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United Parcel Service, Inc. (“UPS”) respectfully submits these comments in 

response to the Postal Regulatory Commission’s Notice of Filing Library Reference 

PRC-LR-PI2020-1-NP1 and Order Setting Comment Deadline (“Order No. 5832”).  

Order No. 5832 invites comment with respect to “any or all aspects of existing and 

potential methodology changes.”1   

INTRODUCTION 

In its most recent report to Congress, the Commission reports that the mailbox 

and letter monopolies (when combined, the “postal monopoly”) provide a benefit of 

$4.72 billion to the Postal Service.2  At the same time, the Commission reports that the 

burdens it incurs as part of fulfilling the Universal Service Obligation total $5.32 billion.3   

                                                 
1   Notice of Filing Library Reference PRC-LR-PI2020-1-NP1 and Order Setting Comment 
Deadline (“Order No. 5832”), Dkt. No. PI2020-1, at 7 (Feb. 10, 2021). 
2   Postal Regulatory Commission, Annual Report to the President and Congress, FY 2020 
(“PRC Annual Report (FY2020)”) at 54-55. 
3   Id. at 47. 
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A comparison of these estimates of benefits and burdens can indicate whether 

the Postal Service is operating at a net advantage or disadvantage because of its 

unique status of holding a monopoly that comes with universal service obligations.  This 

comparison can also help inform the Commission’s implementation of the Postal 

Accountability and Enhancement Act (“PAEA”).  For example, the Postal Service has 

argued that the Commission should set the “appropriate share,” under 39 U.S.C. § 

3633(a)(3), at a low level so the Postal Service can make profits from competitive 

products that it can use to “fund the network infrastructure needed to provide universal 

service.”4  This argument, however, assumes that the cost of providing universal service 

exceeds the value of the postal monopoly.  If, on the other hand, the value of the postal 

monopoly exceeds the cost of providing universal service, then this argument for a low 

appropriate share requirement does not apply.   

Currently, the Commission’s models predict the Postal Service is operating at a 

net disadvantage of roughly $600 million.  For the reasons discussed below, however, 

the Commission’s postal monopoly model substantially understates the value of the 

postal monopoly for the Postal Service.  Once the model is adjusted, it indicates that the 

Postal Service operates at a significant net advantage.5 

In its initial comments, UPS explained that the model currently used by the 

Commission for estimating the value of the postal monopoly is problematic in several 

                                                 
4   Initial Comments of the United States Postal Service, Dkt. No. RM2017-1, at 5 (Jan. 23, 
2017).   
5   UPS plans to file comments on the USO valuation in a separate docket. 
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ways.6  Specifically, the model:  (1) incorrectly assumes the presence of the postal 

monopoly has no impact on the Postal Service’s competitive products business; (2) 

makes unwarranted assumptions about efficiency and discounting in the absence of the 

postal monopoly, such as the assumption that a competitor would need to offer a 10% 

discount to entice customers to switch away from the Postal Service; (3) does not 

consider that competitors to the Postal Service benefit from economies of scale in the 

hypothetical world where the monopolies do not exist, and that the Postal Service would 

lose economies of scale in that hypothetical world; (4) understates the number of routes 

that would be competitive in the but-for world; and (5) makes unrealistic assumptions 

about a hypothetical competitor’s operational capability, including that the competitor 

would be unable to process mail products.7   

UPS’s initial comments were necessarily limited due to the lack of data and 

details available to UPS at the time.  On January 21, 2021, the Commission granted the 

Postal Service’s request in Docket No. PI2021-1 that it provide a detailed explanation of 

its current USO valuation methodology, including workpapers showing the calculations 

underlying the Commission’s most recent USO valuation.8  The Commission, reasoning 

that “providing the documentation of its current monopoly valuation methodology, 

including supporting workpapers, would be equally valuable to interested persons 

seeking to comment in this docket,” filed Library Reference PRC-LR-PI2020-1/NP1 and 

                                                 
6   The same model is used to value both the mailbox monopoly and the combined postal 
monopoly; the only difference is that in valuing the mailbox monopoly the methodology assumes 
that a smaller set of volumes is contestable than when valuing the combined monopoly.    
7   See Initial Comments of United Parcel Service, Inc. on Notice and Order Providing an 
Opportunity to Comment (“UPS Comments”), Dkt. No. PI2020-1, at 2-4 (Nov. 1, 2019).   
8   Order Granting Motion to Disclose Methodological Information and to Adjust Procedural 
Schedule (“Order No. 5821”), Dkt. No. PI2021-1 (Jan. 21, 2021). 
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entered Order No. 5832, opening a second comment period in which “[i]nterested 

persons may submit written comments on any or all aspects of the Commission’s 

estimation methodology.”9   

UPS sought and received access to the Library Reference on behalf of its 

outside counsel and external economists.10  As detailed herein, UPS’s analysis of the 

reference materials confirms many of the points UPS raised in its initial comments, and 

indicates that the current model does indeed substantially understate the value of the 

postal monopoly.  UPS recommends some specific modifications the Commission can 

make to ensure the model is providing a reasonable estimate of the advantage 

conferred on the Postal Service by the postal monopoly. 

ARGUMENT 

I. The Commission’s Methodology Does Not Account for Economies of 
Scope Across Routes 

 The Commission’s general approach to valuing the postal monopoly is to 

evaluate which routes would see entry by a hypothetical competitor in the absence of 

that monopoly, and then to assume the Postal Service would lose a proportion of 

volume on those routes as a result of that competition.11  The value of the monopoly is 

then quantified as the difference between the profit the Postal Service makes under the 

                                                 
9   Order No. 5832 at 1, 8. 
10   Order Granting Motion for Access to Non-Public Materials (“Order No. 5839”), Dkt. No. 
PI2020-1 (Feb. 25, 2021). 
11   Postal Regulatory Commission, Report on Universal Postal Service and the Postal 
Monopoly (Dec. 19, 2008) (“2008 Report”) at 143. 
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status quo and the profit the Postal Service would make in the hypothetical world where 

its routes are subject to competition.12   

Clearly, accurate identification of the routes where competitive entry would occur 

is one of the most critical components of the model.  But the model’s evaluation of 

which routes would be entered by a competitor absent the postal monopoly is 

problematic—the model predicts entry only on routes that the hypothetical entrant would 

find to be immediately profitable.  This central assumption is unduly restrictive and 

unrealistic.  In the real world, competitors do not decide to enter new markets only 

where profits are immediately guaranteed. 

For example, the Commission’s model does not allow for the possibility—indeed, 

the likelihood—that, in a world where the Postal Service does not have the postal 

monopoly, a competitor would begin to compete over a limited set of routes then 

gradually expand its network to encompass a larger set of routes.  As the potential 

entrant would partially capture economies of density, scale, and scope currently enjoyed 

by the Postal Service, the resulting efficiency gains would support additional entry.  The 

Commission’s model does not account for this very realistic scenario. 

As a result of this conceptual gap, the model necessarily understates the number 

of routes that would be contestable in a world without the postal monopoly (the world 

“but for” the monopoly).  The Commission has recognized in the past that the Postal 

Service’s business enjoys significant economies of scale and scope.13  It is much 

                                                 
12   2008 Report at 143-44. 
13   See, e.g., Order Adopting Final Rules Relating to the Institutional Cost Contribution 
Requirement for Competitive Products (“Order No. 4963”) at 121, Dkt. No. RM2017-1 (Jan. 3, 
2019) (“[T]he Postal Service, like any multi-product firm, enjoys economies of scale and scope . 
. . .”); Order Concerning United Parcel Service, Inc.’s Proposed Changes to Postal Service 
Costing Methodologies (UPS Proposals One, Two, and Three) (“Order No. 3506”) at 55, Dkt. 
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cheaper to add the millionth letter to the system than it is to add the first letter to the 

system.  Thus the Postal Service, along with its private sector competitors, generally will 

have a lower average cost across all units as the volume of units increases.  With a 

lower average cost, it would be profitable for the hypothetical entrant to compete for an 

increasing number of routes even if some are not immediately profitable. 

The current model makes several specific quantitative assumptions about how 

the hypothetical entrant will compete in the “base case” scenario: 

 The hypothetical entrant will compete for certain mail volumes, representing 
approximately 48% of total Postal Service volumes;14 

 The hypothetical entrant delivers mail 3 days per week, and therefore would have 
50% fewer fixed costs than the Postal Service;15 

 The hypothetical entrant has labor costs that are 10% below that of the Postal 
Service;16 

 The hypothetical entrant will price at a 10% discount in order to cause customers 
to switch providers.17 

Under these conditions, the model calculates that the entrant chooses to enter 

roughly 132,000 routes (out of roughly 222,000 routes), resulting in a reduction in Postal 

Service profit (and therefore a monopoly value) of $4.72 billion.18  The 10% labor cost 

                                                 
No. RM2016-2 (Sept. 9, 2016) (“[T]he Postal Service exhibits economies of scale and 
scope . . . .”). 
14   As of the 2008 Report, the classes assumed to be contestable represented 26% of mail 
volumes.  See 2008 Report at 144-45.  In the latest implementation of the model, this 
percentage increases to roughly 48%.  This can be seen by comparing contestable volume with 
total volume using the files contained in PRC-LR-PI2020-1/NP-1. 
15   2008 Report at 145-46.    
16   Id. at 146.    
17   Id. 
18   PRC Annual Report (FY2020) at 54; PRC-LR-PI2020-1/NP-
1/FY19CombinedMonopoly_sum_allcases.xls. 
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advantage, however, derives only from the assumptions that a hypothetical entrant pays 

“hourly compensation rates below that of the Postal Service” and that the hypothetical 

entrant may operate “more efficiently” than the Postal Service.19  The 10% estimate 

does not incorporate economies of scale, which would lower average costs as the 

number of routes increase.   

While it is difficult to quantify with precision economies of scope in the but-for 

world, consider what happens if the hypothetical competitor realizes an additional 

average cost benefit of only 10%, resulting in a cost advantage of 20% across all routes 

on average.  Under this assumption, the Commission’s model predicts the hypothetical 

competitor would enter roughly 21,000 additional routes, and the value of the postal 

monopoly rises to $5.20 billion—an increase of roughly $500 million.20   

Ultimately, this analysis demonstrates the 10% labor cost figure used in the 

current “base” scenario is derived only from the assumptions that a hypothetical entrant 

pays “hourly compensation rates below that of the Postal Service” and that the 

hypothetical entrant may operate “more efficiently” than the Postal Service.21  Reflecting 

the fact that a hypothetical competitor would have a greater cost advantage on average 

once it achieves scale, the Commission should revise its “base” case to have a higher 

cost advantage for the hypothetical competitor. 

                                                 
19   2008 Report at 146. 
20   PRC-LR-PI2020-1/NP-1/FY19CombinedMonopoly_sum_allcases.xls (On sheet 
<<discount10>>, compare row 10 with row 16). 
21   2008 Report at 146. 
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II. The Commission’s Model Does Not Consider Geographic Clustering of 
Entry Decisions 

As a related point, the Commission’s model analyzes routes in isolation when 

determining which individual routes would be subject to competition.22  But in network 

industries, this approach is unrealistic.  In addition to routes that are profitable to enter 

standing in isolation, competitors would enter geographic clusters of routes that are 

profitable overall even when some individual routes in the cluster might be unprofitable 

if viewed in insolation.23  The Commission itself has acknowledged this likelihood.24 

As an example, suppose Route 1 and Route 2 are located in close geographic 

proximity and would each cost $50,000/year to service on an individual basis, but could 

be serviced jointly at a cost of $75,000.  Further suppose the revenue on Route 1 is 

$60,000/year while the revenue on Route 2 is $35,000/year.  The current methodology 

would assume an entrant competes on Route 1 (where the benefit outweighs the cost), 

but not on Route 2.  This is not realistic.  In fact, a potential entrant would rationally 

cover both routes because the incremental revenue on Route 2 ($35,000) exceeds the 

incremental cost of servicing Route 2 ($25,000).   

UPS has previously explained that the route-level approach may understate 

entry, while others have argued that the route-level approach may overstate 

                                                 
22   2008 Report Appendix F, Section 4, at 9.    
23   See, e.g., United States Postal Service, Office of Inspector General, Report No. RARC-WP-
12-008, A Primer on Postal Costing Issues 14 (Mar. 20, 2012), 
https://www.uspsoig.gov/sites/default/files/document-library-files/2015/rarc-wp-12-008_0.pdf ("In 
the postal industry, as in other network industries, marginal cost falls as volume increases 
(either of the same product or many different products).”). 
24   PRC Annual Report (FY2020) at 54 (“Focusing on routes in the same cluster or area would 
reduce the competitor’s fixed costs.”). 
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entry.25  The non-public data, with geographic identifiers that have been recently made 

available for the first time, provide an opportunity to assess these competing 

hypotheses. 

To illustrate the potential net effects from the current route-level approach to the 

monopoly valuation exercise, UPS’s external economists have undertaken a variation of 

the methodology used by the Commission in its base case valuation of the combined 

monopoly using FY19 data.26  UPS’s sole change to the Commission’s methodology is 

that, rather than allow the hypothetical entrant to make entry decisions only on a route-

by-route basis, the entrant can make a “regional” entry decision, at the 3-digit ZIP code 

level.  Thus, the hypothetical entrant evaluates the profitability of entering all routes 

within each of the 935 3-digit ZIP codes included in the dataset provided by the 

Commission.27   

Using this variation of the valuation methodology, some routes were identified 

where entry is profitable when evaluated at the route level, but not when evaluated at 

the ZIP code level.  But there are nearly four times as many routes where entry is 

unprofitable in isolation yet profitable at the ZIP code level.28  If the hypothetical entrant 

evaluates their strategy at the ZIP code level in the but-for world, the net effect is that 

entry occurs on roughly 175,000 routes rather than 132,000 routes—an increase of 

                                                 
25   See, e.g., Initial Comments of United Parcel Service, Inc. on Notice and Order Providing an 
Opportunity to Comment at 3, Dkt. No. PI2020-1 (Nov. 1, 2019); Comments of the Greeting 
Card Association at 2-3, Dkt. No. PI2020-1 (Nov. 1, 2019); Initial Comments of the United 
States Postal Service at 4-6, Dkt. No. PI2020-1 (Nov. 1, 2019); see also Order No. 5832 at 4-7. 
26   The analysis discussed here is provided under seal in UPS-PI2020-1/NP1. 
27   Note that this variation does not address the methodology’s non-consideration of economies 
of density, or the other shortcomings discussed elsewhere in these comments. 
28   UPS-PI2020-1/NP1. 
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roughly one-third.  This has the effect of increasing the value of the monopoly from 

$4.72 billion to $5.37 billion—an increase of roughly $650 million, or 14%.   

In addition to entering ZIP codes that are profitable as clusters, it also is likely 

that some competitors would enter individually profitable routes in unprofitable ZIP 

codes.  Under this “multiple modes of entry” approach, the value of the monopoly would 

rise further still, to $5.82 billion—an aggregate increase of roughly $1.1 billion, or 23%. 

The Commission should adopt a clustering model along these lines that uses the 

data available, as the above analysis shows clustering could have a large impact on the 

model.  While the Commission has claimed “route-level” geographic data would be 

required to implement clustering,29 the Commission could instead implement a 

clustering model at the ZIP code level as illustrated above.  

III. The Current Methodology Does Not Adequately Consider the Value of the 
Postal Monopolies to the Postal Service’s Competitive Products Business 

As noted, the Commission’s methodology focuses on the profit the Postal 

Service would lose from certain currently non-contestable product volumes becoming 

contestable in the but-for non-monopoly world.  But this approach ignores another major 

advantage the Postal Service enjoys from its letter and mailbox monopolies—that the 

large amount of non-contestable volume it delivers under those monopolies allow the 

Postal Service to achieve significant economies of scale and scope for its competitive 

products as well.   

Quantifying this economic advantage is important for an accurate valuation of the 

postal monopoly.  But it is also important to meet PAEA’s mandate of ensuring the 

                                                 
29   PRC Annual Report (FY2020) at 54 (“Focusing on routes in the same cluster or area would 
reduce the competitor’s fixed costs.”). 
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Postal Service competes on a level playing field.30  While the Postal Service can add 

competitive products to its pre-existing market-dominant network, competitors without 

the benefit of a postal monopoly must build their own network from scratch.  An 

accurate quantification of this economic advantage could help inform the setting of the 

“appropriate share” of institutional costs the Postal Service’s competitive products 

should bear.31  

In a hypothetical world where the Postal Service loses market-dominant volume, 

some of the advantage conferred by economies of scale and scope would be lost.  

Given basic postal economics, a reduction in the volume of market-dominant products 

can be expected to raise the incremental costs of competitive products.  The “constant 

elasticity” model used by the Postal Service to estimate incremental costs in some cost 

components provides a useful demonstration of this effect.  Specifically, if there is a 

decrease in market-dominant volumes (from Q to Q’), there would also be an increase 

in the marginal cost of delivery (from MC to MC’) and a higher starting value for the 

incremental cost of competitive products: 

                                                 
30   S. Rept. No. 108-318, 108th Cong., 2d. Sess. (Aug. 25, 2004) at 14 (“This bill establishes a 
flexible system of pricing the Postal Service’s competitive products which reduces regulatory 
burdens and permits more customer- and market-responsive pricing.  It does this while 
establishing appropriate safeguards to ensure that a level playing field is maintained and that 
the Postal Service does not unfairly compete.”); H.R. Rep. No. 109-66 at 44 (2005) (“Under the 
legislation, the Postal Service will compete on a level playing field, under many of the same 
terms and conditions as faced by its private sector competitors, albeit with stronger controls, 
oversight, and limitations in recognition of its governmental status.  The Postal Service will be 
given flexibility to price competitive products, but competitive products and services will have to 
pay their own costs without subsidy from market-dominant mail revenues.”); S. Rep. No. 108-
318 at 7 (“In addition, the Postal Service’s Board of Governors is permitted to more directly 
manage and price the Postal Service’s competitive products; subject to minimal Regulatory 
Commission oversight to ensure that the Postal Service competes fairly with the private sector 
delivery services.”). 
31   39 U.S.C. § 3633(a)(3). 
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At the same time, a hypothetical entrant who already delivers competitive 

products would gain volumes in mail classes that are currently considered market 

dominant.  This hypothetical entrant could therefore expect to realize gains in the 

efficiency of delivering products that compete with the Postal Service’s competitive 

products while the Postal Service would lose such efficiencies.   

The workpapers produced in this docket do not in and of themselves permit a 

meaningful quantification of this effect, but this is an important factor that a reliable 

model should consider.  The Postal Service reports $6 billion in profit on competitive 

products other than Ground.32  If the Postal Service’s incremental costs for competitive 

products increased while those of one or more competitors decreased, the Postal 

Service would likely see reductions in volumes and profits from its competitive products 

                                                 
32   The $6 billion approximation is calculated by subtracting attributable cost from revenue for 
Priority Mail, Priority Mail Express, and First-Class Package Service, using data in USPS-FY20-
1 Public CRA Report.  The “Ground” revenues and attributable costs from the same report 
include Parcel Select volumes, a subset of which are treated as contestable in the 
Commission’s analysis of the value of the postal monopoly. 
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business.  The Commission should develop a reasonable approach to modeling this 

omitted benefit of the postal monopoly.    

IV. The Current Methodology Relies on Unrealistic Assumptions Regarding 
Contestable Volumes 

As explained in UPS’s initial comments, the Commission’s model erroneously 

assumes that only presorted, locally dropshipped market dominant mail volumes would 

be contestable in the but-for world.33  UPS’s review of the new data demonstrates that 

this assumption has a large effect—the model assumes that about 52% of total volumes 

are not contestable by a hypothetical competitor.34  As the Commission’s consultant has 

acknowledged, “the value of the monopolies is most sensitive to the estimate of the 

volumes for which the entrant could compete.”35   

The model imposes this assumption based on the premise that a hypothetical 

competitor “does not have an upstream infrastructure to collect, consolidate, sort and 

transport mail” and therefore assumes mail is only “contestable if it is presorted and 

dropshipped locally so that it needs no upstream work prior to preparation for 

delivery.”36  But that assumption is not warranted.  Several package delivery companies 

have the type of upstream infrastructure that would allow them to compete for this 

business.  In the but-for world, one or more of them could compete for a larger swath of 

market-dominant business by utilizing this infrastructure.  The Commission should 

                                                 
33   UPS Comments at 4.  For example, the current methodology treats only 34% of First-Class 
Presort Letters as contestable.  This is in part based on an undocumented adjustment which 
assumes that only 50% of 5-Digit Automation Letters are contestable.  See PRC-LR-PI2020-
1/NP-1/contestable_2019.xlsx. 
34   This can be seen by comparing contestable volume with total volume using the files 
contained in PRC-LR-PI2020-1/NP-1. 
35   USO 2008 Report Appendix F, Section 4, at 4. 
36   USO 2008 Report Appendix F, Section 4, at 4-5. 
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instead make the more realistic assumption that all volumes of those products would be 

contestable because at least one of the companies with processing infrastructure to 

handle such volumes would rationally compete for them. 

UPS’ external economists have created an alternative valuation of the postal 

monopoly that implements this more realistic assumption.  Specifically, they run a model 

where all of the volumes in five product buckets is considered contestable (rather than 

only a proportion of those volumes).37  While other entrants may have some 

infrastructure in place, however, it is also true that they may need to invest in product-

specific infrastructure to handle these new products.  Thus, the analysis makes an 

adjustment for non-delivery fixed costs, in addition to accounting for non-delivery 

variable costs.38  Under this alternative set of assumptions but maintaining the base 

case parameters enumerated above, the value of the postal monopoly rises from 

$4.72B to $8.83B.39  The results of this illustrative calculation demonstrate that the 

Commission should use the more realistic assumption that companies with pre-existing 

processing infrastructure would compete for all volumes of potentially contestable 

products. 

                                                 
37   Those five buckets are First-Class presort letters, First-Class presort cards, Periodicals, 
Marketing Mail/Standard Regular, and Marketing Mail/Standard ECR.  The assumption 
regarding the share of Parcel Post/Parcel Select volume that is treated as contestable is 
unchanged.  
38   For non-delivery variable costs, this is done in a manner that is consistent with the model’s 
calculation of the Postal Service’s non-delivery variable costs.  See UPS-PI2020-1-NP1.  For 
non-delivery fixed costs, each route is assumed to bear a share of non-volume variable 
(“Other”) costs from cost segment 3 (Clerks and Mailhandlers—Mail Processing), including 
piggybacked costs.  Id. 
39   The analysis discussed here is provided under seal in UPS-PI2020-1-NP1. 
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CONCLUSION 

As discussed above, the methodological concerns identified by UPS have 

serious effects on the accuracy of the estimation methodology.  The Commission should 

adopt the modifications proposed by UPS in these comments.   
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