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1. Please describe the challenges faced in the domestic transportation sector, 
describe the financial and quality implications associated with these challenges 

on both outbound and inbound international agreements, and explain how the 
fluctuations in domestic transportation costs are monitored to ensure all active 
international agreements are compensatory.  

 

RESPONSE:     

 

As discussed below, within the domestic transportation sector, there are a 

variety of circumstances related to the pandemic with potential implications for 

outbound and inbound international agreements.  Foremost is the substantial 

reduction in available commercial air transportation capacity as passenger travel 

has plummeted.  This causes substantial volumes of mail that were formerly 

transported on commercial air to shift either to cargo flights, or to surface 

transportation.  Cargo transportation is more expensive than commercial air.  

While one might expect that, in general, surface transportation would be less 

expensive than commercial air, that expectation becomes less firm beyond 

certain distance limitations.  On some longer haul trips, commercial air can be 

cheaper than surface.  So the reduction in commercial air transportation 

associated with the pandemic causes higher costs, but note that a substantial 

portion of international negotiated service agreement volume may already have 

been flying on cargo flights due to safety-related size and weight restrictions for 

packages flown on commercial air.  Also, it is noteworthy that the global 

reduction in demand associated with the pandemic has triggered material 

reductions in fuel prices, so the cost increase is less pronounced than it would 
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have been had fuel prices remained at pre-pandemic levels.   With respect to 

service implications, the transportation mode disruptions have reduced service 

quality.  Currently, there is no firm basis on which to project when passenger 

travel will resume to levels that would allow reversion to previous modes. 

Another circumstance related to the pandemic affecting domestic 

transportation is increasing instances of mismatches between available 

resources at facilities and the volume of mail flowing to those facilities.  A 

mismatch can occur, for example, because of staffing shortages relating to 

employees affected by the pandemic.  Alternatively, a surge in package volume 

could cause a facility to have insufficient resources to handle the volume 

presented.  Or, a mismatch can reflect a combination of both supply and demand 

factors.  In any event, such mismatches might create the need for some 

additional trips to move mail to facilities that have resources to handle mail that 

cannot be handled at a facility where it would normally be processed.  While it is 

not clear that such disruptions affect domestic transportation of international mail 

in particular, to the extent they do affect domestic transportation of international 

mail, such disruptions could have potential implications for both costs and 

service.  Compared with the period in the spring immediately following the 

outbreak of the pandemic, as employee attendance levels and package volume 

patterns have stabilized to some extent, the instances of unexpected mismatches 

have declined, but have not been entirely alleviated. 
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Another aspect of the pandemic with potential domestic transportation 

implications is the aforementioned surge in package volume.  If additional 

transportation capacity has to be purchased, it may be more expensive than 

existing capacity arrangements.  Likewise, it may have quality implications as 

well. 

One effect of the pandemic on domestic transportation that is directly 

related to inbound international agreements has occurred because, as foreign 

posts had less lift capacity available on which to fly their mail to the United 

States, they potentially reduced the number of ISCs at which they were tendering 

their mail.  Thus, if inbound mail for which entry in the past would have been 

spread over multiple ISCs is instead consolidated, for example, on a flight into 

one ISC, then some of that mail will enter our domestic system further from its 

ultimate destination than previously was the case.  The Postal Service would 

have to increase domestic transportation accordingly, again with potential effects 

on both costs and service.  

The Postal Service does not periodically monitor transportation costs in 

relation to any individual international NSA.   It is important to keep in mind that 

most international NSAs have terms of approximately one year (or less in some 

cases), and thus estimations of the costs are relatively fresh.  That said, the ACR 

process provides an opportunity to evaluate performance on a fiscal year basis, 

and agreements can be evaluated at that juncture, notwithstanding the remaining 



RESPONSE OF THE UNITED STATES POSTAL SERVICE 
TO COMMISSION INFORMATION REQUEST NO. 4 

 
 

length of their term, and can be terminated if they fail to cover costs 

adequately.  The Postal Service accordingly uses the ACR process as a 

monitoring tool for NSAs. 

Moreover, the Postal Service includes a contingency in the forward-

looking financials to help absorb any fluctuations that could not be adequately 

predicted, such as changes in exchange rates, as well as transportation costs. 

The Postal Service intends to increase the contingency for International air 

transportation by a substantial amount in International NSA financial workpapers 

filed between now and the time that the FY 2020 ICRA becomes available.  See 

Postal Service Response to ChIR No. 1, Docket Nos. MC2020-233 and CP2020-

263 (September 10, 2020). 

While no basis for a corresponding specific contingency factor has been 

identified with respect to domestic transportation costs, it bears noting that 

domestic transportation costs are a relatively small portion of the overall costs of 

international NSAs.  That is certainly the case for outbound NSAs, where the FY 

2019 ICRA shows that unit domestic transportation cost as a fraction of FY 2019 

total unit costs (by product type, not specifically for individual contracts) was 

almost invariably quite minor.  Further details in this regard are provided under 

seal in a nonpublic version of this response submitted in USPS-FY19-NP48.  

Moreover, even though the operational changes associated with the pandemic 

that have affected domestic transportation have been noteworthy, their net 

effects on costs appear to be less dramatic than one might expect.  For example, 
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if comparing domestic transportation costs from Quarter 3 of the current year with 

Quarter 3 of FY 2019, and then dividing by the respective total mail weights 

reported in RPW for those quarters as an attempt to control for the pandemic-

related surge in package volume, such an exercise suggests that system-wide 

domestic transportation costs per pound have only changed by a few percentage 

points.   Thus, there is no reason to expect precipitous increases in unit domestic 

transportation costs that could lead NSAs’ financial performance to not satisfy 

cost coverage tests.    
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2. Please describe the challenges faced in the international transportation sector, 
describe the financial and quality implications associated with these challenges 

on outbound international agreements, and explain how the fluctuations in 
international transportation costs are monitored to ensure all active international 
agreements are compensatory. 

 

RESPONSE:     

 

Within the international transportation sector, there are a variety of 

circumstances related to the pandemic with potential implications for outbound 

international agreements.   (The effects of these circumstances only apply to 

outbound agreements because there are no international transportation costs for 

inbound.  The expense of getting the mail to the United States is incurred by the 

foreign postal operator that dispatches foreign origin mail to the United States.)  

Most of these were described in the Postal Service’s September 10 response to 

Chairman’s Information Request No. 1 in Docket Nos. MC2020-233 and 

CP2020-263, referenced in the preamble to the instant set of questions.  In 

essence, they relate to the travel bans imposed by the United States and other 

countries, and the sharp drop in the availability of passenger flights to provide 

commercial air capacity, as also described in the response to Question 1 of this 

Commission Information Request.  That drop of commercial passenger flights 

caused the Postal Service to migrate to cargo carriers or dedicated 

transportation, at additional expense.   A further circumstance that is also 

mentioned in response to Question 1 above, but that was not noted in the 

September 10 response, is the beneficial cost effects of lower fuel costs. 
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The Postal Service does not periodically monitor transportation costs in 

relation to any individual international NSA.   It is important to keep in mind that 

most international NSAs have terms of approximately one year (or less in some 

cases), and thus estimations of the costs are relatively fresh. That said, the ACR 

process provides an opportunity to evaluate performance on a fiscal year basis, 

and agreements can be evaluated at that juncture, notwithstanding the remaining 

length of their term, and can be terminated if they fail to cover costs 

adequately.  The Postal Service accordingly uses the ACR process as a 

monitoring tool for NSAs. 

Moreover, the Postal Service includes a contingency in the forward-

looking financials to help absorb any fluctuations that could not be adequately 

predicted, such as changes in exchange rates, as well as transportation costs.  

The Postal Service intends to increase the contingency for International air 

transportation by a substantial amount in International NSA financial workpapers 

filed between now and the time that the FY 2020 ICRA becomes available.  See 

Postal Service Response to ChIR No. 1, Docket Nos. MC2020-233 and CP2020-

263 (September 10, 2020). 

 It bears noting, moreover, that international transportation costs are not a 

major portion of the overall unit costs of outbound international NSAs.   A slightly 

expanded nonpublic version of this response submitted under seal in USPS-

FY19-NP48 provides more details demonstrating this point. Thus, precipitous 
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increases in those costs should not lead outbound NSAs’ financial performance 

to not satisfy cost coverage tests.   


