very different model—one that concerns itself with major
changes in total workload and how the processing and delivery functions would
be reorganized to meet them. Delivery activities that are fixed over infinitely
small changes in volume may not remain fixed in the new environment. Delivery
activities that vary linearly over very small ranges of volume may become

curvilinear in the new environment, and may increase or decrease at the margin.

GMU contemplates how delivery costs that are volume variable over small
ranges of volume might behave over the large ranges of volume that are involved
in the reduced-delivery-frequency scenario. It remains essentially agnostic by
assuming that the volume-variable costs change at a constant marginal rate.
IBM, on the other hand, is confident that volume-variable costs would decline
quickly at the margin. The notion of “economies of density” (the spreading of
overhead) is not adequate to explain a prediction of such a dramatic change in
cost behavior, since economies of density can imply falling, constant, or rising
costs at the margin, depending upon whether the resource being analyzed (such
as a carrier case) is under-utilized, fully utilized, or over-utilized. Assuming that
marginal costs (not average costs) decline as volume rises is the equivalent of
assuming that the efficiency with which mail is sorted and delivered by carriers

not only rises, but accelerates, as volume increases.
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In order to be comfortable with the conclusion that “economies of density”
in the delivery function accelerate as volume increases, the Commission would
need to see whether this conclusion can be verified by an appropriate
econometric model that is corroborated by either operational experience or
intuition. Apart from economies of density, the Commission is not aware of any
engineering, operational, or other consideration that would lead one to expect
such a large change in the direction of marginal costs under the reduced-

frequency-of-delivery scenario.

Models of volume-variable carrier delivery time that the Commission and
the Postal Service had relied on in the past analyzed the variability of this time by
the functions performed. For example, the carrier sorts the mail and pouches it
in the office before going out on the street (labeled “in-office” time). This time
was assumed to vary almost in direct proportion to volume. In-office time was
very similar to “elemental load time.” This was the label given to the activity of
stopping at a delivery point, sorting through the mail pouch for items for that
address, and loading the items in the mailbox. Econometric models of
“elemental load time” found that it, like “in-office” time, varied almost in direct
proportion to volume. There is no obvious reason that handling mail a piece at a
time or a bundle at a time would become easier and faster as volume increases.
The time required to perform the remaining carrier functions (which consist of
traveling to the route, on the route, or between delivery points) was found to vary
with the number of routes, the number of delivery points accessed, or not to vary
at all. These actions tend to take the same amount of time regardless of volume.
The time that carriers spend performing these functions depends primarily on the
number of times that they must repeat them. There is no intuitive reason to
suspect that any of these functions would be performed more quickly or
efficiently as rising volume increases the number of times they must be repeated.
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GMU's estimate of the profit impact of reducing the frequency of delivery
from 6 to 5 days does not rest on the premise that the direction of marginal costs
would change dramatically. In addition, it recognizes that reduced frequency of
delivery would have the effect of reducing volume and net revenue that would
partially offset the fixed costs saved. For these reasons, the Commission
regards GMU'’s estimate that profits would increase by $1.93 billion if delivery
were reduced from 6 to 5 days per week as more realistic than IBM’s estimate of
$3.504 billion.

IBM offers an alternative scenario for reducing the frequency of delivery
that adds needed sophistication to the research in this area. It concludes that the
Postal Service would maximize profits by varying frequency of delivery to
equalize volume across 3-digit ZIP Code days. Because volume is distributed
unevenly across ZIP Codes, IBM finds that equalizing volume would require
6-day delivery to 40 percent of ZIP Codes; 5-day delivery to 30 percent of ZIP
Codes; 4-day delivery to 24 percent of ZIP Codes; 3-day delivery to 4 percent of
ZIP Codes; and 2-day delivery to 1 percent of ZIP Codes. IBM estimates that
tailoring delivery frequency to ZIP Code volume would increase profits by $200
million compared to eliminating 1 delivery day from every ZIP Code.* Equalizing
volume at the 5-digit ZIP Code or even the route level is likely to yield an even
greater profit impact. This suggests that accounting for geographic differences is
potentially important in assessing both the burden of the USO and the value of

the monopoly.

8 See Report on Universal Postal Service and the Monopoly, October 2008, Appendix C
at 44 (IBM Final Report).
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Discounts for Nonprofit Categories of Mail®

The table below lists the six categories of mail in the Postal Service Mail
Classification Schedule that have legislatively-mandated preferred rates, along

with their for-profit counterparts.

Table 4.

Preferred Rate Categories

Class Nonprofit Category Focr:?lg:c?zfcc):g(tj;g%ry
Periodicals Within County Regular Rate
Periodicals Nonprofit Regular Rate
Periodicals Classroom Regular Rate

Standard Nonprofit Regular
Standard Nonprofit ECR ECR
Packages Library Rate Media Mail

The discounts that are mandated in the statute are 5 percent for nonprofit

and classroom periodicals® and library rate, and 40 percent for

8 The discounted categories are technically referred to as “preferred” because not all the
mailers eligible to use these discounts are nonprofit organizations. The vast majority, however,
are nonprofit organizations; therefore, we use the term “nonprofit” here.

8 Nonprofit and Classroom Periodicals do not receive a discount on their advertising
pounds.
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standard nonprofit and standard ECR.* ® A profit-maximizing post would raise
the price of nonprofit categories to the level of their corresponding categories
were it not for the statutory obligation to provide the discounts. The gain in
profits by the Postal Service if it were to raise these prices is the USO cost of the
legislatively mandated preferred rates. The total increase in profits from
eliminating the discounts after taking into account the elasticity effects is

$1.15 billion in FY 2007. Virtually all of the gain comes from Standard nonprofit
regular and ECR. A complete description of the analysis is contained in GMU’s

Appendix F, section 3, analysis 2.

Uniform Rate with Respect to Distance Required for Media Mail/Library

Mail

The Media Mail and Library Mail subclasses consist largely of books.
They have a statutory restriction that requires their rates to be uniform with
respect to distance.® This is in contrast to the zoned rate structure of all the

other package classes. Total FY 2007 revenue for Media/Library Mail was

8 39 U.S.C. 3626. Reduced rates

(a)(1) Except as otherwise provided in this section, rates of postage for a class of mail or
kind of mailer under former section 4358, 4452(b), 4452(c), 4554(b), or 4554(c) of this title shall
be established in accordance with section 3622.

(2) For the purpose of this subsection, the term "regular-rate category" means any class
of mail or kind of mailer, other than a class or kind referred to in section 2401(c).

(3) Rates of postage for a class of mail or kind of mailer under former section 4358(a)
through (c) of this title shall be established so that postage on each mailing of such mail reflects
its preferred status as compared to the postage for the most closely corresponding regular-rate
category mailing.

8 In-County received a discount of half the markup of regular rate in the Docket No.
R2006-1 proceeding. This was de minimis because regular rate received just a one percent
markup.

% 39 U.S.C. 3683 (uniform rates for books, films, other materials).
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$445 million. Total contribution to institutional costs was a negative $38 million.®
GMU estimated zoned rates would have increased Postal Service profits by
$63 million. A complete description of the analysis is contained in GMU'’s

Appendix F, section 3, analysis 3.

Losses on Market Dominant Products

A profit-maximizing Postal Service would raise prices on loss-making
market dominant products to at least break even. If allowed, the Postal Service
might choose to achieve the same end by reducing the quality of the product,
and hence its cost. Alternatively, the Postal Service could discontinue the loss-
making product. For purposes of this analysis, we shall assume that there is a

USO that prevents the Postal Service from taking any of these remedial steps.

The Postal Service had four loss-making domestic market dominant
products in 2007: In-County and Outside County Periodicals, single-piece Parcel
Post and Media/Library Mail. Had the first rate increase under the PAEA gone
into effect prior to the beginning of FY 2007, it would have been possible for the
Postal Service to eliminate the losses on the two parcel subclasses by using the
flexibility allowed under the price cap rules. Under the PAEA price cap, the
losses in FY 2007 from the two subclasses that make up the Periodical class
could not have been eliminated. Therefore, the FY 2007 loss of $448 million by
Periodicals was made necessary by current statutory obligations. Consequently,
the negative contribution made by them should be included with the costs of the
USO. While portions of inbound International Mail were unprofitable, they are in
a class that was profitable overall. Accordingly, those losses are not part of the

cost of the USO. See Appendix F, section 3, analysis 4.

% See PRC FY 2007 Annual Compliance Determination at 24.
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Measuring Service Performance of Market Dominant Products

Section 3691(b) of the PAEA requires the Postal Service to provide “a
system of objective external performance measurements for each market
dominant product” unless the Commission approves of an internal measuring
system. GMU observes that without this statutory obligation, a profit-maximizing
Postal Service might not choose to measure service performance. Under this
reasoning, the cost of the service measurement system should be added to the
cost of the USO. In an informal briefing of Commission staff, the Postal Service
provided $182 million as an upper bound on the estimated annual cost of
operating such a system. GMU accepts that estimate, noting that it is the only

one available. See Appendix F at 25.

The Commission concludes that a properly defined USO would not include
these costs. In the Commission’s view, the USO should encompass the cost of
service-related activities that a profit-maximizing Postal Service would not
undertake if there were no legal requirement (express or reasonably implied) to
do so. The service performance monitoring systems that the Postal Service has

now, and is in the process of developing, do not meet this test.

The Postal Service is already operating its External First-Class Mail
(EXFC) service measuring system covering single-piece First-Class Mail.
Because there was no legal requirement to maintain this system prior to the
PAEA, it is reasonable to presume that the Postal Service initiated this system,
and continues to maintain it, out of institutional self interest. It serves the
business purpose of maintaining the Postal Service “brand” with mailers, the
public, and Congress by demonstrating the quality of its flagship product. It also
serves the management purpose of monitoring the efficiency of its network

operations on a local and national level.
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It is true that the PAEA requires a performance monitoring system for all
market dominant products. The Postal Service, however, is scheduled to
implement its Intelligent Mail Barcode (IMb) program in the coming year. That
program is expected to provide a means of monitoring the service performance
of most market dominant products. It is significant that the Postal Service began
developing the IMb program several years before the PAEA was adopted. The
Postal Service promotes the program as one that will add considerable
commercial value to the mail that participates in it because it will enable the
mailer to monitor the progress of its mail through the system in real time. The
IMb program should prove valuable to Postal Service management as well
because it enables it to track mail in fine detail as it is processed and transported
through the network, thus facilitating both operational diagnostics and cost

tracing.

Maintaining Small Rural Post Offices (CAG K&L Offices)

Under section 403(a)(3), the Postal Service is required "to establish and
maintain postal facilities of such character and in such locations, that postal
patrons throughout the Nation will, consistent with reasonable economies of
postal operations, have ready access to essential postal services.” In developing
rural free delivery services in the early 20™ century, Congress substituted rural
carrier services for the services of small post offices in many rural areas. Since
FY 1985, Congress has added language to annual appropriations to the Postal
Service that prohibits it from using funds in the appropriations bill to close or
consolidate small rural and other small post offices. This does not appear to bar
the Postal Service from using other funds to close or consolidate small post
offices, and the Postal Service has in fact closed or consolidated hundreds of
small post offices since 1985.
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The process of substitution of rural carrier services for rural post office
services has been going forward throughout much of the Nation for decades, and
since Congress has not expressly barred the Postal Service from closing small
and rural post offices, GMU assumes that the Postal Service could fulfill its
obligation to maintain "ready access to essential postal services" by providing
rural carrier service wherever such service is consistent with "reasonable
economies of postal operations.” Because Congress has traditionally
championed maintaining postal facilities in rural areas, there is reason to believe
that it would forbid closing these post offices if it were to adopt an explicit USO.
For this reason, GMU treats the costs of maintaining these post offices as part of
the USO.

GMU defines small post offices using Postal Service revenue generation
categories. It considers cost of operation to be greater than revenues in the
bottom two revenue tiers (those in Cost Ascertainment Groups K and L) and
therefore candidates for closing. Virtually all of the approximately 9,200 CAG K
through L post offices have counter transaction costs and post office box
operations costs (per box) that are much higher than at larger offices. They
typically have just one employee providing retail services to customers and filling
post office boxes. Cost savings could be achieved by closing these offices and

transferring their functions to other operations.*

To calculate the added profit of closing these post offices, GMU starts with
the cost of operating them, and deducts amounts for the cost of replacement

delivery and widow services and the revenue foregone from box rental. It

8 For example, a 1982 General Accounting Office study suggested that closing 7,000 of
these offices could save almost $400 million at that time.
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estimates that closing CAG K and L offices would add $0.586 billion to Postal
Service profits.

IBM, the Postal Service’s contractor, also recognizes that maintaining
small post offices might be considered part of the USO. It, too, focuses on
revenue levels to define what post offices would be candidates for closing absent
the USO. It considers post offices in Cost Ascertainment Groups H through L as
candidates for closing, a larger set than GMU considered. It assumes that the
postmaster’s salary and the cost of building maintenance and depreciation could
be saved if each of these post offices were closed. It also assumes that the
window and delivery functions could be transferred to other post offices without
cost or revenue consequences. It considers three scenarios. In Scenario 3, it
estimates that closing all CAG H through L offices would add $1.433 billion to the
Postal Service’s profits. IBM Final Report at 51. In Scenario 2, it then narrows
this set of candidate offices to those that have only a minor amount of window
service or mail handling hours in addition to the postmaster’s hours. It estimates
that closing only these offices would add $0.943 billion to the Postal Service’s
profits. Id. Finally, in Scenario 1, IBM narrows the set of candidate offices to
those that have no window or mail handling hours, just the postmaster’s salary.

It estimates that closing only these offices would add $0.588 billion to the Postal

Service’s profits.

The GMU method for estimating added profits would seem to be more
realistic than that of IBM. GMU'’s analysis adjusts the gross savings from closing
post offices by specifically calculating and deducting the cost of replacement
services and the amount of lost revenue. Its estimate is based on a smaller set
of candidate offices (those in CAGs K and L) that is more comparable in size to
the offices included in IBM’s Scenario 1. GMU’s estimate of $0.586 billion of
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added profit is almost identical to IBM’s Scenario 1 estimate ($0.588 billion).

That pair of virtually identical estimates appears to be the most reliable.

Alaska Air Subsidy

The cost of domestic Alaska air transportation was about $115 million in
FY 2007.%8 Air transport is used in Alaska to transport all Postal Service products
to remote locations that can not be reached by road or water. All of this cost is
variable. The Commission, in a series of decisions from Docket No. R90-1
through Docket No. R2006-1, concluded that part of the domestic Alaska air
transportation expense for parcels, a surface transportation product, should be
considered to be institutional rather than attributable on the grounds that it is a
USO to serve areas that otherwise could not be reached by Parcel Post service.
In Docket No. R2006-1, the Commission estimated the institutional portion to be
$107 million. If this cost had been an explicit part of the USO in FY 2007, its cost
would be about $107 million.

Uniform Rates for First-Class and Standard Mail

GMU calculates the additional profit that the Postal Service would earn if it
were to eliminate the requirement (under a plausible interpretation of section
404(c) of the PAEA) that rates for First-Class Mail not vary with distance. GMU
notes that if the First-Class Mail rates could vary with distance while the
monopoly letter and mailbox monopolies remain intact, the Postal Service could
be expected to offer dropship discounts for bulk First-Class Mail similar to those
that it offers for Standard Mail. GMU assumes that this would increase profits by

diverting a significant amount of low-margin dropshipped Standard Mail to high-

8 See PRC Library Reference PRC-LR-07-02 in Docket No. ACR2007.

139



Report on Universal Postal Service and the Postal Monopoly

margin dropshipped First-Class Mail. It also assumes that the discounts offered
for dropshipping would cause some single-piece First-Class Mail to convert to
dropshipped First-Class Mail, and would cause some additional growth in First-

Class Mail volume due to its own-price elasticity.

Applying the volume and revenue forecasting model last made available in
Docket No. R2006-1, GMU estimated the profit impact of offering First-Class Mail
SCF dropship discounts of 1.0 cents, 1.5 cents, and 2 cents, which mirror
discounts now offered for dropshipping Standard Mail to the SCF. It concludes
that a discount in the mid-point of that range (1.5 cents) would generate
$130 million in additional profit. The detailed analysis is in the Appendix F to this

report.

IBM analyzes the profit impact of having to charge a geographically
uniform rate for Standard Mail in an environment where Standard Mail is not
subject to the letter or the mailbox monopoly.* IBM assumes that competition
would emerge for the delivery of Standard ECR Mail and dropship Standard
Regular Mail in ZIP Codes where volumes and revenues were sufficient to allow
an entrant to make a profit by charging at least 10 percent less than the Postal

Service.

In such an environment, IBM observes, charging geographically uniform

rates would make it difficult for the Postal Service to protect its Standard Mail

% The basis for treating geographically uniform Standard Mail rates as part of the USO is
unclear. First-Class Mail satisfies the long-standing requirement, now preserved in section 404(c)
of the PAEA, that there be a class of letter mail sealed against inspection with a uniform rate
throughout the United States. The Postal Service currently offers rates for Standard Mail by
distance (dropship discounts) but they vary in a uniform way throughout the country. IBM does
not argue that applying dropship discounts in a uniform way throughout the country is legally
required.
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volumes from competitors. A competitor could “cream skim” the high-revenue
routes knowing that the Postal Service could only match its discounted price by
charging that matching price throughout its network. IBM estimates that allowing
the Postal Service to match competitors’ geographic variations in price under a
liberalized environment (in which other USO elements remained in force) would
allow the Postal Service to earn $1.4 billion more in profits than if it were to
charge geographically uniform rates. IBM Final Report at 47.

The difference between GMU'’s estimate of the added profit from allowing
dropshipping of First-Class Mail ($0.130 billion) and IBM’s estimate of the added
profit from allowing geographic variation in Standard Mail rates ($1.4 billion) is
$1.27 billion. This large difference primarily reflects different “after” scenarios
underlying each estimate. IBM hypothesizes an “after” environment in which the
monopoly does not exist, and competitors capture roughly one-third of the Postal
Service’s Standard Mail volume in one-third of its ZIP Codes. GMU hypothesizes
an “after” environment in which the letter and mailbox monopolies are intact, and
the main effect of allowing rates to vary with distance is a modest migration of
low-margin Standard Mail to high-margin First-Class Mail. If Standard Mail rates
were allowed to vary geographically where there is no threat of entry due to the
existence of the monopoly, added profits would move in the direction of those

estimated by GMU from allowing dropship rates for bulk First-Class.

Delivery to All Addresses Who Involuntarily Receive No Delivery

There are currently 1.365 million “free” post office boxes for rural
addressees in areas served by CAG H through L post offices that do not have
the option of receiving their mail via home delivery. GMU observes that requiring
delivery to these addressees unless the addressee chooses to receive post office
box delivery could be regarded as a potential element of the USO, as it is in the
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EU. Assuming a worst-case scenario in which all eligible addressees would
choose street delivery, GMU estimates that the Postal Service profits would
decrease by $101 million if this were added to the USO. This cost would include
the cost of providing retail transactions as well as 6-day-a-week delivery to newly

provided stand-alone roadside boxes.

In its October 2008 Report on the Universal Postal Service and the
Monopoly, at 27-28, the Postal Service argues that the position of the EU
regarding a right to delivery-to-the-address is impractical in the United States due
to its more varied geography and large areas in which population density is
extremely low. It explains that management follows a policy of offering every
residential customer one form of free delivery—carrier delivery, general delivery,

or a no-fee post office box. It argues that no additional mandate is necessary.

The Commission agrees with the Postal Service that conditions in the
United States make it operationally and financially impractical to mandate carrier
delivery to every residential customer. Accordingly, it does not recommend that it

be viewed as an element of the USO.

Six-Day Delivery for All But Those on Business Routes

Currently, 25,009 of the approximately 135 million residential delivery
points receive delivery 3 days per week because they are exceptionally difficult to
serve, such as those at the bottom of the Grand Canyon. GMU concludes that
an explicit USO could reasonably require that all addresses (but those on 5-day-
a-week business routes located in the central business district of large cities)

receive delivery 6 days per week. The additional cost would be about $900,000.

The Commission recognizes the financial and operational challenges that

6-day delivery to even the most difficult to serve addresses would impose on the
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Postal Service, given the extremes that characterize America’s geography.
Accordingly, it does not recommend that 6-day delivery to these points be
regarded as part of the USO.

Value of the Letter and Mailbox Monopolies

A working definition of the letter monopoly is that it covers non-expedited,
addressed letter mail under 12.5 ounces and catalogs under 24 pages. The
mailbox monopoly simply bars those other than the Postal Service from placing
anything in the mailbox. This section estimates the value to the Postal Service of
these monopoly restrictions, following the method illustrated in Figure 1. Profits
under the status quo are calculated and then compared with profits without the
monopoly element under review, leaving all elements of the USO in place. The
analysis is that of the GMU consulting team. Any reservations or caveats that

the Commission would apply to GMU’s analysis are noted in this summary.

GMU estimates the value of the letter monopoly and the mailbox
monopoly by first calculating a value for the two in combination, followed by a
calculation of the value of the mailbox monopoly alone. It develops “entry
pricing” models that predict the amount of Postal Service volume that an entrant
would capture based on assumptions about the entrant’s delivery costs and the

prices relative to those of the Postal Service.

The GMU analysis is performed at the route level. It is based on assumed
values for four key variables: volumes that an entrant could contest; the entrant’s
costs; the entrant’s delivery frequency; and the discount that the entrant offers.
GMU tests a range of values with respect to each variable in order to gauge its
impact on the overall value of the combined monopolies. Selected values and

their impacts are summarized in Table 5 below.

143



Report on Universal Postal Service and the Postal Monopoly

Table 5.

Value of Letter and Mailbox Monopolies

($ billions)
Low Base Case High
Mailbox Monopoly Only 0.06" 1.33° 2.40°
Letter and Mailbox Monopolies Combined 0.20* 3.48° 7.10°

! Discount 20%, Delivery Days 6, Entrant’'s Cost Advantage 0%, Contestable Volume 50%.
Discount 10%, Delivery Days 1, Entrant’s Cost Advantage 10%, Contestable Volume 100%.
3 Discount 0%, Delivery Days 1, Entrant’s Cost Advantage 30%, Contestable Volume 150%.
* Discount 20%, Delivery Days 6, Entrant’'s Cost Advantage 0%, Contestable Volume 50%.

® Discount 10%, Delivery Days 3, Entrant’'s Cost Advantage 10%, Contestable Volume 100%.

[«2)

Discount 0%, Delivery Days 1, Entrant's Cost Advantage 30%, Contestable Volume 150%.

The first variable is the volume of contestable mail available. GMU
assumes that an entrant must receive mail in a form that it could sort to delivery
sequence more cheaply than the Postal Service (otherwise it would remain with
the Postal Service).”** GMU estimates that this is 26 percent (55.3 billion pieces)
of all mail, shown by subclass in Table 6 below.

% GMU assumes that this would consist of 5-digit First-Class letters, Standard and ECR
letters sorted to 5-digit or carrier route, carrier route flats, and DDU parcels—all received at the
level of the destinating SCF or DDU. See discussion, Appendix F, section 4.
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Table 6.
Contestable Subclasses and Contestable Volumes
Contestable Volume
Subclass -
(billions)
First-Class Presort Letters 10.0
First-Class Presort Cards 0.8
Periodicals 2.9
Standard Regular 13.3
Standard ECR 28.3
Parcel Post 0.2
TOTAL 55.5

Note: Total does not add due to rounding.

Its base case assumes that 100 percent of this contestable mail is captured by
private entrants. Alternative cases assume 50 percent and 150 percent of

contestable mail is captured.

The second variable is the potential entrant’s delivery costs. Applying
Commission cost models, GMU concludes that about half of a carrier’s day is
spent traveling between addresses on his route and that this time does not vary
with volume, while the remaining half is spent on activities that vary directly with
volume (such as sorting mail in the office or on the street). It reasons that a
carrier can avoid fixed labor costs in proportion to the number of times per week
he can avoid traveling his route. Each delivery day dropped avoids one-sixth of
the costs of delivery. Since other costs vary in proportion to volume, GMU
reasons, a carrier could shift weekly volume to fewer delivery days without
increasing those costs. Therefore, the fewer days an entrant delivers per week,
the lower his costs will be relative to a Postal Service that is obligated to deliver

mail 6 days per week. GMU assumes that in this economic environment an
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entrant would choose to deliver mail only three times per week, giving it
50 percent fewer fixed costs, and 25 percent fewer total costs, than the Postal
Service (all else being equal). Alternative cases assume 5-day and 4-day

delivery, with fixed cost savings that are correspondingly less.

The third variable is an entrant’s likely cost advantage not related to
delivery frequency. This could arise, GMU assumes, either from paying hourly
compensation rates below that of the Postal Service, or operating more
efficiently. GMU'’s base case assumes that an entrant would have labor costs
10 percent below that of the Postal Service. Alternative cases assume zero, 20,

and 30 percent lower labor costs.

The fourth variable is the entrant’s price discount relative to the Postal
Service’s price. Its base case assumes that a price discount of at least
10 percent would be needed to capture customers. Alternative cases assume
that the entrant charges discounts that are zero percent, and 20 percent of Postal

Service prices.

GMU determines how many routes the entrant could serve at a profit,
which allows it to determine the volume of contestable mail that the Postal
Service would lose. It then recalculates Postal Service delivery costs at the new
lower volumes, the reduction in revenue, and the resulting decrease in the Postal

Service’s profits.

Based on the values that GMU assumes for the four variables described
above, GMU estimates that eliminating both monopolies would reduce the Postal
Service’s profits within the range of $0.06 billion to $7.10 billion. GMU believes
that the most likely impact is produced by the mid-range of these values—
$3.48 bhillion.
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The GMU analysis needs to be refined to model geographic and delivery
characteristics of the network at the local level. By adding ZIP Code-specific
data to the route-level data that GMU used, it could have associated the
volumes, revenues, and costs of the routes analyzed with their geographic
location. Adding data that would allow it to associate the routes analyzed with
the processing facility that supplied it with mail would have enabled GMU to
calculate the upstream costs of the overall profitability of specific routes by
including the upstream cost of each route. This would have been a valuable
refinement because the unit costs of the Postal Service’s processing plants vary
widely.®* Finally, geographically-specific data for routes would have allowed
GMU to take into account local differences in real wages between the Postal
Service and a potential entrant’s carriers (indicated by local differences in the

cost of living).

Geographically-specific data might also have allowed GMU to determine
the degree to which profitable routes are scattered throughout the system, or
clustered together by neighborhood, ZIP Code, or area. This is important
because entry would only take place if there were a critical mass of routes (or
more precisely addresses) that would be profitable to serve. The profitability of
routes is a function of volume, and volume is primarily a function of the nature of
the route (business or residential) and the income of the addresses served. Itis
plausible that business routes tend to be clustered with other business routes,
and that the higher income neighborhoods tend to be clustered together.
Consequently, skimmed routes would occur where geographic clustering allows

a critical mass to form. To the extent that a number of skimmed routes are not in

% See, e.g., Do Differences in Facility Specific Mail Processing Unit Costs Have
Implications for the Cost of the Universal Service Obligation? Margaret Cigno, Diane Monaco
and Matthew Robinson, Postal Regulation Commission. (Unpublished manuscript.)
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areas that form a critical mass, GMU’s model predicts entry where it is unlikely to
occur and therefore overstates the value of the monopoly. Thus, GMU'’s results

should be viewed as an upper bound on the value of the monopoly.

As discussed below, IBM modeled the value of the mailbox monopoly. Its
model required analysis of the costs of delivery for both the Postal Service and
potential entrants. IBM included geographic and delivery characteristics such as
population, square miles, residential, and business delivery points. IBM Final
Report at 27. With geographically-specific data at its disposal, it was able to take
into account local differences in the profitability of routes in all three of the

respects that GMU'’s analysis could not.*

Separately Valuing the Mailbox Monopoly. The United States is unique in
forbidding anyone but the postal authority to place items in the mailbox. See
18 U.S.C 1725. Some mail is outside the letter monopoly. (Periodicals,
unaddressed saturation mail, catalogs over 24 pages, letters over 12.5 ounces,
and parcels.) It is lawful for private parties to deliver this mail. Except for
parcels, however, there is little competition for this mail, at least in part because
private carriers may not place it the mailbox. To place a value on the mailbox
monopoly, GMU estimates the decrease in Postal Service profits that would

result from eliminating it while retaining the letter monopoly.

To do this, GMU modifies the key assumptions in the entry price costing
model that it uses to calculate the profit impact of the combined letter and
mailbox monopolies. To estimate the volume of mail that a private entrant could

contest with the letter monopoly intact, GMU includes mail not covered by the

9t is not clear if IBM took the first effect into account. It purports to have taken the
second and third effects into account. Id. 25-26.
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Private Express Statutes (Periodicals, Standard ECR, Parcel Post) that is
feasible for a private entrant to sort to delivery point sequence, i.e., saturation
mail or carrier route mail that is dropshipped to the destinating SCF or DDU.
GMU estimates this mail to be 23 billion pieces, shown by subclass in Table 7

below.

Table 7.

Contestable Subclasses and Contestable Volumes

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

GMU notes that this contestable mail (23.0 billion pieces) is far less than the

contestable mail where the letter monopoly is eliminated (55.3 billion pieces).

In its base case, GMU assumes that entrants would compensate for the
smaller pool of contestable mail by reducing delivery frequency to 1 day per
week, as existing private delivery companies do. GMU assumes that a
10 percent discount will be needed to induce mailers to shift to a private entrant.
As in its base case analyzing the effect of eliminating the combined letter/mailbox
monopoly, GMU assumes that the entrant’s labor cost advantage over the Postal
Service is 10 percent, and that entrants would capture 100 percent of the
contestable mail on routes that are skimmed. These base case assumptions
result in skimming on 51 percent of routes by private entrants, and a $1.33 billion
reduction in Postal Service profits. The least favorable and most favorable

assumption in terms of entrants’ profitability yield estimates that range from
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$0.06 billion to $2.4 billion. This estimated profit impact is far less than the
estimate for eliminating both the letter and mailbox monopolies ($3.48 billion).

GMU adjusts its base case to reflect the likelihood that some mailers
would be reluctant, for brand preference or other reasons, to use a private
entrant if only the mailbox monopoly were eliminated. It reflects this likelihood by
assuming that an entrant would capture 35 percent, and 70 percent, of
contestable volume on skimmed routes. Under these alternative assumptions,
eliminating the mailbox monopoly would have a dramatically smaller impact on
Postal Service profits (reducing them by only $0.19 billion, or $0.76 billion,

respectively).

IBM offers no estimate of the profit impact of eliminating the letter
monopoly, by itself, or in combination with the mailbox monopoly. It does,
however, estimate the impact of eliminating only the mailbox monopoly. Like
GMU, IBM estimates the effect of diverting contestable mail to new entrants.
Unlike GMU, IBM includes the effect of diverting Priority Mail and single-piece
Parcel Post to existing competitors (such as UPS and FedEx). Unlike GMU, it
also includes a “congestion effect.” IBM assumes that additional mailbox
congestion will reduce Postal Service carrier productivity by 15 percent on
skimmed routes and 5 percent on unskimmed routes (due to privately delivered

equivalents of Priority and Parcel Post Mail).

IBM makes these additional baseline assumptions: new entrants would
have network costs (fixed costs) that are one-fourth that of the Postal Service,
they would pay wages that are 21 percent less than the Postal Service, and they
would charge prices that are 10 percent below Postal Service prices. Under
these assumptions, IBM estimates that new entrants would skim the routes of

25 percent of 3-digit ZIP Codes and capture 35 percent of the contestable mail in
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each.” Id. at 37. Based on these assumptions, IBM estimates that eliminating
the mailbox monopoly would reduce Postal Service profits by $1.5 billion. 1d. at
37-38.*

Although IBM’s base case estimate of the impact of eliminating the
mailbox monopoly is very close to GMU’s base case estimate of $1.33 billion,
their similarity seems almost coincidental because the assumptions are so
different. A major difference in their assumptions relates to how much volume
would be contestable where there is no letter monopoly. GMU makes clear the
basis for its judgment that certain mail volumes are contestable, both in terms of
product type and sortation characteristics. It concludes that contestable volume
is 23 billion pieces.

Another major difference in assumptions relates to the proportion of
contestable mail that private entrants would capture on skimmed routes. IBM’s
base case assumes that 35 percent would be captured. GMU’s base case
assumes that 100 percent would be captured. However, when GMU assumes
that 35 percent of contestable mail would be captured on each skimmed route, it

yields a reduction in Postal Service profits of $0.19 billion.

% 1t can not be determined from the IBM report whether these assumptions are entirely
subjective, or have been derived from modeling empirical data.

% Commenting that “it is also important to get a sense of what happens when entry is
more successful,” IBM offers a “high-entry scenario.” This scenario assumes lower entrant
network costs, a greater reduction in Postal Service productivity from mailbox congestion, and an
increased “ability of entrants to attract volume from the Postal Service.” IBM's report does not
explain why these alternative assumptions are plausible, except to say that entrants would “not
have to incur the fixed network costs associated with delivering addressed products and
collecting mail.” Under its “high-entry” scenario, IBM estimates that eliminating the mailbox
monopoly would reduce Postal Service profits by $2.6 billion. Id.
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GMU has the more thoroughly analyzed estimate of contestable volume.
When GMU’s more realistic assumption concerning contestable volume is
combined with the Delphi survey results indicating that only a very small
percentage of eligible volume would shift to private entrants, it indicates that both
the IBM and the GMU baseline estimates of reduced Postal Service profits are
probably too high. IBM Final Report, Appendix C, at 17-21, 37.

The basic logic behind the congestion effect needs to be clarified. The
volumes modeled by IBM are characterized as “diverted” volumes, whether
existing competitors or new entrants contribute the volume. If these volumes are,
in fact, diverted from the Postal Service rather than new volume, it would seem
that this should have some ameliorating effect on congestion in the mailbox. If,
on the other hand, these volumes are primarily new volume and would have
substantial congestion effects, they would have a significant impact on the
volume variability of delivery and collection costs. Each additional piece would
be expected to increase congestion, and thereby increase, rather than decrease,
unit marginal costs. This effect is not sufficiently analyzed in IBM’s estimate of

the profit impact of eliminating the mailbox monopoly.*

% |n addition, IBM’s estimate of the effect of reducing the frequency of delivery involves
substantial increases in the volume of mail delivered in ZIP Codes on the remaining delivery
days. If these increases in volume are as substantial as those assumed by IBM in its analysis of
the mailbox monopoly, it implies that there might be increasing unit marginal costs under IBM’s
reduction-in-delivery-days scenario that need to be taken into account.
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Public

National policy elucidated in title 39 section 101 provides that the Postal
Service “shall provide reliable and efficient services to patrons...and render
postal services to all communities.” 39 U.S.C. 101. The Postal Service has a
pervasive presence throughout the Nation and broad impact on individuals,
businesses, government, and society at large. In recognition of such presence
and impact, Congress directed the Commission to consult with the Postal
Service’s patrons, including the general public. See PAEA 702(c)(1). This
chapter integrates the results of the Commission’s broad public consultation

concerning this report.

The needs and expectations of the public are diverse, and could not be
captured using one method. There is difficulty in adequately representing small
businesses, individuals, and rural patrons, all of which do not regularly participate
in Commission proceedings. Therefore, the Commission consulted with the
public through multiple mechanisms. First, through the public docket, the
Commission solicited formal comments and reply comments concerning this
report. Second, the Commission held four public hearings and an open
workshop. Third, the Commission utilized surveys conducted by GMU to assess
practices and preferences of individual households, small businesses, and small
nonprofit organizations. Fourth, the Commission sent letters to other Federal

agencies soliciting feedback on the USO and postal monopolies.
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The Commission created Docket No. PI2008-3 to invite interested parties
to comment on the form and content of this report. In PRC Order No. 71,% the
Commission introduced the topic of the report and set forth a Discussion
Memorandum which provided background and framed the discussion around the
USO and postal monopolies. The written comments in the public docket were,
for the most part, provided by the Postal Service and organizations with a
significant interest in the postal industry (e.g., private enterprises engaged in
delivery, Postal Service unions, and major mailers or mailer organizations). The
written comments reflect the interest in maintaining universal service as it exists,
and providing the Postal Service with the flexibility required in order to adapt to
changing conditions. The comments in the public docket support a continuation
of universal service provided by the Postal Service and retention of the postal

monopolies in order to support the USO.

The Commission sought feedback from specific interested parties during
the four regional field hearings. Those parties included the Postal Service; urban
and rural postmasters; publishers; city and rural letter carriers; mail-related
industries; industries which rely on the mail; not-for-profit organizations; and
employee organizations. The open workshop included representatives of major
mailers, mailing organizations, and other interested persons. The testimony at
the regional hearings and open workshop indicates a continued need for
universal postal service and the postal monopolies. The modern operation of the
Postal Service has created an expectation of a level of universal service among
those testifying. The regional hearings provided the Commission with diverse

viewpoints. Those testifying expressed a desire for the continuation of quality

% PRC Order No. 71, Notice and Order Providing an Opportunity to Comment, April 18,
2008 (Order No. 71).
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universal service provided by the Postal Service and supported by the

monopolies.

GMU conducted an assessment of small businesses, small not for profit
organizations, and individual households concerning their use and perception of
the USO and monopolies. These surveys demonstrate that the post office is
frequently used by many households and small businesses. A large number of
patrons continue to use the Postal Service for bill payment, and most were
satisfied with the service provided by the Postal Service. The surveys showed
that patrons would not favor a significant reduction in postal service and that

there is continued support for the postal monopolies.

The Commission sent letters to other Federal agencies which solicited
input for this report. Multiple agencies responded and indicated that the Postal
Service was important to their missions. Each agency that responded
maintained that the Postal Service was providing adequate universal service and

there was a need for continued universal service at the current level.

The Commission received consistent feedback, through multiple channels,
from all the stakeholders that it solicited. That feedback reveals that there is a
public expectation for the current level of universal service provided by the Postal
Service. Most, although not all, withesses support the continuation of the
monopolies. Households and businesses frequently use the Postal Service, and
many frequent their local post office. Many stakeholders also express the
continued need for the Postal Service’s flexibility to adapt its operations to
changing conditions while maintaining universal service. However, since this
evidence was developed, the recent economic contraction has increased the
financial uncertainty facing the Postal Service. This financial uncertainty may

render much of the public feedback garnered months ago less germane.
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Congress should evaluate the expressed needs of the public in light of these new

financial circumstances.

Household Surveys

George Mason University’s Center for Social Science Research
conducted a survey of households to obtain information on the needs and
expectations of households with regard to their use of mail, the post office, and
delivery. GMU administered the survey by phone to a random sample of 791
households. They conducted the survey between August 10 and October 10,
2008.

There are some notable limitations of the data. Households without
landline telephones were excluded from the survey. Additionally, senior citizens
and possibly those not employed outside the home are over-represented among

respondents.

Overall, the need for mail services among households is uneven. Some

people use the Postal Service rarely, but many use it frequently.

The post office is remains the center of many people’s mail-related
activities. Most households are close to their local post office in both travel time
and distance. Preference for proximity to the post office was ranked fifth behind
the grocery store, pharmacy, gas station, and the bank, but households tend to
utilize their local post office extensively. More than half of respondents reported
that a member of the household visited the post office in the last 7 days, and an
additional 25 percent reported visiting within the last 30 days. Three quarters of
respondents purchase their stamps at the post office, and more than a third of

households mail their letters at the post office.
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In general, households do not favor losing their local post office. Nearly
half of respondents oppose or strongly oppose replacing their post office with
service at a nearby store in their neighborhood. When respondents were asked
if they would be willing to pay to keep their local post office open, more than a
quarter of respondents were willing to pay $25, and 8 percent were willing to pay

$50 or more.

People increasingly use the internet as a substitute for postal services
such as sending correspondence, conducting transactions, and ordering
merchandise. However, the Postal Service plays a key role, especially in
conducting business transactions. Nearly all households receive bills through the
mail, while less than a third of households receive online bills. More than 2 out
of 5 households say they would not allow bills that they currently receive by mail

to be sent to them by email even if they received a discount of one dollar.

Households more frequently pay bills by mail than online. More than 4 out
of 5 households paid bills using the Postal Service compared with a little over
2 in 5 that paid bills online. About half of the respondents that did not pay any

bills online do not trust online banking.

Sixty-eight percent would not mind reducing the number of delivery days
from 6 to 5 days per week. Even for bill delivery, this would inconvenience only
35 percent of households. Three-day delivery, however, would affect 34 percent
of households a great deal and 23 percent of households somewhat; 38 percent

would be willing to pay more to keep 6-day delivery.

The preference for keeping the current levels of volume and delivery

frequency for advertising mail is low: 95 percent would not object to have it
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delivered 3 days or less. If it were available, 78 percent would put their names
on a do-not-mail list that stopped most advertising mail.

Although households generally mail very few parcels, 71 percent of
households use the Postal Service exclusively to ship parcels. An additional
13 percent use both the Postal Service and another carrier. When asked how
difficult it would be to switch from the Postal Service to another shipper for
mailing parcels, respondents were split evenly between very or somewhat

difficult, and not very or not at all difficult.

The Postal Service’s quality of service ranks high in people’s opinion.
Households were generally satisfied with both speed and reliability of service.
Keeping the post office open an hour or two longer would be somewhat or very

helpful to about half of respondents.

The survey included questions used to gauge respondents’ attitude
towards the letter monopoly and the mailbox monopoly. Fifty-eight percent of
people favor the Postal Service’s exclusive right to access their mailbox.
However, significantly more people were amenable to allow other entities
besides the Postal Service to access the mailbox if specific companies were
named. Respondents had mixed feelings when asked to speculate what would
happen if letters were open to competition; respondents were nearly evenly split
between predicting an increase and a decrease in service quality, but 45 percent
of people would expect rates to decrease. More than 1 in 5 indicated they were

uncertain as to what would happen to service or price.

Despite the increasing role of the Internet, households frequently use the

Postal Service and the post office. They seem generally satisfied with both
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quality and service and would not favor significantly reducing delivery days,
closing their local post office, or eliminating the mailbox monopoly.

Small Business and Nonprofit Mailers Survey

George Mason University’s Center for Social Science Research
conducted a national phone survey to assess the needs and expectations of
small businesses and small nonprofit mailers with regard to the letter and
mailbox monopolies and the Postal Service’s USO. See Appendix G. GMU
administered the survey to 444 randomly selected “small” businesses and “small”
nonprofit organizations. They drew the sample from a population of nonprofit
establishments with $25,000 or less in annual receipts, and businesses with

annual sales volume of $100,000 or less.

Small businesses and small nonprofits are almost exclusively single-piece
mailers. Over 90 percent send out less than 100 letters per week, and only
20 percent of respondents send out large mailings such as catalogs, newsletters,

or solicitations.

Small businesses and nonprofits often use their post offices. More than
two-thirds of nonprofits and small businesses visit the local post office at least
once a month and 20 percent of those visit the post office daily. Seventy-eight
percent obtain postage at a post office, and 50 percent use the post office for
mailing their pieces. Closing of post offices for cost savings is only supported by

1 in 3 companies, even if it resulted in a reduction in rates.

Small businesses and nonprofits generally do not experience or expect
much volume change. Among those who have reported change over the past
3 years, or project change 5 years from now, more respondents estimate an

increase (20 percent and 29 percent, respectively) rather than a decrease
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(15 percent and 16 percent, respectively), but the estimated scope of decrease is
higher than the scope of increase. Internet use is expected to trigger volume
shifts of less than 10 percent by nearly half the respondents, while shifts of

10 percent or more is expected by 36 percent of respondents.

Reducing the number of delivery days from 6 to 5 days would not affect
80 percent much or at all, yet 23 percent would be willing to pay higher rates to
maintain 6-day delivery. Three-day delivery would affect 54 percent significantly
or very significantly. GMU also asked if respondents would be inconvenienced if
different types of mail would be delivered 1 day late. Respondents indicated that
they would be most inconvenienced by late delivery of payments (51 percent)
and bills (46 percent.) About 2 in 5 would be inconvenienced if statements,
letters, and parcels were delivered 1 day late. Nineteen percent said they would
be inconvenienced if advertising mail was delivered 1 day late; however,

70 percent of respondents do not send advertising or fundraising letters by mail.

Respondents had mixed reactions when asked to speculate what would
happen if delivery of letters were opened to competition; 48 percent of the
respondents predict that rates would decrease compared with 31 percent that
forecast rates would increase. Respondents are split about the effect on service
quality: 45 percent expect a decrease and 38 percent expect an increase.

In summary, small businesses and small nonprofits are frequent users of
the post office but tend to be low volume mailers. Most would not be affected by
a reduction from 6-day delivery to 5-day delivery. However, they do not favor a
large reduction in delivery days nor the closing of their local post office.
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Public Inquiry Docket

The Commission solicited and obtained comments and testimony from a
wide range of Postal Service stakeholders to ensure this report adequately
addresses concerns across the spectrum of the postal industry, users of the mail,
members of the public, Federal agencies, and private enterprises engaged in the
delivery of the mail. The comments and testimony were provided well before the
current financial turmoil and increased financial strain on the Postal Service.
Some of the Postal Service’s primary patrons, namely financial services firms,
were the hardest hit in this financial crisis. The anticipated response by those
firms to changes to the USO, in light of the current economic climate, would be
extremely valuable to the policymaker. For this reason, the Commission

recommends that Congress urge the Postal Service to develop this information.

The Commission issued PRC Order No. 71 with an attached Discussion
Memorandum that channeled comments into 12 topics relevant to this report.
The topics included scope of “universal postal service” and “universal service
obligation;” historical development of universal service; the USO and monopoly
laws; the geographic scope of the USO; the range of products subject to the
USO; the appropriate level of access to postal facilities and services; the
appropriate frequency of delivery; the rates and affordability of service inherent in
the USO; the appropriate quality of service; methods to calculate the cost of the
USO; methods to calculate the value of the postal monopoly; the implications of
the USO for the postal and mailbox monopolies; the USO and postal monopolies

in other countries; and other issues.

The Commission held four public hearings at locations around the country,
and one open workshop, to reach out and consult with stakeholders in
geographically diverse areas. The Commission also mailed letters specifically

inviting other Federal agencies, including five Chief Financial Officers Council
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agencies, to participate and offer feedback on universal service and the postal

monopolies.

Seventy-six discrete organizations or individuals responded and gave
comments or testimony concerning universal postal service and the postal
monopolies. See the Analysis of Public Comments attached to this report for a
more detailed aggregation of opinions on the topics of universal postal service
and the postal monopolies.

A consensus developed among the Postal Service, its employee
organizations, mailers, and other stakeholders. Nearly all the organizations and
individuals affirm the need for continued universal service provided by the Postal
Service. Likewise, most also express a belief in the need for the letter and
mailbox monopolies to continue to support the Postal Service’s ability to provide
universal service. Maintenance of the status quo in these areas is deemed most

likely to allow the Postal Service to adapt to an uncertain future.

Several organizations and individuals suggest that certain products or
services important to specific industries or consumers must continue. Others
express concern that access is maintained in geographically remote areas. But
all impart a general level of satisfaction with universal service as currently

provided by the Postal Service.

Most organizations and individuals expressed no desire for any change in
the current universal service standard. They do not express any desire to have a
rigid legal definition which would set universal service at a proscribed level.
Several, however, propose or support legally mandated quality standards. Many

state that a rigid definition of universal service or the USO might place the Postal
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Service in an untenable situation in the face of economic and industry

uncertainty.

The consensus is to maintain universal service and the USO in its present
form. Few support any change which would deny the Postal Service flexibility in
responding to sender or recipient needs and expectations. Most stakeholders
express satisfaction with the current performance of the Postal Service and view
any changes as a possible threat to their continued enjoyment of universal postal

service.

Social, Economic, and Technological Trends

Social, economic, and technological trends are all impacting the Postal
Service’s operations. Social and technological trends have changed the manner
in which people communicate and use the Postal Service. Economic trends
have had a devastating impact on mail volumes and revenues. The financial
crisis which took hold in the summer of 2008 exacerbated the Postal Service’s
already strained financial health. For the purpose of this section, universal postal
service is understood as a means of communication, specifically a means to
collect and deliver information to the public. To use the Postal Service’s
terminology, the mail is a system used for correspondence, transactions,
advertising, periodicals circulation (and package delivery), to everyone and

everywhere.”’

% The different functions are reflected in the five mail markets defined by the Postal
Service in its Household Diary Study. See The Household Diary Study, Mail Use and Attitudes in
FY 2007, March 2008, at 5 (Household Diary Study). The scope is implied in the Postal Service
2007 Annual Report glossary: “Universal Service: The Postal Service’s mandate and
commitment to the nation to provide mail delivery service at uniform and reasonable rates to
everyone, everywhere.” See United States Postal Service Annual Report 2007 at 59.
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Mail-based communication, in that sense, is one among several means of
communication, from oral transmission to telephone to electronic data
interchange.”® The Postal Service has long been competing with other
networked information and communications technologies (ICT), starting with
telegraph, wired telephone, electronic mail, and now wireless telephone and
Internet. Like the Postal Service, these alternative means potentially have a
nationwide reach of service in terms of population and geography, and can
substitute most functions of the mail i.e., to conduct personal correspondence,
business transactions, and advertising, and disseminate the content of

magazines and newspapers.

The need for universal postal service is influenced by the availability and
use of alternative ICT for collecting, processing, and delivering items of
correspondence, transaction, advertising, periodicals, and parcels.®® Such
availability and use is, in turn, related to trends in society, economy, and

technology at large.

The following trends give an overview of the uncertainty facing the Postal
Service in light of the current financial turmoil, general economic conditions, and
use of alternative technologies to fulfill functions previously carried out by the

Postal Service.

% Communication is defined here as an exchange of information and creation of shared
meaning between one or more senders and one or more receivers.

% These categories are used by the Postal Service to distinguish the different market
segments of mail. The first three fulfill a communication function for personal correspondence,
business transactions, and advertising. The Postal Service has a distribution function, namely,
the dissemination of print publications (periodicals), and shipping of goods (packages). Except
for the latter, there are technological alternatives for these functions.

164



Chapter 5: Needs and Expectations of the United States Public

Trend 1: Traditional Volume Patterns are Changing

Between 2000 and 2007, the Postal Service experienced a steady decline
in the volumes of single-piece First-Class Mail.'®® In the same timeframe,
Standard Mail replaced First-Class Mail as the volume leader of the Postal
Service. Since the beginning of FY 2008, corresponding to the start of the
economic recession, both First-Class and Standard Mail volumes dropped
significantly. Forecasting when and whether there will be a recovery in mail

volumes is highly speculative.

During this economic downturn, there has been an accelerated diversion
of business and individual mail to alternative media, and some have left the
market entirely. An economic recovery may not correspond with a recovery of
mail volume. At the time Congress enacted the PAEA, the Postal Service was
experiencing shifts in mail volume among classes of mail, but since 2007, it has
experienced a dramatic drop in all classes. The Postal Service has not
experienced such a precipitous drop in mail volumes since the Great

Depression.*®® Figure 2 depicts changes in mail volume from 2006 to 2008.%%

1% see United States Postal Service Revenue, Pieces and Weight Reports (RPW

Reports), FY 2000-2008.
191 Internal Commission data on mail volumes.

192 Data source: see RPW Reports FY 2006-2008.
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Figure 2.
Annual Volume Growth
(%) by
Mail Class FY
2006-2008
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Trend 2: Postal Service Revenues are Declining Despite Rate Increases

Corresponding with the precipitous drop in mail volumes, First-Class Mall
and Standard Mail revenues also are declining. First-Class Mail and Standard
Mail revenues are the two largest components of the Postal Service revenue.'®
Congress enacted the PAEA and requested this report when Postal Service
revenues were steady. Revenues remained steady through 2007, but have
dropped significantly since the start of the recession. At the time of this report,
the Postal Service’s declining revenues, coupled with the Consumer Price Index
(CPI) price cap on products that generate approximately 90 percent of its

revenues, may put the Postal Service’s financial viability in peril.

The trend of decreasing revenues forces the Postal Service to

dramatically reduce costs to remain viable. Some costs, including the pension

103 See id.
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contributions required by Congress and many fixed network costs, can not be
significantly reduced. The reduction in revenues, notwithstanding rate increases
in May 2007 of 7.6 percent and May 2008, of 3 percent is significant. Never
before has the Postal Service experienced a reduction in revenues following a

rate increase.’®* Figure 3 demonstrates the drop in revenues from 2006-2008.%

Figure 3.

Annual Revenue
Growth (%) by
Mail Class FY 2006-
2008
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Trend 3: The Recent Financial Market Turmoil Dramatically Impacted
the Postal Service

In the summer of 2008, the world’s financial markets severely contracted.
This contraction severely impacted the United States economy as a whole, and
the Postal Service in particular. In the third quarter of 2008, First-Class Mail and

Standard Mail volumes each dropped 5.5 percent compared to the same quarter

104 5ee RPW Reports FY 1970-2008.
195 Data source: see RPW Reports FY 2006-2008.
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in the previous year. Likewise, in the fourth quarter of 2008, First-Class Mail
volume dropped 6.9 percent, and Standard Mail volume dropped 6.1 percent
compared to the same quarter in the previous year. As a result of the drops in
volumes, revenues declined in the same time period. Most of the public

comment concerning this report was garnered in the first two quarters of 2008.

At that time, the Postal Service was experiencing slight growth in revenue
(largely as a result of the 2007 rate increase). Figure 4 shows the change in
Postal Service revenues in 2008 by quarter, compared to the same quarter in
2007.'*

Figure 4.

Change in Revenue (%) from
FY 2007 to FY 2008 by Quarter

al a2 a3 Q4

m First-Class Mail — m Standard Mail

Figure 4 shows a precipitous drop in the Postal Service’s mail revenue
during the time this report was being created. The drop in volume and revenue
intervened since the public offered feedback for this report. Such a trend impacts
the mailing behavior of the Postal Service’s largest customers and the continued

financial viability of the Postal Service. Immediate analysis of the impact on large

1% pata source: id.
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mailer behavior of the current financial climate is necessary in order to accurately

assess this trend.

Trend 4. The Amount of Information and Communication is Increasing

Information and communication technologies have enabled a steep
increase in the creation and dissemination of information across the board,
meaning that almost all means of communication are used more, albeit with
changing distributions of volume within and across different media. This holds
true in relation to mail as well: households with greater access to electronic
communication also receive high volumes of mail and other forms of

communication.®’

Trend 5: New Information and Communication Technology is Not
Adopted Evenly

Most technological innovations have a slow start, diffuse more rapidly as
adoption increases, then level off until a small percentage of potential adopters
remain. At the same time, people develop preference of technology use early
on, and those patterns are likely to remain relatively stable as generations move
through the different stages of aging. The fact that email use has become a daily
activity in every age group, and that text messaging is now added as a
complementary use by under 25 year-olds, indicates that personal

correspondence and more and more transactions will be shifting online.

197 see Household Diary Study, supra, at 14.
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Trend 6: The Availability of Alternatives Eventually Entails Substitution
Effects

Substitution effects are evident for all household users. High-volume mail
households are increasingly using electronic alternatives. Between 2005 and
2007, households that received 30 or more pieces of mail each week increased
their share of bills paid via the internet from 15 percent to 21 percent. Even for
households that received less than 30 pieces of mail each week, the share rose

from 10 percent to 16 percent.

Trend 7: Nationwide Availability of Technology Still Leaves Initial Gaps
in Service

Experience in the telecommunications field shows that there are certain,
and usually the same, geographic areas, of the country that are underserved by
new technologies. These areas are often sparsely populated, or are home to a
greater number of people that have lower than average ICT use because of their
socio-economic status. This phenomenon highlights the need for universal

postal service throughout the Nation to ensure that all communities are served.

Summary

The Postal Service may be facing a crisis. There is increasing diversion of
previous postal services to ICT alternatives. Unparalleled drops in mail volumes
and decreases in revenues, despite rate increases, combine to place enormous
financial strain on the Postal Service. In the immediate future, volumes and
revenues will likely drop further, and the financial strain on the Postal Service will

continue to increase.

Financial data filed with the Commission confirm the Postal Service is

responding to the crisis. It is working hard to adapt to the new climate by
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reducing costs to operate more efficiently. The Postal Service continues to
streamline its network and labor force to maintain universal service, but at a
lower cost. It may well need to further refine the service it provides in order to

promulgate further efficiency gains and reduce costs.

In the intervening months since the Commission solicited the public and
received comments discouraging changes to the USO and monopolies, the strain
on the Postal Service’s finances has increased remarkably. The testimony and
comments, while still informative, must be viewed in light of the Postal Service’s
precarious financial state. At the time the PAEA was enacted and public
discourse began about this report, the Postal Service was coping with changes in
technology which reduced some types of mail volume. Currently, the Postal
Service must cope with the same changes in technology coupled with a financial

crisis.

The Commission can not predict what the future will hold for the Postal
Service. The current pressures on the Postal Service from declining revenue
and volume, however, do not appear to be abating, but rather seem to be
increasing. Congress will want to remain aware of Postal Service operating and
financial results on a real time basis, yet as far as the Commission is aware, the
Postal Service no longer provides Congress with monthly reports of its volumes,

revenues, and costs.

The Postal Service will be required to further reduce costs and increase
efficiency in the future. It may want Congress to reassess rapidly the elements of
universal service the Postal Service provides in light of the economic, social, and
technological trends discussed in this section. Reassessment of those elements
will properly entail Congress considering all seven aspects of the USO and the

give and take among each of the elements.
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Societal Benefits

No attempt was made to quantify the value added by the Postal Service to
the Nation tangential to its fulfillment of the USO, or the possible effects on the
USO of “do not mail” bills (DNM) as proposed in more than a dozen State
legislatures this year. Such societal benefits and DNM initiatives fall outside the
scope of this report; however, public comment and testimony identifies benefits
and potential costs which seem important elements for policymaker consideration
when considering the future of the Postal Service. The examples which follow
make clear the Postal Service adds value as an institution and infrastructure and
faces potential threats beyond those quantified in this report.

The Postal Service binds the Nation together through its omnipresence in
communities across the United States. It is the physical representative of the
United States, and is frequently the primary contact many citizens have with the
Federal government. The Postal Service fills civic needs in geographically
remote or isolated areas; for example, in Alaska, the Postal Service allows

employees to offer notary public services at no charge.

Title 39 section 411 of the U.S. Code permits the Postal Service to make
agreements with, and offer services to, other Federal agencies. Federal
agencies benefit from section 411 and the Postal Service’s infrastructure and
depend on it to provide critical services to citizens. The Department of State
relies on the Postal Service to process passport applications across the country.
The Selective Service System utilizes the Postal Service to register citizens for
Selective Service at all classified post offices, stations, and branches. The
Internal Revenue Service depends on the Postal Service as a point of contact for
taxpayers to collect forms. In many states, voters may register or collect voter
registration forms at post offices.
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In addition, the Postal Service is part of a multi-agency response effort
funded as part of the Cities Readiness Initiative that helps prepare for potential
public health emergencies. The Cities Readiness Initiative includes a pilot
program in which letter carriers store and transmit medication to affected areas in
the event of a bioterrorist attack. The Postal Service is a first responder for
homeland security infrastructure protection. In the wake of national disasters like
Hurricane Katrina, the Postal Service has been on the front line to aid affected

areas in their return to normalcy.

The Postal Service, through the Postal Inspection Service, directs one of
the oldest Federal law enforcement agencies. The Postal Inspection Service
frequently partners with State and Federal law enforcement to investigate

complicated crimes including child exploitation and fraud.

The Postal Service is uniquely situated to provide community service
programs of great value to a wide range of beneficiaries. The Carrier Alert
Program involves letter carriers keeping an eye on residences and communities
for anything out of the usual (e.g., mail piling up over a period of days). Carrier
vigilance has resulted in numerous lives saved and catastrophic injuries
mitigated, from discovery of an incapacitated stroke victim to rescuing
unconscious elderly residents from a burning apartment. The Have You Seen
Me? program involves the Postal Service delivering photographs of missing
children, and it shares credit for the rescue of 144 missing children. The National
Association of Letter Carriers’ Stamp Out Hunger program is the Nation’s largest
1-day food drive. It involves letter carriers collecting non-perishable food items
along postal routes during mail delivery. The program collected 73.1 million
pounds of food in 2007 to restock food banks, pantries, and shelters in all

50 states, and the District of Columbia.
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Throughout the Nation’s history the Postal Service has moved the Nation
forward, developing post roads, addresses, and linking remote corners of an
unwieldy nation. The Postal Service continues innovation in its efforts to “go

green” and consider renewable energies and alternative fuels.

The Postal Service is a lifeline to the housebound, elderly, and infirm.
Many people, especially senior citizens, use the Postal Service as a means to
receive critical medicines. For the housebound, letter carriers and the mail they
carry are vital links to society at large and offer essential interaction. In remote

areas, post offices provide community identity and a place for interaction.

Semipostal stamps sold at a premium over the First-Class rate fund
important public causes. Currently, breast cancer research at the National
Institutes of Health and the Medical Research Program at the Department of
Defense are funded through the Breast Cancer Semipostal. Letter carriers are
leaders in fundraising efforts, collecting more than $20 million in the last 15 years
to finance research and provide care for people with muscular dystrophies.

DNM initiatives have surfaced during recent years in more than a dozen
legislatures. DNM takes the form of registries, where consumers can opt-out of
advertising mail (similar to the national Do Not Call registry administered by the
Federal Trade Commission) and absolute prohibitions, which ban advertising
mail. Given the climate of declining volumes, there is a possibility that DNM
initiatives could lead to further reduction in volumes and therefore revenues and
possibly impact the Postal Service’s ability to fund the USO. Expert opinion
varies as to the constitutionality of either form of DNM initiative. No attempt to
study or quantify the impact of DNM exists. The policymaker should be aware of
the potential threat DNM poses to the Postal Service and the legal ambiguity

surrounding the constitutionality of DNM.
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While this report develops values for the postal monopolies and the costs
associated with the USO, it would be unwise to ignore those benefits the Postal
Service confers on the Nation which fall outside the scope of its obligation. It
would also be unwise to ignore the potential impact of DNM legislation in the
States. Further study of the value of a Federal postal service, apart from its
function as a delivery mechanism fulfilling the USO, as well as the potential
threat posed by DNM legislation, should be undertaken. The results of such a
study will inform future considerations of potential changes in the USO or the

monopolies.
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Policy Options

In this chapter, the Commission will identify the policy options and
summarize the pro and con arguments for each option. Options which are not
plausible given the current economic climate, but which give a broader spectrum

of possible policy options, are discussed in Appendix H.

Any notion of change in policy for the Postal Service must be viewed in
light of the development of current policy to its present form. As Appendix H
discusses in greater detail, modern postal policy rests upon three pillars: the
universal service obligation, the monopoly laws, and the institution of the Postal
Service. The three pillar approach, however, is a modern invention. Before
1970, postal policy was managed by the political process which included
Congressional oversight. Since 1970, the Postal Service, recast as an
independent establishment of the Federal government, has been given a broad
mandate to operate in a more business-like manner. Congress continued to
exercise supplemental budget authority in the appropriations process, and the
former Postal Rate Commission dealt with cost allocation among classes of mail.
Since the PAEA became law in 2006, the Postal Service has had increased
flexibility to adapt to changes in the postal industry, balanced with enhanced

oversight from the Commission.

Any policy change in one of the three pillars will necessarily impact the
others. The Commission’s contractor attempted to evaluate the most plausible

policy options based upon previous proposals to Congress, and options
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evaluated by the President’'s Commission on the United States Postal Service.

The options evaluated encompass a broad spectrum of possible outcomes.

This chapter will identify options for ensuring universal service, options for
defining the components of the USO, options for the postal monopoly, and
options for the mailbox monopoly. Some policy options would preclude other
options while some options can be grouped. For example, licensed-based
regulation to ensure universal service is only feasible for products not subject to
a monopoly. Quality of service standards, however, can be promulgated

independent of the monopoly policy.

Options
Universal Service

Options for Ensuring Universal Postal Service. There exist multiple,
options for mandating universal service. As a threshold, the options are to
continue with the status quo of a flexible, qualitative definition of the USO, or

create specific quantitative mandates for the USO.

Weighing in favor of a specified USO, the contractor cites the protection of
a standard of universal service in the face of increased competition. A specified
USO tempers the incentive to lower standards in order to control costs should the
Postal Service continue to lose volume. There is also a general benefit to society
of clear laws and regulations which provide realistic service expectations. The
current qualitative USO only establishes a few specific aspects of the USO. For
example, while the prices are capped for market dominant products and 6-day
delivery is mandated, other aspects of the USO remain only vaguely defined.
Under this framework, the Postal Service may sacrifice other aspects of universal

service in order to meet the two specified criteria. For example, cluster boxes
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instead of curb or door delivery may be chosen for new addresses in order to
maintain the price caps and 6-day delivery.

Weighing in favor of maintaining the status quo, history shows that a USO
with specific mandates is not required. The Postal Service has developed a
national postal system that is a world leader in breadth, efficiency, and low cost
operation. The system has been fostered by a flexible USO. There is value in a
broad USO definition that gives the Postal Service flexibility to efficiently tailor its

network to the changing needs of its patrons.

Options for a Legally Specified USO. There are several options for a
legally specified USO: a USO which consists solely of price rules; a statutory
USO; remedial regulation administered by the Commission; license-based
regulation administered by the Commission; or a contract between the

government and the Postal Service.

First, the Postal Service would prefer a USO which provides it with the
ability to adjust to changing circumstances. It favors eliminating the
appropriations language that prohibits reducing delivery routes and closing small
post offices (which are the only specific constraints on the Postal Service outside
of the pricing restrictions). Such a regime would allow the Postal Service to
operate with greater flexibility, but may require increased oversight to ensure that

adequate service is maintained.

Second, Congress may elect to define the USO specifically in a statute. A
statutory USO would delineate a specific standard and commit enforcement to
the courts or the Commission. The Postal Directive adopted in 1997 by the
European Union is an example of a statutory USO. The most positive aspects of

a statutory USO are the opportunity for broad public consultation, political
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acceptance for the final standard, and the ability to provide stability. The biggest
disadvantages for a statutory USO include Congress’ need to address many
technical details of postal policy; difficulty in revising a statutory USO, which may
be necessary in a changing economic climate; and uneven results of balancing

political interests.

Third, the USO could be administered through remedial regulation by the
Commission. Under this framework, Congress would promulgate statutory
guidelines, and the Commission would remedy any lapses in universal service.
This approach compares to that in the United States telecommunications
industry. The virtues of a remedial regulation approach include building on
incentives for efficiency and innovation by focusing regulatory intervention only
on situations where universal service is imperiled. This approach would be
consistent with other United States regulated industries, and could be built upon
the current complaint authority bestowed on the Commission. The biggest
disadvantage of a remedial regulation approach is that it requires a problem to

develop with universal service before the regulator can take action to remedy it.

Fourth, license-based regulation administered by the Commission is a
possible mechanism. A current example of a licensed-based regulatory scheme
is the United Kingdom, which prohibits an organization from providing delivery of
letters without a license from the regulator. In a license-based regime, the
regulator would be able to attach conditions to a license to ensure the provision
of universal service. In favor of a license-based regime, there is flexibility
compared to a statutory USO, and the ability to use ex-ante controls to assure
against service failure. However, licensed-based regulation works best in an
open market environment, and there may be increased need to regulate all
delivery service providers to ensure there is adequate universal service

coverage.
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Fifth, the use of a contract between the government and the Postal
Service could ensure universal service. An example of a contract between the
government and the post provider for universal service is in place in New
Zealand. An advantage of the contract method is its simplicity; the definition of
the USO is provided in the contract and can be altered by mutual agreement.
Disadvantages for application in the United States may include the need for a
more complicated contract due to the size and diversity of the country, and

requirement of complicated oversight by the government.

Options for Defining Individual Components of the USO. The Commission
finds that the USO is comprised of seven basic aspects or service elements:
(1) geographic scope; (2) range of products; (3) access; (4) delivery;
(5) prices/affordability; (6) quality of service; and (7) an enforcement mechanism.
Any legal USO must balance and address each of these elements of universal
service. This section will examine each element of the USO and explore
possible options for altering the scope of each.

Geographic Scope of Universal Services

The geographic scope of the USO is currently defined by a combination of
general qualitative statements and directives as well as stipulations regarding
efficiency. Currently, the Postal Service must serve all patrons and all
communities. It has broad discretion over how it will comply with the broad
geographic scope of its operations. The geographic scope could remain as it is,
or be reduced. Geographic scope was the first aspect of the USO and strongly
correlates with binding the Nation together. Throughout the hearings and public
participation process, the ubiquity of the geographic scope requirement was
strongly supported by all. Congress could also carve out exceptions for areas
which are ill suited to a rigid rule.
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An option for specifying the geographic scope of the USO is “to cities,
villages, and along principal routes of public transportation in rural areas.” This
option would be appropriate if Congress wishes to approximate the current
standard of geographic scope in a legal USO. Any attempt to geographically
define the USO in statute should allow for exceptional circumstances where

service can not feasibly be provided.

Range of Products

The range of products covered by the USO is currently not defined in the
law. The Postal Service takes the position that the only products it must offer on
a universal basis are market dominant products. The Commission finds that all
products are covered by the USO, although different products require different

amounts of service.

Congress could undertake to define which products are covered by the
USO. There are multiple options for defining the products covered by the USO:
all products; market dominant products; products covered by the monopoly
(Private Express Statutes); items of certain physical characteristics; or items

necessary to bind the Nation together.

Defining all postal products as covered by the USO would be consistent
with the notion of binding the Nation together, and the provisions in title 39 which
do not distinguish between any classes of products for the USO. The pricing
flexibility inherent in the PAEA should allow the Postal Service to provide
products universally which otherwise might not be provided efficiently due to

limited demand.

Defining market dominant or monopoly products as the only products

covered by the USO fits into a general rationale of mandating service only where
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products are market dominant or subject to the monopoly. However, market
dominance and the monopoly exist for different public policy reasons than the
USO and may not be a good surrogate. Defining the USO as including only
products of certain physical characteristics or that are “necessary to bind the
Nation together” may create a logical relationship between the public interest and
the USO, but would create an arbitrary class of mail which is currently undefined

and ambiguous.

Access to Universal Services

Access to universal service is currently governed by the requirement that
the Postal Service consult with affected parties before closing a post office, and a
general obligation to provide “ready access to essential postal services ...
consistent with reasonable economies.” See 39 U.S.C. 403(b)(3). Access
incorporates the ready availability of locations to purchase postal products, make
inquiries, and obtain information. The effectiveness of access includes both how
long it takes to get where service may be obtained, and how long it takes to get
service after reaching the applicable location. Access also includes the ability to
conveniently tender mail by depositing it at a postal facility, in a collection box, in
a personal mailbox for collection by a carrier, or giving it to a carrier on his or her

route.

The Postal Service has asked Congress to remove the language which
restricts the closing of small and rural post offices found in the annual
appropriations acts. Congress should address the need for such facilities as part
of the overall balancing of the USO elements. Standards reflecting numbers of
nearby residents or distance from an optional facility are an alternative to outright

prohibition against closing any post offices.
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Delivery of Universal Services

There are two subsets of delivery when it pertains to universal service:
delivery mode, encompassing the method to reach patrons; and delivery
frequency, encompassing the number of deliveries in per week. Currently there
is no legal requirement concerning delivery mode, but delivery frequency is set at
1983 levels, including 6-day and rural delivery.

Delivery mode could be explicitly defined to protect the public interest by
ensuring a uniform level of service across the Nation. However, the Postal
Service has throughout its history used flexibility in delivery mode to
accommodate budgetary restrictions. Any determination by Congress of delivery
mode should balance the public interest in a universal standard of delivery

against the need for the Postal Service to be flexible to contain costs.

Delivery frequency may be defined as a minimum number of delivery days
per week to ensure a level of service. Currently, delivery at 1983 levels is
required. The GMU household surveys show that a limited reduction in delivery
days would be acceptable to a large number of households. They also indicate
that the sensitivity for frequency of delivery changes may be different across
classes of mail. Though in the public proceedings a few large mailers indicated
they were amenable to a reduction in delivery frequency given adequate savings,
their reaction may be dramatically different given the extreme financial market
contraction. Finally, 1983 delivery standards, as they are generally not defined,
may not be in line with the role of mail in society in the 21st century.

Prices of Universal Services

Pricing of market dominant products is extensively defined and regulated
by the PAEA. Pricing standards include a rate increase cap which limits annual

rate increases of market dominant classes to the Consumer Price Index. The
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standards also include establishment of special rate classes and uniform rates
for some classes of mail. Competitive products are required to cover attributable

costs and a reasonable share of institutional costs.

There are several alternatives concerning the price component of the
USO: statutory price caps could be limited to single-piece products;
geographically uniform prices for single-piece First-Class letters; a revised
uniform rate rule for Library and Media Mail; or commercial flexibility in pricing

competitive products.

Congress could impose a geographically uniform price for all single-piece
First-Class letters, rather than for all letters. While this option would still allow the
convenience of a single stamp for all single-piece letters regardless of
destination, it would allow the Postal Service to charge for the transportation of
bulk mail, and vary the rates accordingly. Similarly, Congress could change the
uniform rate rule for Library and Media Mail to take into account transportation
costs by the same rationale.

Quiality of Universal Services

Currently, quality of universal service is defined in general terms in title 39;
a requirement that the Postal Service seek an advisory opinion from the
Commission on any issue which substantially impacts service; and the new
requirement that service performance be measured and reported. Quality

regulation on a micro level is for the most part left to the Postal Service.

There are options for defining quality of service required by the USO:
more detailed criteria for the quality standards set by the Postal Service, or

expanded Commission review of changes to universal services.
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Congress could establish either loose or detailed criteria for quality of
service standards. The PAEA allows the Postal Service to establish standards in
consultation with the Commission. The Commission will then determine whether
Postal Service performance in meeting its standards is satisfactory, and, if

necessary, it may require remedial action.

Congress could expand the role of the Commission to review changes in
the nature of universal services. Currently, the Commission can only provide

advisory opinions on proposed changes.

Protection of the Rights of Users of Universal Services

At present, the PAEA mechanism to protect individual rights to universal
service under the law is largely untested. Congress may opt to mandate
transparent procedures for complaint handling with redress by the Postal Service
or the Commission, and expand or contract right of appeal of a complaint case.
In the former case, the Postal Service would be required to ensure that
procedures exist for redress for user rights, and reports concerning the resolution
of complaints would be published. In the latter case, the regulator may have a
broader role in resolving individual user complaints pertaining to provision of

postal services within the scope of universal service.

Letter Monopoly
Pros and Cons for the Continuation of the Letter Monopoly

GMU discusses possible justifications for the letter monopoly at length in
Appendix H. The justification of the letter monopoly is grounded in economic and
social considerations. For example, the Board of Governors has reported to
Congress that the letter monopoly is justified because it protects the ability of the
Postal Service to provide a national postal system with geographically uniform

rates for letter mail. The letter monopoly has been justified as a “natural
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monopoly.” The Postal Service has justified the letter monopoly in comments to
the Federal Trade Commission, as necessary to offset the costs imposed on it by
multiple Federal laws and regulations. In its 2008 report, the Postal Service
justifies the postal monopolies by arguing that they are required to fund the USO.
The Accenture report, recently prepared for the Postal Service, concludes that
compared to other countries, the United States has more to lose and less to gain
from competition in the postal industry.**®

In essence, the Postal Service contends that since it is mandated to
provide services above what it would if it were operating in a business-like

manner, those additional costs must be offset by the monopolies.

The most frequent argument against the letter monopoly is that, assuming
a legal framework continues to exist to protect public interest and the provision of
universal service, competitive markets might produce more efficient, innovative,

flexible, and fairer services to buyers and producers.

Options for the Letter Monopoly

The status quo for the monopoly, in the wake of the PAEA, encompasses
seven criminal law statutes, together with statutory exceptions and exceptions
created by the Postal Service then in effect. Many, including the Postal Service,
argue that the current state of the letter monopoly is satisfactory and should not

be changed.

There exist options for changing the letter monopoly, which each involve
redefining the monopoly in some manner. First, the term “letters and packets”

198 5ee Postal Universal Service Obligation (USO) International Comparison,

International Postal Liberalization—Comparative Study of US and Key Countries, August 2008.
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could be redefined by statute or by the Commission. Second, the monopoly
could be limited to cover First-Class Mail. Third, the monopoly could be defined
as covering the carriage of textual communications recorded on paper, which is
similar to the definition put forward by the President’'s Commission. This would
restate the letter monopoly in a simpler, more understandable fashion. However,
some may view any restatement as an unwarranted expansion or contraction of

the letter monopoly.

Should Congress wish to consider restricting the letter monopoly, it should
assure that the letter monopoly and related legal restrictions are phased out in an
orderly fashion. Congress would need to promulgate laws which would ensure
an effective USO in the wake of a reduced monopoly. The Postal Service should
be given time to prepare for competition, while provisions should be made to
protect more difficult to serve areas that might not attract or sustain a vibrant

competitive market.

There are two approaches to phasing out the letter monopoly based on
methods used elsewhere: a gradual decrease in weight and price limits, or
permitting competition for an increasing range of services over time. The former
would involve gradually reducing the monopoly to cover lower weights and a
smaller price multiplier (for example, one step may be that the monopoly be
reduced to cover 4 ounces or less and 3 times the stamp price). The latter would
involve opening classes or categories of mail to competition; for example, bulk
mail. In either case, there would be a timeframe to complete the transition from

the monopoly.

In order to effectively transition away from the letter monopoly, there might

be a corresponding adjustment to the USO. Such adjustments were discussed in
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the options for the USO section, such as a contract or license scheme by which

universal service is mandated in a competitive environment.

The Postal Service would also have to adjust to become capable of
competition. While many of these adjustments would be managerial in nature,
there are multiple steps Congress may wish to take to ready the Postal Service
for competition, including government assumption of pension costs in excess of
normal private sector pension costs, and revision of laws that restrict collective

bargaining.

A regulator could administer the monopoly. Under this framework, the
regulator would be charged with monitoring the cost of the USO and the value of
the postal monopolies on an ongoing basis and limiting the scope of the
monopolies wherever it finds that such limits will not affect the provision of
universal service. This option is in line with the recommendations by the
President’'s Commission, but would create a substantially more complicated

regulatory framework.

Mailbox Monopoly
Pros and Cons for the Continuation of the Mailbox Monopoly

The mailbox monopoly is a criminal law that prohibits anyone but the

Postal Service from depositing mailable matter in a private mailbox. 18 U.S.C.

§ 1725. Several factors support the continuation of the mailbox monopoly. If the
mailbox were open, letter carriers would have to sort outgoing stamped mail from
everything else in the mailbox and deal with increased clutter, possibly forcing
the carrier to seek an alternate delivery mode. If utility of the mail is decreased
by clutter or security concerns, there may be greater electronic diversion. Crimes
involving the mail may be more difficult to investigate and enforce. Security of

the mail and identity theft may prove costly to patrons.
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Other factors weigh in favor of removing the mailbox monopoly.
Consumers typically pay for and own the mailbox, so placing it out of their control
is counter-intuitive. The mailbox monopoly effectively extends the letter
monopoly beyond the scope of the Private Express Statutes. The ability to use
the mailbox for competitive products also affords the Postal Service a competitive

advantage over other package and express delivery services.

Options for the Mailbox Monopoly

There are two options for the mailbox monopoly should Congress wish to
revise it. First, a regulator could regulate access to the mailbox. Second, the
owner of the mailbox could control access to the mailbox. A regulator
determining access to the mailbox may allow for the best utilization of the asset
by private delivery services while minimizing the costs borne by the Postal
Service. Giving the mailbox owner control of access comports with notions of
private ownership, but may impose transaction costs and administrative burdens

which make such an option infeasible.
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Recommendations for the Universal Service
Obligation and the Postal Monopolies

Introduction

The Commission, by the terms of the PAEA, is to submit any
recommendations it has for changes to universal service and the postal
monopoly. See 39 U.S.C. 702(b)(1). This chapter discusses the Commission’s

recommendations.

Two years have passed since Congress enacted the PAEA. As a result,
there has been a shift in the way the Postal Service operates, competes, is
regulated, and provides universal postal service. During this shift, the Postal
Service has experienced declining volumes and revenues, with a spike in fuel
costs and the statutory adjustment that resulted in higher retiree health benefit
payments. In addition to this steady decline in volume and revenue, the financial
crisis in 2008 has exacerbated the drop in volume and revenue. Potential “do not
mail” legislation in over a dozen states may provide another threat to mail
volumes. Moving forward in a climate of great economic uncertainty, the Postal
Service should continue to use the flexibilities provided by the PAEA to meet the

needs of the population as it has through its history.

The Commission sought and received input on possible changes to
universal service and the postal monopolies from the Postal Service, its
employee organizations, users of the malil, entities engaged in the delivery

business, other Federal agencies, and the general public. Those sources
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indicated there was a demand for the current level of universal service and
support for the postal monopolies. That input, however, was received prior to the
severe financial market contraction in the summer of 2008. It must, therefore, be
viewed in light of the ensuing market upheaval and precipitous drops in the

Postal Service’s mail volume and revenue.

Recommendations

The Commission has several recommendations, which have been

explained in detail in previous chapters.

1. The Commission recommends that Congress consider and balance all the
features of universal service as part of any review of changes necessary

to preserve a financially viable Postal Service.

2. The Commission recommends that the Postal Service be directed to
develop information on the probable impact on mail usage by large
volume mailers in reaction to potential alternative changes in the seven

features of universal service.

3. The Commission recommends that, before any decisions to adjust or
eliminate universal service or the monopoly are made, the resulting impact
on the societal benefits of a Federal postal service should be carefully

assessed.

The remainder of this chapter will offer a brief definition of the current
status of each aspect of the USO and postal monopolies, identify possible
changes, and specifically identify Commission recommendations.
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Universal Service Obligation
Form of the USO

The Postal Service is required to provide universal service by the current
gualitative standards which include broad statutory language requiring it to “bind
the Nation together,” subject to oversight from the Commission. Various
elements of the USO are mandated by the PAEA, such as the price cap on
market dominant products. Other elements are mandated in annual
appropriations legislation; for example, 1983 delivery levels and prohibitions on
using appropriated funds to close unprofitable post offices. The ability of the
appropriations process to accommodate reforms made under the PAEA could be

an issue Congress may wish to address.

Given the uncertainty facing the Postal Service, as well as the
effectiveness with which it has operated under the current flexible USO, the
Commission recommends that Congress consider balancing all aspects of
universal service in the general law, rather than having some determined in the

appropriations process.

Geographic Scope

The geographic scope of the USO is defined by title 39 sections 101(a),
101(b), 403(a), 403(b), 406, 407(a), 407(d), and 411. The Commission
concludes that the geographic scope of the USO is throughout the United States,
its territories, and possessions; to and from foreign regions pursuant to
agreements with the United States military, United States agencies, and
agreements relating to international postal services and international delivery
services, subject to reasonable economic and efficiency limitations. The

geographic scope of the USO for individual postal products can vary from
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product to product so long as the reason for variation is based upon economic
and efficiency limitations and is not unduly discriminatory.

No change to the geographic scope of the USO is recommended. The
Postal Service has continually realigned the geographic scope of universal
service to efficiently fit the evolving needs of senders and recipients of the mail,
and it should be able to continue to refine the geographic scope of its services as
patrons’ needs evolve. Throughout the public participation process, ubiquity of

the geographic scope of the USO was valued by all.

Range of Products

The products covered by the USO are described in title 39 sections
101(a), 403(a), and 403(b)(2). The Commission concludes that the range of
products covered by the USO includes all mail matter. While all products are
covered by the USO, the Postal Service has several mechanisms by which it
may make needed adjustments in prices and service (especially for competitive
products). The Postal Service may vary the level of service for individual
products so long as the variance is not unduly discriminatory. The Postal Service
may petition the Commission to allow it to cease offering any product (market
dominant or competitive). Competitive products are subject to different price,
quality, and service requirements. These different requirements allow the Postal
Service to meet the needs of mailers of competitive products in a different

manner than market dominant products.

The justification for the current policy of a governmental national service
includes the concept that the Postal Service is a carrier of last resort. The ability
of the Postal Service to set prices for competitive products ensures that there is
no additional “USO cost” imposed for inclusion of competitive products, since the
Postal Service may set the price high enough to cover costs. This construction
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guarantees that the Postal Service remains a carrier of last resort for all mail
matter in the event of market failure, but maintains the flexibility it requires to

tailor its product offerings based on efficiency and needs of mailers.

The Commission suggests that if Congress determines that only market
dominant products should be subject to the USO as the Postal Service
advocates, Congress may wish to revisit the rationale for the Postal Service
having sole access to the mailbox. As discussed further in the monopolies
section, if private carriers are providing a portion of universal service as the only
expedited service to some areas of the Nation, Congress may wish to allow

those carriers access to the mailbox.

Access to Facilities

The USQO'’s access obligation is described at 39 U.S.C. 101(b), 403(b)(3),
and 404(d). Further restrictions on the closing of post offices are present in the
annual appropriations acts. The Commission concludes that these provisions
mandate that the Postal Service establish and maintain postal facilities such that
patrons throughout the Nation will have reasonably convenient access to
essential services, with several limitations on the closing or consolidation of any
post offices. This approach gives the Postal Service considerable discretion to

determine the type and location of postal facilities.

The Postal Service has used its flexibility to realign the placement of
postal facilities to meet the needs of patrons as those needs change. The
historic growth and decline in the number of post offices and collection boxes in
favor of carrier delivery and collection at an individual's mailbox both
demonstrate the continuing realignment of access to comport with the needs of

patrons nationwide.
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The language in the Postal Service appropriation acts prohibiting the use
of appropriated funds to close small or rural post offices operating at a deficit
limits the Postal Service from closing post offices. However, given that
approximately 2,000 post offices have been closed since 1984, it is reasonable to
assume that the Postal Service has closed many small or rural post offices in that
group for reasons other than operation at a deficit. Congress may wish to
consider fundamental matters like facilities allocation in the general law rather

than in its appropriations capacity.

Delivery Mode and Frequency

The USO'’s delivery obligation is found in title 39 section 403(a), which
requires the Postal Service to deliver mail. No legal obligation identifies a
specific mode of delivery, so the Postal Service is free to determine the delivery
mode as door delivery; curbside delivery; cluster box delivery; delivery to a
roadside box; post office box delivery; or general delivery. Language in annual
appropriations acts mandates that delivery continue “at the 1983 level.” The
intent of the appropriations language—to require 6-day delivery—is clear, but the

extent of this obligation is subject to different interpretations.

The appropriations language could be subject to a number of
interpretations, including requiring 6-day delivery in all areas which had it in
1983, or requiring the same percentage of recipients of 6-day delivery as in 1983.
However it is interpreted, this language constrains one aspect of the USO, which
may lead to an imbalance in other aspects of the USO since it prohibits the
Postal Service from any cost or efficiency adjustments to this element. Full
consideration of all relevant interests by Congress would allow for robust debate
and political participation, and allow for the design of a systemic national postal
policy which balances all elements of the USO.
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Pricing

The USO'’s pricing obligations are outlined in title 39 U.S.C. 101, 403,
3622, and 3633. The Commission concludes that the pricing obligations of the
USO include apportionment of costs to all users of the mail on a fair and
equitable basis; imposition of fair and reasonable rates; and prohibition of undue
discrimination or unreasonable preference among any users in classifications,
rates, and fees. Several types of mail have unique pricing requirements
including reduced or no charge rates; uniformity requirements; inbound
international rate requirements; price caps; and other rate criteria. Pricing
represents one of three specific USO aspects which are explicitly mandated by

law.

The Postal Service has wide flexibility in pricing competitive products.
This flexibility should continue, given that competitive products are subject to the
USO mandate. The inflation-based rate cap for market dominant products has
been operating for such a short time that its impact can not be assessed at this
time. Should an exigent circumstance arise, the current law allows the Postal
Service to breach the inflation rate cap with permission from the Commission.
This procedure ensures that if the inflation-based rate cap is not adequate for the
Postal Service in the short term, there is a remedy available which would give
Congress due time to consider a change to the law. The rate cap constrains one
aspect of the USO, and the effect of that constraint should be balanced against
the other aspects of the USO.

Service Quality

A number of statutory sections of title 39 direct the Postal Service to
provide quality postal services. Section 3691 requires the Postal Service to

promulgate “modern service standards.” Section 3661 mandates that the Postal

197



Report on Universal Postal Service and the Postal Monopoly

Service request an advisory opinion from the Commission when it seeks to
change the nature of postal services which will generally affect service on a
nationwide or substantially nationwide basis. The Commission concludes that
the USO requirement of service quality mandates the Postal Service request an
advisory opinion when it seeks to change the quality of service on a nationwide

or substantially nationwide basis.

In the public proceedings, the Commission noted broad public satisfaction
with the quality of service currently provided by the Postal Service. The Postal
Service, in consultation with the Commission, has been developing modern
service standards. Given the brief interval of time between the enactment of the
PAEA and the present, the modern service standards have not been fully
implemented. More time is required to determine if the service standards

promulgated under section 3691 are adequate to meet the needs of the Nation.

Enforcement of the USO

The USO'’s enforcement mechanisms are found in title 39 section 3662,
which authorizes a complaint procedure before the Commission when interested
parties believe the Postal Service is not operating in conformance with section
101(d), which covers apportionment of costs on a fair and equitable basis;
section 401(2), which authorizes the Postal Service to adopt, amend, and repeal
rules and regulations not inconsistent with title 39; section 403(c), which prohibits
undue or unreasonable discrimination or preference among users of the mail;
section 404(a), which prohibits the Postal Service from adopting any rule or
regulation which gives itself an unfair competitive advantage; section 601, which

relates to the letter monopoly; or title 39 requirements for rates and services.

At the present, the Commission’s rules of practice and procedure limit
complaints to matters which have a substantially nationwide scope. In an
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ongoing rulemaking, the Commission has proposed establishing a two-track
system for processing complaints. One track would exist for formal legal
complaints, while another would exist for informal rate or service

inquiries/disputes.

The current complaint system was strengthened in the PAEA. The
Commission now has authority to impose remedies and otherwise enforce its
findings in a complaint. This authority has not yet been fully developed. Further
development in the Commission’s complaint procedures will need to be
implemented and evaluated before any changes to the enforcement mechanism
of the USO should be evaluated.

Postal Monopolies
Current Letter Monopoly

The Postal Service monopoly gives the Postal Service the sole ability to
carry most addressed, paper-based correspondence in the Nation. The PAEA
gives the Commission authority to ensure the letter monopoly is implemented in

a manner consistent with Congress’ intent.

Under the current system, the monopoly is maintained to offset the costs
placed on the Postal Service by the USO. Given the continuing drop in mail
volume, broad support of the monopoly by stakeholders, and an uncertain
economic climate, the Commission does not recommend any changes to the
letter monopoly. As the postal industry evolves, this study and the contractor’s
work should provide valuable insight to policy considerations surrounding
possible changes to the monopoly in the future. Future reports by the
Commission will provide information not yet available, which may aid Congress in

its determination of the future of the letter monopoly.
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Current Mailbox Monopoly

The “mailbox rule” or mailbox monopoly gives the Postal Service the sole
ability to deliver to and collect from mailboxes, as specified in the Domestic Mail

Manual’s regulations governing access to the mailbox.

The Commission’s public proceedings evidenced a broad spectrum of
support for the continuation of the mailbox monopoly. An unsecured mailbox
could result in disadvantages for the Postal Service, including difficulty
investigating mail fraud, maintaining security of the mail, and efficiently collecting
mail from cluttered mailboxes. As such, the Commission does not recommend

any changes to the mailbox rule.

If Congress were to decide that the Postal Service should not be obligated
to provide all products universally (specifically competitive products for expedited
delivery service), Congress may wish to consider whether the mailbox rule
should continue. If the Postal Service will not offer expedited service of any kind,

its basis for enjoying sole access to the mailbox is eroded.

Conclusion

The Postal Service has functioned effectively for the better part of two
centuries and continues to fulfill its mission to provide universal service under a
flexible USO supported by the monopolies. The Commission does not
recommend that Congress increase the burden of the USO during a period when
the Postal Service needs flexibility to adapt to a changing industry and economic

climate.

Based on careful review of the current standards, historical development,
public opinion, success with the current system, and regulatory experience, the
Commission recommends that any changes to the USO or monopolies be
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carefully balanced in light of the Postal Service’s uncertain financial state. With
the current economic and mail industry climate as a backdrop, the Postal Service
requires the flexibility afforded by the postal monopolies and a flexible, qualitative
USO.

This approach allows the Postal Service, historically and prospectively, to
mold its network to pressures including shifts in population; growth and
development of cities; improvement in the modes of transportation; popular
demands for affordable non-commercial letter correspondence; demands for
service to rural areas and villages; the growth in demand for package services; a
growing need for expeditious commercial correspondence; changes in the modes
of communication, including electronic diversion; precipitous drops in mail
volume and revenue brought about by sudden changes in the financial markets;

and initiatives like “do not mail” legislation.
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Introduction

To comply with the PAEA, the Postal Regulatory Commission undertook
to consult with a wide range of Postal Service stakeholders to gather information
for this report. See Pub. L. 109-435 § 702, 120 Stat. 3218 (2006). The
Commission solicited comments and testimony from the Postal Service, other
Federal agencies, users of the mail, enterprises in the private sector engaged in
delivery of the mail, and the general public in regards to the Universal Service
Obligation (USO) and Postal Service monopolies. To better reach out to
stakeholders in other areas of the country, the Commission held regional
hearings at Flagstaff, Arizona; St. Paul, Minnesota; Washington, D.C.; and
Portsmouth, New Hampshire. The Commission also held an open workshop in
Washington, D.C.

During the regional hearings and workshop, 54 individuals representing a
wide range of organizations and associations testified before the Commission.
The Commission also received 46 written comments and 15 reply comments
from a variety of individuals and organizations. In all, 76 distinct organizations or
members of the public commented or testified, including 13 United States
Government agencies. See table of Statements and Comments at the
conclusion of this Analysis for identification details of individuals and
organizations commenting or testifying. As a matter of convenience, citations to
these comments and testimony will identify the party, type of document and
page. For example, Postal Service comments are cited as “Postal Service
Comments at xx”; Lawrence James’ Statement is cited as “James Statement at
xX"; and testimony from the Washington, D.C. field hearing will be cited as “Tr.

Washington, D.C. Hearing at xx.”
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A wide range of stakeholders took advantage of the opportunity to provide
input to the Commission, including Postal Service employees, union
organizations, mailers, businesses, Federal agencies, the general public, and
industry associations. All offered valuable insight into the impact of the USO and

Postal Service monopolies on their businesses and lives.

As noted in several of the reply comments, a broad consensus exists in
the comments and testimony for the preservation of the status quo, while details
of the most essential elements to preserve varied with the individual interest of
the witness or organization. See NAPS Reply Comments at 1; UPS Reply
Comments at 1; and DFS Reply Comments at 1. The focus of the testimony and
comments varies depending on the party testifying or commenting. As an
example, rural postmasters are very concerned with the widespread closing of
rural retail outlets and their replacement with rural carriers or contract offices;
therefore, they are focused on rural equality as an aspect of the USO.
Commercial mailers are much more concerned with increased work sharing and
universal rate availability; therefore, they comment on those aspects of universal
service. Periodical publishers, nonprofits, and catalog/mail order entities are
more sensitive to rate increases and frequency of delivery issues. The diversity
of interest and opinion in the makeup of those commenting in writing or testifying
at the field hearings and workshop greatly enhances the Commission’s ability to
understand the breadth of issues presented by its task and the widespread, and
in some instances, otherwise unforeseeable impact of possible changes in

universal service or the USO on Postal Service stakeholders.

Overall, most feedback stresses a continuing need for universal postal
service and the USO. See PSA Reply Comments at 1; and APWU Comments at
5. Many express the continuing need for a flexible USO which allows the Postal
Service to operate efficiently and respond effectively in a changing industry
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environment. Most agree that the USO should be supported by both the Private
Express Statutes and the Mailbox Monopoly (together, the “postal monopolies”).
Also, the consensus is for the postal monopolies to remain unchanged. Several
comments and some testimony indicate that the present is not the proper time to
submit proposed fundamental changes to the USO or the postal monopolies, as
only 2 years have passed since the introduction of the PAEA, and the postal
industry and economy are in a state of turmoil and the Postal Service continues
to see unprecedented losses in volumes and revenues. See Postal Service

Reply Comments at 1-2.

Topic No. 1: Scope of “Universal Postal Service” and “Universal Service
Obligation”

Most witnesses and organizations fail to differentiate between the
concepts of the USO and “Universal Postal Service” (also referred to as
“universal service”). The USO is the duty, imposed on the Postal Service by
Congress, to provide a minimum level of postal services across the Nation.
Universal Postal Service is the service the Postal Service provides on a
nationwide basis. All commenters agree, however, that the Postal Service
currently provides an acceptable level of universal service and most believe that

this level of service should continue without significant change.

Those organizations and individuals that offer feedback on how best to
define the scope of the USO are divided into those that favor a flexible definition
and those that favor a rigid definition. The majority of the comments and
testimony indicate mailers, recipients, the Postal Service, and other stakeholders
do not believe a “hard and fast” definition of the USO, as exists in the EU, would
be beneficial in the United States. Rather, they indicate flexibility is required to
allow the Postal Service to continue to adapt as circumstances change. A few

notable exceptions, however, indicate the USO should be clearly delineated and
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prescribe an exact level of service required or at a minimum clearly define

consumer expectations.

The majority of those testifying or commenting indicate that a flexible USO
definition would be the best alternative. Many testifying or commenting, including
David Stover (Greeting Card Association (GCA)); David Straus (American
Business Media (ABM)); Senny Boone (DMA Nonprofit Federation (DMA));
Robert Brinkman (National League of Postmasters); Ted Keating (National
Association of Postal Supervisors); Pitney Bowes Inc. (Pitney Bowes); Alliance of
Independent Store Owners and Professionals and the Saturation Mailers
Coalition (AISOP/SMC); Alliance of Nonprofit Mailers (ANM); and Steve Smith
(Christian Science Publishing Society), indicate there is value in retaining
flexibility in any definition of the USO so as not to tie the hands of the Postal
Service. Tr. Washington, D.C. Workshop at 45, 47-48, 53 and 61; Tr.
Washington, D.C. Hearing at 44-45; Pitney Bowes Comments at 2-3;
AISOP/SMC Comments at 4; ANM Comments at 2; and Tr. Portsmouth Hearing
at 90. Mail Order Association of America (MOAA) comments that the absence of
precise USO parameters should not be changed, as developing challenges in the
industry require flexibility. MOAA Comments at 1. Valassis Direct Mail, Inc.
(Valassis) comments that the USO should give the Postal Service sufficient
flexibility in the face of a changing economic and industry climate. Valassis
Comments at 7. Those witnesses who advocate a flexible definition of the USO
cite the Postal Service need for flexibility in a country with diversity in geography,
population density, changing economic conditions, and individual dependence on
the Postal Service as a means of communication or connection. They also
recognize the need of the Postal Service to adapt in order to produce cost

efficient service in a period of industry change.
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Several of those testifying or commenting expressed a desire for a rigid
definition of the USO. Those witnesses endorsing a rigid definition of the USO
cite the need to uphold service standards for mailers or individuals and for
economic policy considerations. Richard Geddes (Cornell University) states
there should be a precise definition of the USO in order to clearly define the
policy goal since it is the justification for both the letter and mailbox monopolies;
there must be some concrete measurement as to whether that policy goal is met.
Tr. Washington, D.C. Hearing at 87-88. Tom Underkoffler (Medco Health
Solutions, Inc. (Medco)) states that a simple USO mandate is not sufficient to
ensure universal service. Tr. Portsmouth Hearing at 36-37. Jamie Trowbridge
(Yankee Publishing, Inc.) asks that there be clearly articulated service standards
to allow service measurement and reporting as well as a method of redress if
standards are not met. Id. at 17-18. Rita Cohen (Magazine Publishers of
America (MPA)) contends that universal service is delivery to every residence,

6 days per week. Washington, D.C. Workshop at 46. Major Mailers Association
(MMA) recommends the Postal Service develop and support its definition of the
USO and then be held accountable to that definition. MMA Comments at 2.
Parcel Shippers Association (PSA) advocates a base level of service guaranteed
in the USO. PSA Comments at 2. The National Association of Presort Mailers
(NAPM) comments that the USO definition should provide a floor or minimum
service requirement. NAPM Comments at 1. It also indicates that the USO must
be sufficiently defined to allow a determination as to whether the monopolies are
sufficient to fund the USO. Id. at 2. Similarly, PSA advocates a statutory
definition of “basic level of service” with flexibility above that floor. PSA

Comments at 2.

Several of the withesses and organizations testifying and commenting,
including Don Rowley (Arizona Daily Sun); T. Scott Mitchell (MackayMitchell
Envelope Company); Steve Smith (Christian Science Publishing Society); ANM;
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and Federal Express (FedEx), expressly agree with the Commission’s six factors
delineating the scope of universal service and framing the discussion
(geographic scope, range of products, access, delivery services, rates and
affordability, and quality of service). Tr. Flagstaff Hearing at 31; Tr. St. Paul
Hearing at 70; Tr. Portsmouth Hearing at 89-90; ANM Comments at 1; and
FedEx Comments at 2. The General Services Administration (GSA) takes the
concept one step further and indicates all six aspects of the USO definition are
critical concerns for Federal agencies. GSA Comments at 1. Rather than
address each factor or offer other relevant factors, most chose to focus on a

particular aspect which was important to their industry or organization.

Many witnesses attempt to define the scope of universal service or the
USO. William Young (National Association of Letter Carriers (NALC)) opines that
the essential elements of the USO are the letter monopoly, the mailbox monopoly
and 6-day delivery service. Tr. Washington, D.C. Hearing at 13. Charles Mapa
(National League of Postmasters) indicates that universal service is defined by
dependable mail service to every American, every day, everywhere, at a
reasonably affordable rate, and sufficient access to the postal system (including
a post office in each community). Id. at 207. William Burrus (American Postal
Workers Union, AFL-CIO (APWU)), defines the function of the Postal Service as
to provide services to bind the Nation together through the personal, educational,
literary and business correspondence of the people, and by law to provide
prompt, reliable and efficient services to patrons in all areas and services to all
communities. Id. at 187. Ted Keating (National Association of Postal
Supervisors) supports the continuation of universal service as “we have come to
know it.” Id. at 219. Murray Comarow urges the Commission to define universal
service as “6-day delivery” and leave the Postal Service to adjust the definition as
necessary. Id. at 234. Linda Sherry (Consumer Action) believes Congress gave

a good definition of the USO as the “continued availability of affordable, universal

208



Analysis of Public Comments

postal service throughout the United States.” Id. at 236. She also indicates that
any proposed definition of the USO include an emphasis on the intrinsic value of

the mail in consumer protection and civic functions. Id. at 237.

Similarly, Dale Goff (National Association of Postmasters of the United
States (NAPUS)) indicates the USO should be viewed in its broader social and
political context, not purely as an economic definition. Id. at 32. Jeanie Schnell
(NAPUS) agrees that if the USO were defined in economic terms, it would result
in the demise of many small communities. Tr. Portsmouth Hearing at 43. Jan
Pritchard (The Flute Network) declares that universal service is the continuation
of letter mail to every person at a reasonable and consistent price with 6-day
delivery where possible. Pritchard Statement at 14. Dennis O’Neill (NAPUS)
defines universal service as nondiscriminatory accessibility, price, and standards
for postal services. O’Neill Statement at 4. Similarly, retired Postmaster Lyle
Puppe (NAPUS) states that universal service includes nondiscriminatory
treatment to those communities that need a post office most. Puppe Statement
at 4.

Likewise, many organizations also attempt to assign a definition to
universal service or the USO. AISOP/SMC comment that universal service is
sender-supported delivery service that reaches all American homes and
businesses on a regular basis at affordable rate and preparation costs.
AISOP/SMC Comments at 3. Valassis comments that the Commission should
acknowledge universal service as it has come to exist, encompassing delivery
6 days per week to all areas and populations, and as a sender supported
business model that provides free delivery to the recipient. Giuliano Statement at
6. The National Newspaper Association (NNA) comments that universal service
means “everyone, everywhere, should get the same level of service for the same
cost.” NNA Comments at 9. Finally, the Postal Service, closely tracking
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statutory language, defines the USO as its requirement to provide access to
services and facilities even when not economical; provide quality and efficient
services by providing prompt and reliable services; provide services to all
communities to “bind the Nation together” as nearly as practicable; provide
services at fair and reasonable rates and not unduly discriminate against malil
users; and offer a range of products that meet the needs of different mail users
including one or more classes of mail sealed against inspection. Postal Service
Comments at 1-3. ANM indicates that universal service is defined by public

expectations. ANM Comments at 2.

Similarly, the U.S. Department of Housing and Urban Development (HUD)
comments that in light of the PAEA changes, there is a need for an evaluation of
the needs and expectations of the public. HUD Comments at 1. Charles Mapa
(National League of Postmasters) states the USO means “providing dependable
mail service to every American resident every day, everywhere at a ....
reasonably affordable rate, as well as providing sufficient access to the postal
system for rural residents.” Tr. Washington, D.C. Hearing at 39. He opines that
sufficient access necessarily entails a post office in rural locations. Id. Don
Rowley (Arizona Daily Sun) testifies that the definition of USO should be one of
delivery which is reliable and predictable, and allows access by mailers to the
same rates and facilities. Tr. Flagstaff Hearing at 9. Other than frequency of
delivery, no comments or testimony champion a quantitative definition of

universal service (e.g., distance or population requirements for post offices).

Comments and testimony are mixed as to how universal service must be
provided. GCA comments that universal service must be provided by the
government, not private carriers or a combination of carriers. GCA Comments at
3. NALC agrees that the government can not compel private carriers to assist in
providing universal service. NALC Comments at 5. FedEx offers an alternative
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viewpoint, that gaps in the provision of universal service can be imposed, by
legal obligation, on a provider or group of providers. FedEx Comments at 3.
Richard Geddes (Cornell University) indicates universal service could be
provided by private carriers in a situation where each would bid for the lowest
subsidiary necessary to provide universal service. Geddes Comments at 4.
Most agree, however, that the Postal Service should continue to provide

universal service at its current level.

Comments and testimony regarding the scope of universal service and the
USO vary as to method employed to create a definition and the definition of
each. Most, however, express an opinion that it is not time to “rock the boat” with
radical changes to universal service or the USO.

Topic No. 2:  Historical Development of Universal Service, the USO, and
Monopoly Laws

The development of the USO and monopoly was not a contentious issue
in testimony and comment. Several comments and some testimony include
statements about the monopoly existing to protect revenue given the detriment
imposed by the USO.

The Postal Service points to the development of universal service as a
progressive concept, derived from the Constitutional text providing “all Duties,
Imposts and Excises shall be uniform through the United States.” (Footnote
omitted.) Postal Service Comments at 11. The Postal Service comments that
universal service developed as Congress legislated and the geographic network
expanded, pricing was controlled, and free home delivery was offered. Id.
Similarly, NALC points to the Postal Service’s Constitutional underpinning as a
service to the people. NALC Comments at 6. The Postal Service examines the
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statutory development of the monopolies through the Private Express statutes
and the mailbox rule. Postal Service Comments at 11-14.

Several comments address the policies which formed a foundation for the
Postal Service, including the free exchange of ideas and the sanctity of the
political press. See NNA Comments at 3; MPA Comments at 3; and GCA
Comments at 14-15. Other comments from MPA and NNA reference the link
between publishers of newspapers or printed material to the Postal Service since
colonial times. MPA Comments at 3; and NNA Comments at 3. They note that
facilitation of the distribution of the printed word is a fundamental justification for

the formation of a government-sponsored postal system. Id.

In all, comments and testimony that touch on the development of the USO
and postal monopolies agree, while each focuses on a different aspect of the
development. Most testifying or commenting on any aspect of the historical
development of the USO or the postal monopolies reference the amorphous spirit
of the foundation of the law to advance a particular aspect of the USO of interest

to their industry.

Topic No. 3:  Universal Service: Geographic Scope

The response to a proposed geographic scope of universal service is that
it should entail every location in the country. See The Nation/MPPACE
Comments at 2; MPA Comments at 4; and Postal Service Comments at 17-18.
Several postmasters, rural carriers, and area managers for the Postal Service
cite examples of service to remote communities: accessible only by boat or
hovercraft, where the Postal Service is the only carrier which delivers to the
home or local post office; where nearly all incoming goods (including financial
services and instruments) are provided at the local post office; where the only
route to the area is through a foreign nation; and where the only service is by
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mule train winding down into the Grand Canyon. Many also peg the geographic

scope of universal service as its most critical feature.

The overwhelming response from stakeholders is for the Commission not
to recommend any changes in the geographic scope of universal service
currently offered by the Postal Service. Stephanie Lerdahl (rural letter carrier)
suggests the system works and not to adjust it. Tr. Flagstaff Hearing at 22. Jan
Pritchard (The Flute Network) wants the Commission to be very clear with the
consequences if there are any recommended changes to universal service. Id.
at 66, 71-72. Matthew Panos (Food for the Hungry) testifies there is a need for
the current level of service. Id. at 75. George White (Up With Paper) states the
USO especially includes those in rural and low income areas where it would not
be profitable to offer service. Tr. St. Paul Hearing at 16. David Straus (ABM)
and David Todd (MOAA) offer that mailers on the whole seem to be satisfied with

the current level of service. Tr. Washington, D.C. Workshop at 14 and 16.

GSA writes that it is not aware of any areas currently not receiving
universal service and the United States Department of Agriculture (USDA) is
pleased with the geographic scope of universal service as it stands. GSA
Comments at 1; and USDA Comments at 1. The Department of Defense
comments that the Postal Service successfully partners with the Military Postal
Service Agency (MPSA) to provide an integrated network to transport and
distribute military mail overseas. It requests that the Postal Service continue to
consult with the MPSA on strategic and operational planning which may affect

military mail operations. DOD Comments at 1.

Several mailing groups and nonprofits encourage the Commission to view
the geographic scope of universal service from the senders’ perspective. Direct

Communications Group urges the Commission to define universal service by the
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needs of senders of each class of product. Direct Communications Group
Comments at 27-28. ANM states that universal reach is of paramount
importance to nonprofit organizations. ANM Comments at 2. Similarly, MPA
indicates that ubiquity of service is critical to magazine publishers. MPA

Comments at 4.

Several postmasters testifying or commenting indicate that geographic
scope of the USO must entail a post office in rural communities. Dennis O’Neill
(NAPUS) indicates there is a dependence on the rural post office by the
community for access to post office boxes and other services. Tr. St. Paul
Hearing at 30. But others indicate that remote location service might have to be
modified at some time in the future to control costs. MMA Comments at 2.

The consensus definition is that universal service must reach every
citizen. The only disagreement as to geographic scope is the level of service at
each location. Several comments support a flexible service standard for harder
to serve communities. See Valassis Comments at 6; Postal Service Comments
at 18; and NPPC/FSR Comments at 4-5. Others comment that service must be
uniform without qualification. See ANM Comments at 2; MPA Comments at 4;
NALC Comments at 7; and USDA Comments at 1.

Topic No. 4: Universal Service: Range of Product Offerings

Witnesses who testified and organizations that commented vary in opinion
across the board on which products should be subject to the USO. Nearly all are
in agreement that current market dominant products should be included in the
USO, while several promote the additional coverage of competitive products.
Few witnesses or organizations undertake to define the entire range of products
the Postal Service should offer as part of universal service. Rather, they focus
on a product or range of products important to each industry.
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Those that attempt to define the entire range of products offered, like
FedEXx, generally think universal service should cover basic affordable services
that are common and necessary. FedEx Comments at 5. FedEx comments that
the only classes of mail which should be covered by the USO would be single-
piece or “social” mail. Id. at 4. NPPC/FSR comment that all market dominant
products should be included in the USO. NPPC/FSR Comments at 5. The
Postal Service agrees, stating that the USO was limited to market dominant
products, otherwise there would need to be a re-evaluation of whether a

competitive product is truly competitive. Postal Service Comments at 18-20.

Publishers and business mailers advocate a USO which would continue to
include Standard Mail, bound printed matter, and publications. Don Rowley
(Arizona Daily Sun); Arthur Sackler (NPPC); Jamie Trowbridge (Yankee
Publishing, Inc.); and Tom Underkoffler (Medco) all specifically indicate that
Standard Mail, periodicals or other “broad spectrum size and weight” categories
should be covered by the USO. Tr. Flagstaff Hearing at 10; Tr. Washington, D.C.
Workshop at 70-71; and Tr. Portsmouth Hearing at 16-17 and 38. ANM indicates
that universal service should be offered for the nonprofit subclasses of standard
and Periodicals mail. ANM Comments at 3. Similarly, NNA believes that
newspapers are an integral part of the USO. NNA Comments at 8-10. John
Joachim (Hazelden Foundation) and Pierce Myers (PSA) both impress the need
for a parcel or package product which is covered by the USO. Tr. St. Paul
Hearing at 50-51; and Tr. Washington, D.C. Workshop at 56. Government
agencies like the GSA indicate that some correspondence is required by law to
be sent using Registered Mail and that agencies use First-Class Mail in a
majority of instances; therefore, First-Class and Registered Mail should continue
to be offered as universal services. GSA Comments at 2. The United States
Department of State (Department of State) asks that the report address which
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international mail products would be covered under the USO. Department of
State Comments at 4.

Robert Brinkman (Discover Financial Services (DFS)) offers the opinion
that if the network remains universal, the Commission should avoid pegging
individual products to the USO. Tr. Washington, D.C. Workshop at 72. He
believes the market will account for individual products, which will give the Postal
Service the flexibility it desires in meeting the needs of a diverse consumer base.
Id. Similarly, MOAA believes market changes may force changes in the services
offered universally and that flexibility should not be hampered. MOAA

Comments at 3.

Postal union and management organization Presidents William Young
(NALC), Dale Goff (NAPUS), and William Burrus (APWU) opine that the USO
should cover market dominant and competitive products equally. NALC
Comments at 8; and Tr. Washington, D.C. Hearing at 83. Jody Berenblatt (Bank
of America) articulates that universal service should definitely cover market
dominant products and that it may also be a selling point for competitive
products. Tr. Portsmouth Hearing at 83-84. FedEx indicates that universal
service should not include expedited services as they are a “value added
service.” FedEx Comments at 5. PSA comments that both market dominant and
competitive products should be included in the range of product offerings. PSA
Comments at 2-3. NALC agrees that the Commission should avoid the
temptation to “unbundle” services making some subject to the USO while
excluding others. NALC Comments at 8. Linda Sherry (Consumer Action)
testifies that the USO should provide adequate coverage of single-piece, parcel

post, media mail, and flats. Sherry Statement at 2.
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Comments and testimony indicate a general desire for the current market
dominant products to remain subject to the USO. Several individuals and
organizations express a wish to have their product of choice included; a few
others state that products should not be unbundled and should all be subject to
the USO. The consensus is that since the Postal Service has, to the present,
offered acceptable product offerings on a universal basis, the Commission
should not recommend changes as to the scope of products offered under the
USO.

Topic No. 5:  Universal Service: Access to Postal Facilities and Services

Access to Postal Service facilities and services received a broad range of
comment and testimony. Mailers want access to the facility that gives them the
best rates and service. Rural carriers and postmasters are concerned with
access of rural communities to delivery and retail facilities. One rural postmaster
states the access to services as it currently stands in rural areas does not meet
universal service. See Goff Statement at 5. Charles Mapa (NAPUS) defines the
USO so as to mandate a post office in rural communities. Mapa Statement at 3.
The APWU indicates that from an individual’s perspective, access to the mailbox
and retail services are critical issues. APWU Comments at 3. David Popkin
comments that access to facilities should also include the availability of blue
collection boxes. Popkin Comments at 2. Cameron Powell (Earth Class Mail)
defines access well beyond the logistics of receiving paper and encourages the
Postal Service to seek alternate ways of providing service (such as his

company’s electronic mailbox management system). Tr. Flagstaff Hearing at 79.

As part of a common theme, many comments and much testimony
indicate the need for the Postal Service to maintain flexibility in how it provides
access. DMA/PostCom/MFSA comment that all Americans should have

reasonable access, but the Postal Service should retain the flexibility on the
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details of providing that access. DMA/PostCom/MFSA Comments at 9-10.
MOAA comments that local post offices are important to communities, but
flexibility should be preserved if it proves necessary to close a post office. MOAA
Comments at 4. Similarly, MPA comments that the Postal Service should be
given flexibility to realign its mail processing network given that consumers have
greater alternative access to services without going to a post office. MPA
Comments at 5. The Postal Service opposes any further restrictions on its
location decisions which might impact its ability to respond to changing economic
conditions. Postal Service Comments at 20-23. The Postal Service notes,
however, that while the absolute number of retail facilities has fallen, it has
improved access to postal services and facilities through relocations and a mix of

alternative service. Id.

Opinions are mixed on whether contract stations, rural routes, or
alternative access to services are an adequate form of access to retail services.
Murray Comarow supports the greater use of contract postal units. Comarow
Comments at 7. NAPM comments that contract post offices may be as good or
better than a stand-alone post office for the provision of service. NAPM
Comments at 4. NPPC/FSR state that while access to services appears to be at
a good level, the Postal Service probably operates far more retail facilities than is
necessary or economical. NPPC/FSR Comments at 5. Dennis O’Neill (NAPUS)
offers an alternative view and emphasizes that there is a dependence on the
rural post office by the community. O’Neill Statement at 3. Charles Mapa
(National League of Postmasters) and Dale Goff (NAPUS) indicate that a
contract station is no substitute for a post office. Tr. Washington, D.C. Hearing at
80-83. Jody Berenblatt (Bank of America) states that access to services is at an
acceptable level, while the number of retail facilities is excessive and should be
pruned. Berenblatt Statement at 6. Many reference the growth and continued

need for alternative access beyond the traditional means. See Comarow
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Statement at 7; MMA Comments at 3; NPPC/FSR Comments at 5-6; and Shea
Comments at 2.

Overall, most comments and testimony indicate a continued need for the
current level of access to postal facilities and services. Many encourage the
Postal Service to develop alternative access beyond the brick and mortar post
office. Rural postmasters and union representatives are concerned with
maintaining traditional post offices in rural areas. The Postal Service does not
desire any further encumbrance (in the form of a requirement for access) which

might limit its flexibility to determine access locations.

Topic No. 6:  Universal Service: Frequency of Delivery

Witness testimony and organization comments are in favor of maintaining
6-day delivery as the current standard. Several acknowledge, however, the
impractical result which might occur if there was a 6-day standard mandated by
the USO. Letter carriers, postmasters, and union representatives indicate that
any deviation from the 6-day standard would be undesirable. Mailers of
publications and Standard Mail are especially sensitive to any deviation from the
current 6-day standard. Many commenting or testifying, however, indicate that
the Postal Service should remain free to respond to economic pressure with

regards to delivery frequency if a reduction becomes a necessity.

Those witnesses and organizations that allow for the possibility of a
reduction in frequency from the 6-day delivery standard do so with many caveats.
Witnesses including David Todd (MOAA); George Gould; Bruce Moyer (National
Association of Postal Supervisors); and Jody Berenblatt (Bank of America) want
to see careful analysis of all the potential cost savings, as well as costs incurred,
if there is to be any recommendation to leave the 6-day standard. Washington,
D.C. Workshop at 16-17, 22-24 and 47-48; and Tr. Portsmouth Hearing at 83.
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Murray Comarow comments that 6-day delivery should be continued, but the
Postal Service should be allowed to deviate for compelling reasons. Comarow
Comments at 3. DMA/PostCom/MFSA only allow for the possibility of reduction if
a strong case can be made for savings. DMA/PostCom/MFSA Comments at 10-
11. ABM supports the continuation of the 6-day standard, but if circumstances
change, then mailers’ needs must be considered before determining if that
standard can be changed. ABM Comments at 6-7. AISOP/SMC express their
wish for the 6-day standard to continue, but believe the Postal Service should
have flexibility to adjust to contain costs and maintain affordability. AISOP/SMC

Comments at 4.

The General Services Administration indicates that if savings can be
demonstrated from a reduction, Federal agencies and citizens can probably
adjust if Saturday delivery remains and the time “to” delivery standard can remain
the same. GSA Comments at 2. MOAA indicates the 6-day standard is ideal,
but a trade off for a price reduction might be acceptable. MOAA Comments at 2.
Valpak comments that if a reduction in 1 day of delivery service is necessary to
maintain fair and reasonable rates for the future, it would be justifiable. Valpak
Comments at 2. Valassis indicates that while it greatly favors the 6-day delivery
standard, it should not be mandatory so the Postal Service can have flexibility if
financial circumstances change. Valassis Comments at 9. Time Warner Inc.
(Time Warner) supports the 6-day standard as a necessary feature of the
magazine publishing business, but believes the Postal Service should have the
flexibility to reduce frequency where mail volume does not justify the cost of
delivery. Time Warner Comments at 3. ANM states that 6-day delivery gives
great value to nonprofit organizations and should continue, but the Commission
should not recommend it as a requirement of universal service so as not to tie
the Postal Service’s hands unduly. ANM Comments at 4. Finally, the Postal

Service indicates it is loathe to reduce delivery frequency and would only do so
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after weighing customer needs, costs, and other factors. Postal Service
Comments at 27.

Other witnesses and organizations are outright opposed to any change in
delivery frequency from the 6-day service standard. Condé Nast Publications
(Condé Nast) comments that any deviation from the 6-day standards would hurt
the viability of publications. Condé Nast Comments at 2. DFS comments that
there is no reason the 6-day standard should cease. DFS Comments at 9. MMA
asserts that even if delivery frequency were reduced, many mailers would need
the current levels of pickup and acceptance. MMA Comments at 3. MPA
comments that 6-day delivery is essential for periodicals, and the costs avoided if
there is a reduction in delivery days would not justify the inconvenience. MPA
Comments at 6. Linda Sherry (Consumer Action) testifies that 6-day delivery
should continue. Sherry Statement at 5. NALC comments that its members
would lose 35,000 jobs if there was a reduction from 6-day service and any such
decision should be left to Congress. NALC Comments at 8-9. Further, NALC
states that the ability to reach every citizen and business every day helps create
“strong national markets and serves to bind all Americans culturally and
politically.” 1d. The Social Security Administration (SSA) indicates that a
reduction in 6-day delivery could delay receipt of benefits for pensioners. SSA

Comments at 1.

The majority of the comments and testimony express a desire for the
6-day delivery standard to continue. Comments and testimony from the
periodical/print media industry and postal service unions express extreme
displeasure with any reduction in the frequency of delivery. Many also opine that
the Postal Service should retain flexibility to determine any future deviation or

reduction in the standard if it was economically necessary. Those which allow for
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a possible service reduction are not, however, in agreement on how that

reduction would take form.

Topic No. 7:  Universal Service Obligation: Rates and Affordability of
Service

Most participants in the field hearings indicate their sensitivity to rate
increases and need for affordability, but are otherwise silent as to rates as they
pertain to the USO. Several, including John Joachim (Hazelden Foundation)
indicate that rates must continue to climb no faster than the Consumer Price
Index (CPI), as currently provided. Tr. St. Paul Hearing at 22. Vicki Updike
(Miles Kimball Company) indicates the catalog industry is especially sensitive to
the most recent rate increases and as a result has seen several businesses fold
or cease cataloging operations. Id. at 57-60. Updike’s solution is to encourage
the Postal Service to take steps to reduce its “massive” fixed cost. Id. at 63.
Similarly, Jamie Trowbridge (Yankee Publishing, Inc.) testifies that the periodical
industry is extraordinarily cost sensitive to postal rates and needs a “reliable and
affordable” Postal Service to survive. Tr. Portsmouth Hearing at 14-16. Several
witnesses, including George White (Up With Paper) and T. Scott Mitchell
(MackayMitchell Envelope Company) call for nondiscriminatory rates for varying

classes of mail. Tr. St. Paul Hearing at 47 and 73.

Mary McCormack (MMA) indicates since larger mailers are required to do
more worksharing and circumvent more obstacles to put their pieces into the
system, electronic diversion will only increase. Tr. Washington, D.C. Workshop
at 57-58. Bob Woodheim (Mailers Council) ties rates and affordability directly
into the accessibility of the Postal Service, indicating that affordability is the major
component of accessibility. Tr. Washington, D.C. Workshop at 85. David Straus
(ABM) offers that while “fair and equitable apportionment of cost” may be an

element of rulemaking, it certainly should not be an element of the USO or
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universal service. Id. at 87. Elisabeth Robert (The Vermont Teddy Bear
Company) offers that the Postal Service is on the whole not competitive on the
basis of rate alone on packages, but with better pricing, trackability, and local
area volume handling, could easily be competitive. Tr. Portsmouth Hearing at
28-29. T. Scott Mitchell (MackayMitchell Envelope Company) offers that those
products used by citizens to accomplish transactions related to government or
social responsibilities should be covered by some mechanism that keeps prices

below inflation. Mitchell Statement at 10.

The written comments focus on rates and affordability as essential
aspects of universal service. Predictably, most businesses, trade organizations
and associations express sensitivity to rate increases. Many, including
AISOP/SMC, MPA, ABM, and ANM express high sensitivity to rate increases,
with several predictions of increased diversion to another delivery medium or
cessation of services in general if rates continue to climb quickly. AISOP/SMC
Comments at 4; MPA Comments at 7; ABM Comments at 5-6; and ANM

Comments at 4.

Comments are mixed on the use of the CPI as a cap to rate increases
every year. Several comments indicate the CPI might not offer enough flexibility
to allow the Postal Service to set rates which would preserve its function. GSA
recognizes that the CPI cap might not be viable over the long term. GSA
Comments at 2. MMA expresses concern that the CPI increases would not
sustain the Postal Service. MMA Comments at 4. The Postal Service indicates
that perhaps in the future the pricing mechanism (CPI cap) would be different for
single-piece products versus bulk products. Postal Service Comments at 29.
The Department of Housing and Urban Development indicates that if rates were
to increase in greater increments, but less frequently, there would be fewer
consumer complaints. HUD Comments at 2.
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Several comments stress the importance of maintaining universal,
affordable rates to avoid losses in volume. See AISOP/SMC Comments at 4;
ABM Comments at 5-6; GCA Comments at 6; MOAA Comments at 5; MPA
Comments at 7; NALC Comments at 10; and The Nation/MPPACE Comments at
1. Several comments express a desire to revisit the change in rate
apportionment that occurred between 2006 and 2007. See ABM Comments at 5-
6. The Postal Service expresses its reliance on the postal monopolies to

subsidize affordable, universal rates. Postal Service Comments at 28.

Across all comment and testimony, there exists satisfaction with the
current rate structure (with the notable exceptions of the periodical and catalog
mailers). The current rate increase cap is generally viewed positively, with
several doubts about the viability of the CPI cap in the face of declining mail
volumes and revenues. There is widespread support for the continuation of
uniform rates across geographic areas, and several mailers call for equal access

to competitive rates.

Topic No. 8:  Universal Service: Quality of Service

Nearly every witness offering an opinion as to the “quality of service” that
would meet the USO indicate that the current level of universal service is
acceptable. Stephanie Lerdahl (rural letter carrier); Matthew Panos (Food for the
Hungry); David Straus (ABM); Jamie Trowbridge (Yankee Publishing Company);
and Ted Keating (National Association of Postal Supervisors) all indicate the
current quality of service needs to continue. Tr. Flagstaff Hearing at 21-23 and
75; Tr. Washington, D.C. Workshop at 14; Tr. Portsmouth Hearing at 17-18; and
Tr. Washington, D.C. Hearing at 219. Organizations including the EPA, GSA,
MPA, and SSA all indicate satisfaction with the current level of service provided
by the Postal Service. EPA Comments at 1; GSA Comments at 2; MPA

Comments at 8; and SSA Comments at 1. James Martin (60 Plus Association)
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states that timely, reliable quality of service is extremely important to seniors.
Martin Statement at 1.

ABM recalls that mailers must pay for the level of service that mail
recipients claim to find necessary. ABM Comments at 4. ABM, therefore,
believes the Commission should not lock the Postal Service into quality
standards which changing conditions might render impracticable. 1d. Several
comments give specific instances where the quality of service offered by the
Postal Service should improve. Murray Comarow indicates window service
needs to be faster and nicer. Comarow Comments at 5. John Shirrell comments
that window service is of an inadequate quality, while options to alleviate such
problems like the automated postal centers have been removed further
exacerbating window service problems. Shirrell Comments at 2. Valpak
indicates that reductions in service to contain costs should not come bundled

with degradation of service performance or quality. Valpak Comments at 12.

Many comments focus on the lack of an adequate measurement system
to determine if the Postal Service is providing quality service.
DMA/PostCom/MFSA comment that measurement of performance is a critical
aspect of providing quality universal service. DMA/PostCom/MFSA Comments
at 11-12. MMA indicates that the quality standards for the Postal Service are
unpublished and unknown, making the Postal Service unaccountable for any
level of quality service. MMA Comments at 4. MPA supports requiring the
Postal Service to establish clear service standards and measurement systems.
MPA Comments at 8. Pitney Bowes advocates the creation of a clear quality
standard with performance measurement. Pitney Bowes Comments at 9-10.
NALC supports a standard which would give a maximum walking distance to a
post box to ensure some measure of equality of service. NALC Comments at 12.
The Postal Service advocates the measurement of service quality based on a
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service standard achievement measurement system it would establish in
consultation with the Commission. Postal Service Comments at 30. The Postal
Service also desires to maintain discretion in the type of service each customer
receives, as long as it comports with the expressed service standard. Id. at
30-33.

The consensus is there is not an identifiable deficiency in the quality of
service offered by the Postal Service. NAPM, however, indicates that perhaps
the Commission should also identify communities which receive excessive
service. NAPM Comments at 2. Most of the comments and testimony give
positive feedback on the quality of service presently offered by the Postal Service
and indicate a reluctance to suggest changes.

Topic No.9: Methods of Calculating the Cost of Universal Service
Obligation and Postal and Mailbox Monopolies

Comments and testimony relating to the methods of calculating the cost of
the USO and postal monopolies focus on two issues: the uncertainty of placing a
cost on an intangible idea, and the framework in which the cost is constructed.
Several comments question the validity of any “cost” data that could be obtained
and what use that data might have. Other comments debate the model which

could be used to estimate costs of the USO or monopolies.

DMA/PostCom/MFSA indicate that attempts to quantify the costs of the
USO or a monopoly are at best hypothetical and possibly misleading.
DMA/PostCom/MFSA Comments at 12. MOAA expresses concern that the issue
could be answered with a degree of precision which would be useful. MOAA
Comments at 5. GCA warns against the assumption that the Postal Service is an
efficient system when attempting to calculate the cost of the USO. GCA

Comments at 22-23. Similarly, NALC cautions against any sort of aggregation of
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cost from smaller communities’ recruitment of a lowest cost carrier due to
intangible costs like high turnover, recruitment costs, service interruptions and
bankruptcies. NALC Comments at 12. Given the complex and fluid definition of
the USO, it seems many organizations are unwilling to attempt to place a value
or cost on its provision. Several entities, however, attempt to describe methods

to place a value on the USO and mailbox monopoly.

Richard Geddes encourages the use of a “bottom up” approach to
calculate the USO cost, where one constructs basic features of mail service that
customers would desire and pay for, and set that as the cost of the USO.
Geddes Comments at 1. NAPM defines the cost of the USO as the costs the
Postal Service would avoid if the USO mandate is removed. NAPM Comments
at 5.

The Postal Service would measure the costs of the USO as the cost of
providing services subject to the USO less the cost of providing services in a
liberalized environment. Postal Service Comments at 33. The Postal Service
cautions against other models of avoided cost and entry pricing as the models do
not account for the Postal Service’s continued operations in a liberalized
environment or the Postal Service’s change in business practices without a USO
mandate. Id. at 32-33.

The vast majority of organizations and individuals commenting or testifying
indicate an extreme reluctance to relax the mailbox monopoly in any fashion.
See ABM Comments at 9; ANM Comments at 7; Condé Nast Comments at 1;
DFS Comments at 10; NALC Comments at 9; NAPM Comments at 6;
NPPC/FSR Comments at 11; Time Warner Comments at 7; USDA Comments at
8; Valpak Comments at 5-6; and Postal Service Comments at 9. The rationales

justifying the reluctance to lift the mailbox monopoly include protection of
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revenues, security and sanctity of the mail, and better efficiency from avoiding
overcrowding or sorting. Several publishing organizations support a limited
relaxation of the mailbox monopoly if the Postal Service reduces service to a
degree that would hamper the ongoing viability of daily publications. See NNA
Comments at 17-19. James Martin (60 Plus Association) asks why the
prohibition of use of the mailbox for local notices could not be lifted. Martin
Statement at 2.

Similarly, the majority of comments and testimony indicate a continuation
of the letter monopoly to protect revenues and prevent cream skimming of
profitable routes. See ANM Comments at 6; MPA Comments at 9; NPPC/FSR
Comments at 10; Time Warner Comments at 7; and Valpak Comments at 11.
One comment expresses that the postal monopolies should be liberalized. See
Geddes Comments at 2-6. Another comment indicates that the letter monopoly
was essentially abolished with the amount of electronic diversion and alternative
means of communication. See NAPM Comments at 5-6.

Overall, a consensus does not exist on the method or utility of assigning a
cost to the USO and postal monopolies. The Postal Service expresses an
adamant belief that the “profitability” method is the sole realistic method to place
a cost on the USO. Multiple organizations and individuals take this topic as the
opportunity to express their desire that the postal monopolies remain intact and

unchanged.

Topic No. 10: The Implications of the Universal Service Obligation for the
Postal Monopoly

Comments vary greatly in topic and opinion for the implications of the
USO for the postal monopoly. Under the topic, most testifying or commenting
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indicate there should not be a change (especially elimination) to the postal

monopoly.

FedEx indicates the basic implication of the USO for the postal
monopolies is that the postal monopolies should be no more extensive than is
necessary to fund universal service. FedEx Comments at 9. Pitney Bowes
argues that the postal monopolies promote the public policy goals attached to the
USO. Pitney Bowes Comments at 12. T. Scott Mitchell (MackayMitchell
Envelope Company) offers that the Postal Service should be able to prescribe
regulations governing the mailbox, but the Commission should retain a right to

review those regulations. Mitchell Statement at 11.

The Postal Service reiterates its position that the Commission has limited
authority to affect the letter monopoly and no authority to interpret the mailbox
monopoly. Postal Service Comments at 37-40. The Postal Service also
indicates that the postal monopolies remain even if the Commission transfers
many products from market dominant to competitive. Id. at 37-40. Lawrence
James (Postal Service) opines that the Postal Service’s ability to fund its USO is
provided in large part by the postal monopolies. James Statement at 3.
Similarly, Michael Larson (Postal Service) states that the postal monopolies help
to provide the funding necessary to carry out the USO and bind the Nation

together. Larson Statement at 3.

The consensus on the implications of the USO for the postal monopolies

is that the monopolies, as they serve to fund the USO, should not be disturbed.
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Topic No. 11: Universal Service, the Universal Service Obligation, and the
Postal Monopoly in Other Countries

Most comments and testimony indicate a reluctance to utilize other
countries as a comparative tool for the USO or postal monopolies. Several
testifying or commenting, including Stephanie Lerdahl (rural letter carrier); T.
Scott Mitchell (MackayMitchell Envelope Company); William H. Young (NALC);
Steve Smith (Christian Science Publishing Society); William Burrus (APWU);
NALC; and DMA/PostCom/MFSA specifically caution the Commission to avoid
using a rigid “European model” approach when defining the USO due to the
differing circumstances in the United States. Tr. Flagstaff Hearing at 19; Tr. St.
Paul Hearing at 65; Tr. Washington, D.C. Hearing at 10; Tr. Portsmouth Hearing
at 90-91; Tr. Washington, D.C. Hearing at 22-23; NALC Reply Comments at 2;
and DMA/PostCom/MFSA Comments at 4. Don Cantriel (NRLCA) urges caution
in any comparison as the United States is not comparable to the EU or
developing countries in terms of volume, geography, affordability, labor disputes,

revenue, and delivery frequency. Cantriel Statement at 2.

Reaction is mixed as to the result of liberalization in other countries. Many
comments indicate that benefits from liberalization have not been realized
elsewhere and should therefore not be adopted in the United States. See ABM
Comments at 10; Comarow Comments at 2; EPA Comments at 2; NALC
Comments at 2-4; and Postal Service Comments at 41-42. Geddes comments
on the experiences in New Zealand and Sweden, which support unrestricted

competition in the postal industry. Geddes Comments at 6-7.

With few exceptions, the consensus is not to look to European or other
foreign models to form a basis for any changes to the USO or postal monopolies

in the United States due to different circumstance. Most comments express a
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view that gains from liberalization in Europe and elsewhere were by and large
illusory and when realized, only realized by the large commercial mailers.

Topic No. 12: Other Issues

Many of those testifying or commenting urge the Commission not to lose
sight of the social benefits offered by the Postal Service which can not be
guantified, but provide a positive impact on the daily lives of many customers.
The Public Representative indicates that the value of social services provided by
the Postal Service, including keeping an eye on neighborhoods and distributing
antibiotics during a bioterrorist attack, should be considered. Public
Representative Comments at 1-2. Similarly, Jeanie Schnell (postmaster)
cautions the Commission not to define universal service in solely economic

terms, but to examine the social impact. Tr. Portsmouth Hearing at 39.

Examples abound of the Postal Service’s ability to confer social benefits
on its customers. One comment indicates that in the wake of Hurricane Katrina,
the Postal Service was one of the only reliable systems in the area. Giuliano
Statement at 5. The Postal Service offers a unique ability to connect every
citizen and shares credit for the rescue of 144 missing children through the “Have
You Seen Me?” mail program. Id. at 3. Matthew Panos (Food for the Hungry)
states that letter carriers periodically collect food donations on their routes and
are a lifeline for the housebound elderly or infirm. Tr. Flagstaff Hearing at 75-76.
John Joachim recalls that in the town of Hugo, the day after it was devastated by
a tornado, the postal van drove into the city to cheers and salutes from its
residents. Tr. St. Paul Hearing at 36. Dennis O’Neill (postmaster) speaks of the
“mail moment” when a person opens their box to discover correspondence. Id. at
45. T. Scott Mitchell (MackayMitchell Envelope Company) expresses the
importance of the Postal Service employees as the physical representative of the

United States Federal Government and an invaluable conduit to government
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services for those who do not have other access. Id. at 72. Similarly, Lyle
Puppe, a retired postmaster, discusses the rural post office as the sole place for

community interaction and government presence in many areas. Id. at 76.

City letter carrier Richard Moses mentions the “Carrier Alert” program
which helps carriers throughout the country save lives by responding when there
are events out of the ordinary. Tr. Portsmouth Hearing at 71. Moses also
discusses the carriers who help victims after traffic accidents, aid lost children, or
report crimes or fires. Id. at 71-72. Moses gives information on the “Cities
Readiness Initiative” which provides a role for the Postal Service in distributing
medicines in the event of a bioterrorist event. Id at 72. He also gives information
on carrier’s efforts to “Stamp Out Hunger” in which 73.1 million pounds of food
were collected by carriers in 2008. Id. Finally, Charles Mapa (National League
of Postmasters) testifies about how the postmaster is the point of contact for
many for the Federal government, whether there is a forest fire, inclement
weather, road closure, or community emergency. Tr. Washington, D.C. Hearing
at 75.

Alternatively, several comments advise the Commission not to look too
closely at social benefits conferred by the Postal Service. One comment
indicates that community service is not a postal product or service. NAPM
Comments at 2. Gene Del Polito (PostCom) warns the Commission not to go too

far astray in evaluating social benefit. Tr. Washington, D.C. Workshop at 20.

In all, many parties comment and testify about the social benefits
conferred by the Postal Service in connection with universal service. Most of
those who comment encourage the Commission to view the provision of

universal service in light of these benefits.
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“Do not mail” initiatives at the state level are a common topic of comments
and testimony. Many individuals and organizations express concern about “do
not mail” initiatives and the possible effect for postal revenues, possible

Constitutional ramifications, and possible restriction on business enterprise.

Robert Corn-Revere (Davis Wright Tremaine LLP) testifies on the possible
Constitutional issues surrounding “do not mail” initiatives and expresses his view
that such initiatives would conflict with universal service and probably First
Amendment rights of mailers. Tr. Washington, D.C. Hearing at 152-155. UPS
believes the potential consequences of any such initiatives should be studied by
the Commission. UPS Comments at 5. Others comment about the possible
consequences of such legislation on volumes and revenues for the Postal
Service. See NPPC/FSR Comments at 12; Panos Statement at 9; PSA

Comments at 2 and 7; and Pitney Bowes Comments at 11.

Several organizations and individuals raise specific issues in testimony or
comment. The Department of State asks that the Commission pay due regard to
United States obligations under the Universal Postal Union Acts. Department of
State Comments at 3. The Postal Service asks that the Commission consider
the ongoing effect (positive and negative) of electronic diversion and the impact
on the environment of more private carriers in a liberalized postal industry.
Postal Service Comments at 46-48. Several comments and reply comments
include debate as to who the Postal Service’s customers are, i.e., senders of malil
or senders and recipients. See NAPM Comments at 2; Direct Communications
Group Comments at 3 and 9-10; and GCA Reply Comments at 1-2.
Representative John McHugh offers useful background on Congress’s intended
use of this report as a tool to evaluate a long-term business model for the Postal

Service. McHugh Comments at 1.
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Conclusion

The message the Commission received through comment and testimony
is that the system works, most mailers and recipients are satisfied, and not to
propose any radical changes. Witnesses and organizations prefer a flexible
definition of the USO if one is to be created. Several organizations comment on
the historical underpinnings and policy which developed into the USO and postal
monopolies. Comments and testimony indicate, in the vast majority of cases,
that geographic scope, access to facilities and services, frequency of delivery,

and rates are all acceptable and should not be changed.

Several individuals and organizations offer opinions as to which products
should be covered by the USO, and there is debate over whether the USO
should cover market dominant products only, some subset of market dominant
products only, some subset of market dominant and competitive products, or all
products. The majority opinion is that at least market dominant products should
be subject to the USO. Most of the comments and testimony indicate a
satisfaction with the level of quality of the current universal service; however,
several comments indicate a need for a concrete quality of service standard to

which the Postal Service would be held accountable.

Individuals and organizations express doubt as to the utility of valuing the
postal monopolies or the cost of the USO, while most express a strong opinion
that the postal monopolies should not be disturbed. Most agree that the
implication of the USO and the postal monopolies is that the latter is designed to
fund the former. The majority of comments and much of the testimony caution
against reliance on comparisons of the United States to other nations to define
the USO or postal monopolies due to differences across every aspect of the
Nation. Many stakeholders encourage the Commission not to view the Postal

Service in a vacuum, but to recognize the social benefit and intangible qualities
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which are conferred on many system users. Finally, multiple comments address
and several witnesses testify about the possibly dangerous impact of “do not

mail” legislation and its effect on mail volumes and revenues.
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