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Pursuant to Order No. 4851, the Association for Postal Commerce (“PostCom”) submits

these comments on the Postal Service’s Market-Dominant Price Adjustment, scheduled to take

effect on January 27, 2019. While the prices proposed by the Postal Service appear to comply

with the statutory price cap, in that in each class, the Postal Service’s pricing proposals produce

increases that do not exceed the pricing authority for that class, a number of the Postal Service’s

proposal nevertheless raise general issues of reasonableness. In particular, because an objective

of the Postal Accountability and Enhancement Act (“PAEA”) is to improve the stability and

predictability of postage rates, several features of the Postal Service’s rate proposal require

comment.

I. MARKETING MAIL

The Postal Service’s proposed increase for Marketing Mail—2.48 percent overall—

masks a considerable amount of variation in price adjustments for various categories. For

instance, the increase for Carrier Route (0.73%) is considerably less than the increase for Every

Door Direct Retail (5.056%). There is still more variation within categories. For instance, within

Marketing Mail some high density and saturation rates increase by more than 8 percent. In its

public comments on the price change the Postal Service cites “value in the mailbox” as partial
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justification for the below average increase for Carrier Route flats, and within the confines of the

price cap, the Commission has typically shown proper deference to the Postal Service’s efforts to

consider multiple factors when it sets rates.

PostCom does not argue that this variation in prices within the class is illegal. However,

the choices made by the Postal Service in its current proposal raise several policy issues that

deserve comment. If the Postal Service has quantitative evidence that recipients place a higher

value on certain types of mail, we encourage its dissemination. If using “value in the mailbox” to

differentiate prices is based on a less sound footing, the Postal Service’s pricing decisions are

unnecessarily risky. On average, the Postal Service’s proposed price changes are unusually large

compared with recent history owing to an increase in the CPI during the previous twelve months.

In fact, the increases proposed for High Density and Saturation mail are large by any standards.

To the extent that customer perceptions of postage value are reflected in price elasticity

estimates, anomalous price increases of the kind proposed for these categories of mail may

produce volume responses greater than anticipated. As Marketing Mail contributes billions of

dollars to the Postal Service’s institutional costs, all users of the mail have a vested interest in

pricing decisions regarding this class. Efforts by the Postal Service to engage in more aggressive

price differentiation should be pursued cautiously if at all. In both this docket and in RM2017-3,

the Postal Service has assured the Commission that a price cap is no longer needed; the Postal

Service claims it faces sufficient competition in all product categories that its customers need not

fear monopolistic pricing.1 The Postal Service’s actions in this case tell a different story. The

1 See Notice of Market-Dominant Price Change at 7 n. 11 (arguing that “a price cap is not necessary” because “the
Postal Service must account for electronic diversion in its pricing decisions”). While this argument is well outside
the scope of this docket, PostCom notes that even monopolies do not enjoy unlimited discretion in pricing their
products. The fact that the market provides some upper bound on the Postal Service’s ability to profitably raise
prices does not mean, as a matter of law or economics, that the Postal Service lacks market power or operates in a
competitive market.
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price increases for some categories of Marketing Mail are more than three times the rate of

inflation (one can only wonder how high those prices would have gone if the Postal Service had

the kind of additional pricing authority contemplated by the Commission in RM2017-3). It is

also worth noting that the Postal Service’s service failure rate for Marketing Mail is well above

the tolerances that the Postal Service allows its commercial customers, yet the Postal Service

confidently announces price increases that treble CPI. It is difficult to imagine that the Postal

Service would make these pricing decisions, raising prices well above economy-wide averages

without increasing service levels, if it were truly exposed to competition in these products.

II. EROSION OF DESTINATION ENTRY DISCOUNTS WILL DISCOURAGE WORKSHARING AND

INTRODUCE INEFFICIENCIES

In R2019-1, the Postal Service continues to narrow destination entry discounts for

Marketing Mail. For instance, the incentive to move Auto AADC letters from DNDC entry to

DSCF entry is narrowed from 0.7 cents to 0.6 cents. The Postal Service justifies this change –

and others like it – as necessary to reduce workshare passthroughs that exceed 100 percent.

While the Postal Service may simply be adhering to the Commission’s past directives, the result

is selective, inefficient, and may distort the market for transportation services in certain lanes. As

Postal customers pay rates, and are largely indifferent as to their derivation, the changes will

induce customers to behave in ways that may reduce the Postal Service’s efficiency.

By choosing to punish downstream entry in relative terms, the Postal Service will induce

mail entry closer to origin. Unfortunately, in part because of the way that the Postal Service

accounts for its costs, mailers may be responding to inefficient price signals. When deciding

whether to enter mail at a DSCF or a DNDC, a rational mailer will enter at the DSCF if the

mailer’s cost to transport the mail is less than the discounts earned for deeper entry into the

network. In making that determination it is safe to assume that the mailer considers its total cost.
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However, if on a particular transportation lane, some of the Postal Service’s transportation

capacity is unused, the cost of the unused capacity is considered institutional if that route is

considered necessary for the Postal Service to maintain service standards. By definition,

institutional costs are not counted when measuring avoided costs, thus the Postal Service may

not be providing an adequate incentive for destination entry if its trucks are only partially full.

In addition to a reduction in overall efficiency, erosion of drop shipment incentives

punishes customers by forcing them to accept service degradation. There is a persistent pattern in

the Postal Service’s service performance across its products; the closer to origin that mail is

entered, the lower the service scores. Postal customers should not be forced to pay more for less.

PAEA specifically allows workshare discounts to exceed avoided costs where “reduction or

elimination of the discount would impede the efficient operation of the Postal Service.” 39

U.S.C. §3622(e)(2)(D). This provision was included in the statute precisely to prevent the

situation described above.

III. OVERWEIGHT ITEM FEE

In R2019-1, the Postal Service has proposed a modification of the Mail Classification

Schedule (“MCS”) to the size and weight limitations chart for Media Mail/Library Mail,

describing a charge for nonmailable overweight parcels that was previously announced in the

Federal Register and will go into effect on the same date as the price changes discussed in this

filing. The Postal Service intends to impose a $100 fee for such overweight items. The

imposition of this fee was first noticed in the Federal Register but deferred in response to a

comment that had questioned whether the charge could be construed as a price requiring prior

approval. See 83 Fed. Reg. 43985 (Aug. 29, 2018).

Having commented on the original proposal, PostCom is not prepared to either oppose or

support the imposition of a fee in the amount proposed. In principle, items that exceed the Postal
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Service’s weight limits ought to pay more than the rates for compliant mailpieces. However, the

fee must be implemented through the proper process and with Commission evaluation of

whether it is just and reasonable and in compliance with the price cap limitation. The Postal

Service’s declaration in response to CHIR No. 2 that the fee itself is not a “rate” and therefore

need not be accounted for when demonstrating that the Postal Service’s proposed rates are

compliant with the price cap cannot resolve this issue. In particular, the Commission should not

accept the Postal Service’s argument that fees are only rates if they are designed to capture

additional revenue or expand a service offering and that there is no need to account for revenue

from fees, like this one, designed to discourage the introduction of nonmailable matter. The

statute makes no such distinction.

The Postal Service cites 39 U.S.C. § 401(2) as a source of its authority to impose this fee,

but that section makes no references to fees. USPS Response to CHIR No. 2, Question 3(b). To

read the authority to adopt regulations as authority to impose fees would upend the statutory

scheme and allow the Postal Service to engage in all manner of mischief, while evading the

Commission’s jurisdiction. Nor does the definition of nonmailable matter in 39 U.S.C. §

3001(c)(A) provide authority to impose fees.

There is no dispute that items exceeding 70 pounds are nonmailable. The question is

whether the Postal Service can impose a fee to discourage the entry of these pieces and/or

recover the costs of handling these pieces without accounting for the revenue generated by that

fee in its price cap calculations. Section 3001(c)(A) is silent on this count. The only definition of

“rates” appears in 39 U.S.C. § 102(7), but that definition is ambiguous—it defines the term only

“as used with respect to products,” and states only that the term “includes fees for postal

services.” (emphasis added). This definition thus suggests that rates include more than just fees



6

for postal services. Indeed, the Postal Service charges fees—in some cases stiff fees—for the

provision of various functions (e.g., Nonprofit Mail Permits, NCOA licenses, etc.)—which do

not directly involve the acceptance, processing, and delivery of mail matter.

Certainly, the fact that the overweight item fee is designed to discourage a particular

behavior is not determinative as to whether the fee should be treated as a rate subject to the price

cap. It is common practice to use pricing as a tool to shape customer behavior. In fact, at the

same time the Postal Service has advanced this redefinition, it is proposing to expand its use of

dimensional weighting Docket No. CP2019-3; a pricing tool explicitly designed to discourage

mailers using high volume packaging.

It also cannot be said that no services are provided with respect to overweight pieces. If

nothing else, the Postal Service will have and maintain processes to isolate overweight items,

notify the sender, hold the item for later retrieval, and to charge the customer accordingly. If

those activities do not equate to the provision of service, it is not at all clear what else would be

required to satisfy the Postal Service’s definition of the term.2 To be clear, PostCom does not

object to allowing the Postal Service to recover the costs it incurs in providing these services.

But if it is going to do so through a fee, it is effectively charging a rate for those services.

Moreover, the Postal Service has not provided sufficient information regarding the scope of the

problem it is addressing to assess whether this fee, even if it is purely remedial, bears any

relationship to the costs of these activities. Nor is it clear that the $100 fee will actually

discourage the entry of these items in the first place, as the Postal Service has not provided

detailed information about how these pieces end up in the system—and why the Postal Service

does not reject at entry and avoid the need for this fee in the first place.

2 It should be noted that the Postal Service is not obligated to take these action with respect to nonmailable matter. It
could adopt alternative approaches, such as auctioning off overweight items erroneously entered into the system.



7

Accordingly, to suggest that the overweight item fee is not a rate is false; the Commission

was correct to question the Postal Service’s proposal and should insist that the proposed charge

be treated as a rate for all practical purposes. It may be, of course, that if the overweight item fee

were treated as a rate, it would result in only a de minimis increase and thus be exempt from

price cap calculations under 39 C.F.R. § 3010.30. Indeed, the Postal Service, while it lacks any

concrete data on the subject, predicts that “the number of Media Mail/Library Mail pieces that

would incur the charge should be minimal.”3 USPS Response to CHIR No. 2, Question 5. This

debate over how to classify the fee may therefore be academic in this instance. But to avoid

setting precedent that could prove detrimental to postal customers in the future, the Commission

should decline to adopt the Postal Service’s reasoning in its response to CHIR No. 2.

IV. FIRST-CLASS SINGLE PIECE

The Postal Service proposes to raise the price of a stamped single-piece First-Class letter

by ten percent, from 50 cents to 55 cents. While PostCom does not object to this change, the

need for a 5 cent rounding constraint seems somewhat anachronistic given that stamp products

such as booklets and sheets induce purchases in quantities that obviate the advantage of the

constraint. PostCom notes that the Postal Service could have chosen to introduce quantity

discounts for book and coil purchases of stamps to reflect differences in purchase behavior.

Moreover, with consumer purchases increasingly migrating to online and non-cash transactions,

the benefits of this new convention are unlikely to be substantial. Of more concern to PostCom is

the impact that this constraint could have on commercial prices going forward.

3 The Postal Service does not explain why the fee would be tied to Media Mail/Library Mail if it is a fee for
nonmailable matter that, by definition, does not meet the requirements for the Media Mail/Library Mail category.
Indeed, mail entered as Bound Printed Matter could conceivably exceed the weight limit as well. The Postal Service
is most likely recognizing that even if the item is nonmailable, it was entered with the intention of qualifying for a
particular rate category. Otherwise there would be no need to associate the fee with any product or class at all.
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It seems unlikely that the Postal Service would annually impose 5 cent increases on

single-piece First-Class Mail. If the Postal Service utilizes its available pricing authority in First-

Class Mail – and given its financial condition that seems probable – then in years that the Postal

Service elects to maintain the existing single-piece rate, commercial users of First-Class Mail

will experience higher than average price increases. Of course, over time, those changes would

presumably be counterbalanced by smaller increases (or even decreases) when the single-piece

rate jumps by a nickel, but the introduction of a multi-year cycle of this kind is at odds with how

businesses budget for their postage spending. PostCom recognizes that the Postal Service has

great latitude to adjust prices within the boundaries of the price cap, but cautions that the

introduction of volatility into the pricing of market dominant products reduces the predictability

of the current system. In pursuing its management objectives regarding single-piece First-Class

pricing, the Postal Service should remain cognizant of the value to businesses of predictability

and stability in postal rates and ensure that the 5-cent rounding constraint does not subvert these

objectives.

Respectfully submitted,

/s/ Matthew D. Field
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