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The Commission has invited a second round of comments in this docket to allow 

reaction to the additional materials the Commission has made available regarding the 

current methodology for the estimation of the value of the letter and mailbox 

monopolies.  Order No. 5832 (February 10, 2021) at 7.  Although that Order was issued 

concurrently with the new materials filed on the same date in Library Reference PRC-

LR-PI2020-1-NP1, additional comments are not limited to that material, and interested 

parties are instead invited to comment on “any or all aspects of existing and potential 

methodology changes.”  Id.  The deadline for comments was set at March 26 (id.), and 

the Postal Service hereby submits its comments. 

Initially, the Postal Service expresses appreciation for the opportunity to review 

the information in the Commission Library Reference and to offer comments.  The 

materials in the Library Reference, as well as Order No. 5832 itself, allow new insight 

into the details of the analysis supporting the estimates annually provided by the 

Commission in its Annual Reports to the President and Congress. 

The Postal Service offers various relatively general comments.  First, the 
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Commission’s list of “contestable” mail products is quite limited, insofar as it considers 

only mail that does not include any upstream sorting.  On that basis, in the model, 

potential entrants do not have to invest in any sorting equipment or space.  But this 

approach ignores the existence of mail service providers (such as presort bureaus) that 

could link with a delivery entrant to provide more comprehensive service.  In addition, 

potential entrants who currently operate extensive networks for package delivery have 

existing sorting capacity that could be expanded if the monopolies were eliminated. 

While broadening the list of contestable products would make the calculation a bit more 

complicated (because upstream costs for potential entrants would have to be 

estimated), attempting this refinement would likely give a more accurate representation 

of the potential vulnerability of the Postal Service to removing the monopoly.  It would 

also provide a more stable base of contestable products, so there may not be as many 

unexpected year-to-year changes in the value of the monopolies.  In addition, removal 

of the mailbox monopoly could reduce delivery costs of competitive mail for existing or 

potential competitors.  This could lead to a loss of Postal Service contribution 

associated with the diversion of competitive mail. 

Overall, it bears noting that the criteria for classifying products as contestable or 

not contestable may have gotten more nebulous over time.  Despite the Commission’s 

initially categorical exclusion of competitive products from the roster of contestable 

volume, Parcel Select is still included, notwithstanding its status as a competitive 

product.  On page 47 of its FY 2014 Annual Report to the President and Congress 

(January 5, 2015), the Commission noted an intent to re-examine whether revenue from 

competitive products should be included, but it is unclear whether any explicit re-
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examination has occurred.  Consequently, the current determination of what is 

contestable is not well explained or well justified.  The Postal Service encourages the 

Commission to provide further explanation, both of the status quo, as well as any 

potential adjustments regarding classification of products as contestable. 

Second, opening the mailbox could also materially reduce the actual or perceived 

security of the mailbox.  This could reduce the attractiveness of First-Class Mail and 

lead to volume erosions beyond what is lost on contested routes.  Reduced volumes of 

First-Class Mail, in turn, could also reduce the attractiveness of Marketing Mail because, 

without First-Class Mail, recipients may be less likely to as regularly retrieve and then 

peruse the contents of their mailbox.  The Postal Service encourages the Commission 

to take a more holistic view of potential volume erosions associated with the loss of the 

mailbox monopoly. 

Third, it is difficult to envision a delivery-only entrant offering service on just 

individual routes.  Given the costs of setting up mail entry facilities, to say nothing of the 

inconvenience to mailers of being required to find different delivery providers for 

different routes, it seems more likely that entry would occur at the ZIP Code level. 

Analyzing entry at the ZIP Code level appears to provide a more accurate approach to 

monopoly valuation and, at least, should be calculated as an alternative to the route-

based approach. 

Fourth, the Commission’s approach ignores the potential impacts from the loss of 

volume on Postal Service costs.  No allowance is made for the existence of density 

economies in delivery, thereby imposing the implicit assumption that the volume 

variable costs for the non-diverted mail do not change as more contestable mail is 
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captured by entrants.  In other areas, the Commission has explicitly acknowledged and 

accounted for the impact on costs of lower delivery density, so it would be appropriate 

for it to do so when calculating the value of the monopoly.  See, e.g., Order No. 5763, 

Docket No. RM2017-3 (Nov. 30, 2020), at 74-75, 87-90. 

Fifth, opening the mailbox to competitors will increase the cost of collection and 

delivery for the Postal Service.  Currently, when a postal carrier opens a mailbox and 

sees mail, the carrier can recognize that the customer has placed collection mail in the 

box.  With the possibility of other delivery providers placing items in the box, however, 

that would no longer be true, and so the postal carrier would have to assess the nature 

of each item in the box.  Although this might not appear to add much time at an 

individual stop, when it occurs at millions of stops on over 300 delivery days, it can 

create a material amount of additional cost.  Also, the presence of nonmail items in the 

mailbox makes it more difficult to deliver mail.  While this might not have been seen as a 

material problem in 2008 when the current model was developed, the growth in 

package delivery since then has changed the landscape.  The existence of non-postal 

packages in the mailbox raises a real possibility that the carrier would have to spend 

materially more time to insert the mail, or potentially would be unable to deliver the mail 

at all on a particular day to that address. 

Sixth, the Postal Service notes that in the Commission’s method for calculating 

the value of the monopolies, the total accrued daily cost per route (by route type, 

residential, mixed and business) for city carrier routes is assumed to be the same for all 

routes of that type. While the daily time on city carrier routes is centered at eight hours, 

there are material day-to-day variations. Routes with high volumes will have total hours 
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approaching nine hours, and routes with very low volumes may have hours approaching 

seven hours.  In other words, there is a positive correlation between the volume on a 

route and the hours incurred on that route.  This matters for the Commission’s method 

because that method assumes that a route’s “fixed” cost is the difference between the 

route’s total cost and its volume variable cost.1  To the extent that the method does not 

allow for route cost to vary with volume, it understates the true fixed cost on high 

volume routes and overstates the true fixed cost on low volume routes. 

The misstatements of fixed costs can affect the calculated value of the 

monopolies because the Commission’s method calculates entry through assigning 

potential entrants a fixed cost that is a fraction (based upon an assumed wage 

differential) of the Postal Service’s fixed cost on each route.  The Commission’s method 

thus also understates potential entrants’ fixed costs on high volume routes and 

overstates them on low volume routes.  Such an outcome can lead to a biased estimate 

of the value of the monopoly by overstating entrants’ potential profits on high volume 

routes and understating them on low volume routes. The Commission should consider 

adopting a calculation method that allows the total daily cost on the route to vary with 

volume or, alternatively, not base the potential entrant’s fixed cost on Postal Service’s 

fixed cost. 

Seventh, Order No. 5382 inviting this second round of comments presents on 

page 4 the Commission’s sensitivity analysis, demonstrating how much the estimated 

value of the monopoly changes as different assumptions are imposed on the model.  

The results demonstrate a very wide range of results from a low of just $1 billion to a 

1 In reality, there is little or no fixed cost on city carrier routes. It is likely that the 
Commission is referring to the institutional or network costs on city carrier routes. 
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high of $8 billion. The Postal Service commends the Commission for reflecting this 

range in its most recent Annual Report.  See Annual Report to the President and 

Congress, FY 2020 (Jan. 26, 2021), at 55.  The Postal Service encourages the 

Commission to continue to report the results in a way that acknowledges the potential 

effects of alternative assumptions. 

Eighth, in addition to showing a wide variation in results when key assumptions 

are changed, the calculated value of the monopoly appears to be quite unstable through 

time. In the period between FY 2010 and FY 2019, the value of the combined letter and 

mailbox monopolies, on a year-over-year basis, increased as much as 19.8 percent and 

fell as much as 15.2 percent.  The value of the mailbox monopoly was even more 

variable, increasing, on a year-over-year basis, as much as 33.8 percent and declining 

as much as 23.7 percent.  Moreover, there is no recognizable trend of increases or 

decreases through time. It seems unlikely that the true value of the monopolies changes 

that much on a year-to-year basis. 

In attempting to identify the source or sources of these large swings, the Postal 

Service investigated the variations in total contestable volume, as defined by the 

Commission, and city carrier delivery costs, the two factors that appear to be the 

primary drivers of the calculated monopoly values.  Neither of these essential factors 

have variations anywhere near the range of variation in the calculated value of the 

monopoly.  Over the FY 2010 to FY 2019 period, the average absolute value 

percentage change in the value of the combined monopoly was 9.7 percent, but the 

average absolute value percentage change in contestable mail volume was 1.5 percent 

and the average absolute percentage change in daily delivery cost per residential city 
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carrier route was 1.8 percent. 

In addition, as Figure 1 demonstrates, there is no discernable relationship 

between the direction of change in the calculated value of the monopoly and the 

directions of change in either contestable mail volume or delivery costs.  Decreases in 

contestable mail volumes are associated sometimes with decreases in the estimated 

value of the monopoly and sometimes with increases in the value. Similarly, increases 

in delivery cost are sometimes associated with increases in the value of the monopoly 

and sometimes associated with decreases in its value.  The Postal Service encourages 

the Commission to identify the source of the large year-to-year variations and include 

the explanation in its Annual Report. 
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The Postal Service respectfully submits the foregoing comments for the 

Commission’s consideration. 

Respectfully submitted, 

UNITED STATES POSTAL SERVICE 

By its attorney: 

Eric P. Koetting 
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