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Pursuant to the Commission’s Order No. 71, the Greeting Card Associa-
tion (GCA) submits these Comments on issues concerning “universal postal ser-

vice and the postal monopoly.™

GCA is the only trade association representing
the interests of household mail users — specifically, the interests of these “citizen
mailers” as senders as well as recipients of mail. GCA speaks for its 280 mem-
ber companies and the 3,000 publishers in the greeting card industry. GCA'’s ul-
timate constituency, therefore, comprises most of the more than 100 million
households in our Nation, and GCA members’ products help these households to
communicate thoughts and wishes to one another.? They, and we, are depend-
ent on effective, affordable, easily usable postal services that are truly universal

in every important sense of the word.

GCA’s Comments focus on

e two general principles that should govern the definition of “universal ser-

vice;”

! Pub. L. 109-435, § 702(a)(1).

% Seven billion greeting cards are sold each year, of which 60 percent are mailed. We estimate
an annual mailed volume of 4.6 billion pieces, representing at least $1.9 billion in revenue for the
Postal Service.



e three of the parameters the Commission has identified: geographic
scope, which GCA believes is the most important, access, and afforda-
bility;

e the need to let the Postal Service maintain its operating efficiency, free of

artificial constraints; and
e the problem of maintaining true universal service in the face of flat or de-
clining mail volume, and its potential solution through building on the

Postal Service’s inherent strengths.

|. Defining Universal Service

A. One of the Commission’s fundamental tasks is to “define the concept
of ‘universal postal service™.> GCA suggests that this definitional exercise start
from the Postal Service’s status as “a basic and fundamental service provided to
the people by the Government of the United States[.]” That phrase comes from
the first sentence of the Postal Reorganization Act of 1970, but the status of mail
delivery as a fundamental Federal government service dates back to the early
years of our Republic, and it is still the law under the Postal Accountability and
Enhancement Act of 2006 (“PAEA”).* Because it is such a fundamental service,
the U.S. Postal Service must be a means of communication for the people — not
just a way of delivering things to the people. Consequently, if the final definition
pays insufficient attention to the needs of ordinary citizens as senders, and re-

cipients, of their own mail, it will be inadequate.

B. Similarly, the task of defining “universal postal service” must focus on
the U.S. Postal Service as the provider. Under Topic 1.1 of Appendix A to Order

® PRC Order No. 71, p. 6.

39 USC § 101(a).



No. 71, the Commission states that its potential working definition of universal
service leaves it open “whether private operators may be considered to provide a
portion of the universal service.” The statute just quoted, however, emphasizes
not simply that postal service is for the people but also that it is provided by the
Government. A system in which every citizen is served by the U.S. Postal Ser-
vice is one thing. A hypothetical arrangement in which some citizens send and
receive mail via the Postal Service while others are served by a possibly shifting
population of private carriers is a quite different one. For example, as Order No.
71 rightly recognizes®, there is a close connection between the notion of a uni-
versal service obligation and that of universal service itself. But it is far from
clear how Congress, the Postal Service, or the Commission could even define
such a universal service obligation, if the obligation is not to rest on an entity al-

ready controlled by the Federal government.®

C. Because this issue is related to that of the letter mail monopoly estab-
lished by the Private Express Statutes’, the distinction between them should be
made clear. lItis, at least, not self-contradictory to hypothesize a situation in
which the present statutory letter monopoly is retained but the requirement of uni-
versal service is thought to be satisfied if private entities substitute for the Postal
Service in some areas (though presumably with the Service’s consent and, most
probably, supervision).® This should be distinguished from the case in which the
letter monopoly itself is abolished or curtailed, leaving private firms free to com-
pete with the Postal Service in any area, and for any type of mail, they may con-
sider likely to be profitable. GCA's view is that the universal service obligation

®> Order No. 71, p. 6. Appendix A, pp. 7, 8 ff.

® . We recognize, of course, that some U.S. Postal Service products compete with the offerings
of private firms; PAEA sharply marks them off from First Class Mail and other monopoly products.
That fact may affect the details of the universal service to be required of the U.S. Postal Service,
but it does not mean that the Nation’s public postal system can be less than universal in itself.

718 U.S.C. § 1693 et seg.; 39 U.S.C. ch. 6.

% See, e.g., pages 10-13 of Testimony of Merle Baranczyk on Behalf of the National Newspaper
Association, at the Commission’s Flagstaff, AZ, field hearing.



should rest squarely on the Postal Service, whatever use the Service may decide

to make of private-sector resources® in order to meet it.

If universal service is to be “universal” in a significant way, it must involve
a substantial degree of uniformity in prices and service levels. This means, as it
has meant since the early days of our national postal system, that some routes
will be “profitable” and some will not. This fact should not influence the definition
of universal service — that is, there should be no preference in service or prices
for the “profitable” route’s customers — but it does indicate that universal service
requires continuance of the letter monopoly. For purposes of this study, GCA
believes that the insights to be gained by dissecting the postal system into indi-
vidual routes or facilities and comparing their “profitability” are limited, and can be
seriously misleading if incautiously applied. For operational decisionmaking, in-
deed, the Postal Service can usefully be thought of as a collection of coordinated
routes and facilities'®, but when considering universal service and the universal
service obligation, the Commission would be better served by treating it as a sin-
gle integrated system. If rates and service are to be substantially uniform, and
prices are set reasonably close to average cost, then, clearly, there will appear to
be cross-subsidies within the system. From the standpoint of a single integrated
postal system responding to a legal obligation to provide universal service, this
should not matter. Such apparent cross-subsidies have existed since at least the
mid-1800s.™ If the Postal Service is to remain able to average costs over the
whole system, however, the monopoly must be retained. Unrestricted entry
might lead to lower actual costs, but only on the “profitable” routes the private en-

® Such uses may range from the traditional Star Route contract to the enlisting of presumably
more economical private resources for major postal operations — such as the current arrange-
ments with FedEx, which for several years has been the Service’s largest private-sector supplier.
See Business Mailers Review, February 25, 2008, p. 7. FedEx’s 2007 billings to the Postal Ser-
vice were almost $1.7 billion.

19| ater in these Comments we discuss the importance of assessing (and improving) the effi-
ciency of the postal network, which of course requires examination of individual facilities and
routes for possible consolidation or realignment. See pp. 9-10, 21-23.

' See pp. 14-15, below.



trants chose to serve. The “unprofitable” ones would elicit little or no entry by

nongovernment carriers and so would not benefit from ending the monopoly

The notion that some routes are “cross-subsidizing” others, and that this
apparent inefficiency implies that ending the monopoly would be desirable, rests
on an oversimplified view of postal service as an end-use commaodity. In fact,
neither household nor business mailers buy postage simply for the purpose of
consuming postal services. The quantum of postal service represented by a
stamp or a given charge to a bulk mailer's account is generally wanted for some
further purpose: to convey personal news or sentiments, to extend an invitation,
to provide information valued by the recipient, to execute a transaction, or to de-
scribe and promote a product or service. That is, while buying the postage ob-
tains a benefit for the sender, receipt of the mail confers a separate and quite dis-
tinct benefit on the recipient. This benefit to the recipient may or may not be an
economic good, but it is a reason why postal service is valuable, over and above
the sorting, transportation, and delivery services involved. And the value pro-
vided to recipients on an “unprofitable” route may be at least as great as the
value to those on a “profitable” one.*? If this fact is once recognized, it becomes
difficult or impossible to argue that the apparent subsidization of the “unprofit-

able” route by “profitable” ones is in fact a source of inefficiency.

12 A highly simplified example: Route A serves a high-income, hence high-mail-volume, neighbor-
hood; Route B a low-income one. Consider only incoming First Class letter mail. The typical A
resident receives five pieces a day, of which one is a bill or greeting card and four are credit card
solicitations which are thrown away unread. The typical B resident receives one piece every
other day, but that piece is either a bill or a family letter or greeting card. On a cost-per-stop vs.
revenue-per-stop basis, Route A is almost certainly cross-subsidizing Route B. But in terms of
value to the recipient, does it make sense to say that the B resident is receiving only ten percent
of the value the A resident receives (6 days * 0.5 pieces = 3 pieces/week vs. 6 days * 5 pieces =
30 pieces/week)? Put another way: demand for postal services is not at all the same thing as
dependence on postal services; and a household which receives and sends only bills and bill
payments may be much more dependent on the mail, and thus get more value from it, than one
which receives large quantities of unsolicited advertising mail but handles its bills on-line.



[I. Parameters of Universal Service: Geographic Scope

The Commission has identified a number of parameters of universal ser-
vice, of which, in GCA’s view, the most vital is geographic scope (Topic 3 in Ap-
pendix A to Order No. 71). We largely endorse the working definition advanced

in Topic 1.1 of Appendix A:

... Universal service provides [postal] services throughout the United
States, serving all areas and all communities, especially rural areas, and
as nearly as practicable the entire population of the United States and
also providing service to or from military personnel abroad.

We would, however, suggest a few interpretative refinements to it.

A. First, the “services” provided throughout the Nation should themselves
be substantially uniform in character. The Postal Service is, for example, re-
quired to “provide prompt, reliable, and efficient services to patrons in all areas
and shall render postal services to all communities.”™® Section 101(b) of the
postal code makes clear that “rural areas, communities, and small towns where
post offices are not self-sustaining” are to receive “a maximum degree of effec-
tive and regular postal services.” Similarly, the prices of these services should
be uniform: if the rate for a product is unzoned, it should continue to be the same
from every point to every other within the United States, and zoned rates should
reflect length of haul but not point of origin or destination. GCA suggests that
service would not be “universal” in the required sense if, for example, higher
rates or surcharges were applied for delivery in (or collection from) higher-cost

areas.

In 8 I.C. of these Comments, we suggested that a focus on apparent inter-
route cross-subsidies can be misleading when considering the nature and scope
of universal service. Nonetheless, one hears economic arguments to the effect

¥ 39 USC § 101(a).



that, if competitive entry is permitted and the cross-subsidies inherent in uniform
pricing disappear, universal service can be maintained by other means, such as

a tax feeding a universal service fund.

The lengthy empirical record from telecommunications deregulation, how-
ever, suggests that this may not be so.** Santa Clara University communications

law professor Allen S. Hammond notes that

On the supply side, the method by which universal service has been
funded through fees collected from the revenues of local and long distance wire-
line and wireless carriers, is being undermined in part by wireless competition,
the growing use of e-mail, and all distance service bundling. The near term future
of universal service is believed to be threatened by the growing adoption of Inter-
net-based phone service (VoIP) as an alternative to wireline services. On the
demand side, increasing requirements on the high cost fund by telecommunica-
tions carriers and continuing requirements for funding of social inclusion subsi-
dies for indigent, school-age, and rural Americans combine to place increasing

strain on the funding process.

The essence of the telecom USO problem is that USO funds as a re-
sponse to competitive entry have never been obligated for cellular phone com-
panies nor for the Internet and e-mail communications, whereas they have been
obligated for local as well as long distance wireline telephone companies. The
growth of cellular and e-mail has put downward pressure on the demand for wire-
line services, and hence downward pressure on the supply of USO funds. At the
same time the demand for these funds has increased as states, for example, try
to foster ever greater entry into rural telephone markets. Fully 40 percent of rural
telephone revenue base is from such USO funds. The resulting crisis in the USO
fund for telecom, a consequence of excessive demand and curtailed supply,
likely means that even telephone service will not fully reach 100 percent cover-

age in the United States. It is a lesson that should be considered very carefully

“Allen S. Hammond IV, “Universal Service: Problems, Solutions, and Responsive Policies, March
2005, Federal Communications Law Journal, 57, 2, pp. 187-200. The quotation next following is
on p. 190.



before tampering at all with postal universal service: namely, reforms to USOs,
no matter how carefully considered and crafted, can have unintended conse-
guences that make the universal service obligation impossible as a practical mat-
ter. Competitive entry into postal services could spawn a crisis in the postal USO
just as it has in the telecom USO, where the conceptualization of the telecom
USO fund completely failed to take into consideration the inclusion of cellular and

e-mail in the fund.

B. The Commission suggests, rightly, that the entire national population
be served “as nearly as practicable.” We recognize that there may have to be
variations in the level or frequency of service in exceptionally difficult locations.
Such variations should — as the Commission’s phraseology suggests — be driven
by operational necessity. They should not be designed into the system ex ante,
and, in particular, they should not be the result of an antecedent judgment that
normal service to point X or point Y is “too expensive.” Nor should it be assumed
that some areas can be left out altogether because there are, or are thought to
be, “electronic alternatives.” We should bear in mind that more than 27 percent
of America’s households have no access to the Internet. In addition, access is
not evenly distributed — especially as regards the broadband service necessary,
as a practical matter, for the Internet to supplant a household’s mail service. Ac-
cording to the Pew Internet and American Life Project, 52 percent of urban
households had broadband connections, as against 49 percent in the suburbs
and only 31 percent in rural communities (February-March 2007 survey data).
Similarly, 76 percent of households with incomes over $75,000 had broadband
connections; of households with incomes of less than $30,000, only 30 percent
did.*

!> pew Internet and American Life Project, Home Broadband Adoption, by John B. Horrigan and
Aaron Smith (June 2007), p. 4. The Pew report suggests that infrastructure deficiencies in rural
areas may contribute to their low broadband penetration rate.



C. Ubiquity of the Postal Service is one of its greatest strengths as both a
service enterprise and a National institution. It is, after all, a network enterprise.
It is a well-known proposition in the economics of network enterprises that the
value of the network is a function of the number of nodes it reaches, universal
connection being the maximization of this value. A major reason is the existence
of externalities. Adding customers to a network brings added value to the net-
work, for which the new customers pay. However, the new customers also add
to the value of the network for existing customers by making new connections
available to them — for which they do not pay. That added network value, beyond
what the new customers pay, is the externality. Adding delivery points to the
postal network is often viewed as a cost burden by postal management, but from
the perspective of network economics, more delivery point nodes add value to
the postal communications network. And in principle, fewer delivery points would

reduce the value of the network to consumers and producers alike.

However, there is an important caveat to the value-of-the-network proposi-
tion: it assumes the network is efficiently aligned in how it connects all the
nodes.'® The main import of this caveat is that it invalidates most of the mathe-
matical economic literature supporting competitive entry into postal services.
Two key assumptions underlying this literature are that (1) current network
alignment is efficient, and (2) private entry would be more efficient than the in-
cumbent. Neither of these assumptions holds true in today’s economic environ-
ment for postal services. First, the Postal Service’s current network alignment is
not efficient — indeed, the Service continually expends much thought and effort in
trying to improve its efficiency. But because of existing, structural inefficiencies,
private entry itself may be considerably less than efficient, so that allowing com-
petitive entry becomes a serious public policy issue. Second, the benefits con-
templated from entry may be substantially less, or even disappear entirely, when

paired against an efficient network alignment by the incumbent Postal Service.

'® See, e.g., Lawrence J. White, U.S. Public Policy Toward Network Industries, AEI-Brookings
Joint Center for Regulatory Studies, 1999, pp. 3-14.



We discuss this issue further below, in connection with measuring the cost of
universal service. Thus, while competitive entry can stimulate innovation and
growth, entry can also create serious and unintended problems for universal ser-
vice, as the case of telecommunications indicates at present. It must be recog-
nized, therefore, that competitive entry into a poorly aligned communications
network breeds adoption of less-than-best-practice services, and that an effi-
ciently aligned communications network may produce far less, or no, extra value
from competitive entry in the face of lower rates from efficiency-enhancing net-

work realignment.

D. Relatedly, overlapping networks can complement each other’s value
(and not simply be competing substitutes), and complementarity can enhance the
value of the network quite apart from its intrinsic value considered alone and
separately. In the following paragraphs, we describe examples of how postal
service and the Internet can complement one another to create additional value
for consumers and providers. And these valuable effects are, themselves,

largely dependent on universal postal service.

Real-world complementarity of “rival” networks. To date most observers
have focused on the Internet as a substitute for the postal and telephone com-
munications networks. Indeed, stagnant or falling volumes of postal services

have been correctly attributed to electronic diversion.

However, the Internet is starting to drive many new uses for the postal
communications network as well, some by economic necessity as, for example,
the cost of prescription drugs from retail pharmacies soars, and as consumers
react to energy price spikes and time saving convenience by changing the way
they shop using organizations like Amazon.com. When two goods or services are
consumed together they are called economic complements. Gasoline and the
automobile are complementary goods. The postal and Internet communications

networks are complementary services, not just substitutes. It is an open question

10



whether the next twenty years and beyond of Internet evolution and diffusion will
reveal the two communications networks to be mainly competitive or complemen-
tary, but the great success story of Netflix suggests that complementarity may
dominate in the long run, particularly if the postal communications network re-
tains its universal service character. Netflix, an Internet based retail service for
renting movies and other media on DVD, could not have achieved the success it
has without universal postal services because broadband penetration is only 40
percent and total Internet penetration 73 percent of U. S. households according
to the latest Household Diary Study for FY2006, whereas postal service penetra-
tion is universal at 100 percent. The Netflix phenomenon is the early precursor of
what many other potential combinations of postal and Internet networks are likely

to produce in the commercial, non-profit, and even governmental sectors.

Netflix could scarcely have been as strong a success story if postal ser-
vices were less than universal, offered less in rural or poor areas of the country.
While Netflix has widespread appeal in all parts of the country, its low cost and
convenience make it readily available to the poor and to all rural parts of the
country because it uses the postal communications network. Netflix is available
where first run movies, Blockbuster and other retail outlets are not. Although
Netflix is now being offered on-line, that requires the high fixed cost of investing
in broadband, so a majority of current and potential Netflix customers will con-
tinue to rely on postal services for delivery. Many or most of them are rural or
low income consumers, so universal service will remain important for Netflix and

its customers as well as the Postal Service.

However, of the total 114.2 million households in the U.S., 68.5 million
could not be Netflix customers without universal postal services, because they do
not have broadband. While many of these customers can order over dial-up
Internet, they cannot receive and play movies and other media over the Internet,
but only by hard copy delivery of a DVD via postal services. Universal postal ser-

vice enhances today’s value of the developing Internet communications network

11



because of such complementarities. Contemplating a host of future complemen-
tary uses of postal and Internet communications is what assigns in part the huge
discounted present market value of the Internet. In some cases, such comple-
mentarities could transform what are now viewed as mature industries into

growth sectors.

E. The Postal Service’s own communications network in the United
States today reaches over 31,000,000 households that the Internet does not.*’
As we noted earlier, availability of broadband in rural areas can be an issue, but
the high fixed monthly charge of more than $53 regardless of usage for broad-
band access is a barrier to use that is not present with the postal communica-
tions network.® It may be thought that the telephone system is universal too.
But, as a result of the advent of cellular networks and e-mail, the telephone in-
dustry has had trouble maintaining its USO fund since the Telecommunications
Act of 1996.'° The Postal Service's true universal service coverage and low user
cost, if not its speed, is the envy of all other communications networks in the
country and a goal to which they aspire. The cost of purchasing and installing a
mail-box is likely no more than $50 including a wooden support post at the curb,
less than half that if attached to the residence, whereas the cost of purchasing a
personal computer and installing software that enables e-mail communications is

still several hundred dollars.

Universal postal service as a source of innovation. This is by no means
the only strictly economic reason to maintain the Postal Service’s universal ser-
vice communication network intact as a single, regulated governmental organiza-

tion. Perhaps the most important one is to recognize that universal service itself

" FY 2006 Household Diary Study, p. 14, Table 2.8.
8 OECD, Broadband Prices, October 2007.

9 Allen S. Hammond, 1V, “Universal Service: Problems, Solutions and Responsive Policies”, Fed-
eral Communications Law Journal, March 2005, 57, 2.
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can be and has been a stimulus to economic innovation and growth.*® Propo-
nents of competitive entry into communications networks, including postal ser-
vices, often cite innovation as one of the main benefits. Using the example of
telecommunications deregulation in the U.S. market, starting with the breakup of
the Bell system and AT&T in the later 1970s and continuing through the Tele-
communications Act of 1996, they argue that such innovation can benefit rural
areas and low-income consumers by more than any accompanying disruption to

the universal service obligation that such entry causes.

What these arguments overlook is that universal service, and a universal
service obligation, can also act as a stimulus to innovation and economic growth
that enhances welfare in rural areas, among the poor, and generally. Stanford
University communications professor Francois Bar acknowledges the traditional
argument that “[a]t any given time, the value of access to a network grows di-

rectly with the number of users connected to the network.”* Beyond this, how-

ever, Bar argues that there is a new economic rationale supporting universal ser
vice in the age of information: universal service can maximize the innovation
process and the contributions it makes to growth, because of the growing impor-
tance of user-producer feedback loops in the information age. Professor Bar
calls this network effect from innovation “dynamic externalities,” in contradistinc-
tion to the traditional externality argument, outlined above, surrounding the bene-

fit of networks.

% see, for example, Francois Bar and Annemarie Munk Riis, “Tapping User-Driven Innovation: A
New Rationale for Universal Service”, The Information Society, 2000, 16: 99-108. The emphasis
on innovation as a more important driver of economic growth than statical neoclassical arguments
such as entry and curtailment of cross subsidies goes back at least as far as Joseph Schumpeter.

%! Bar and Riis, op. cit., p. 104. The authors note that the key articles establishing this point in the
network economics literature are: Rohlfs, J., “A Theory of Interdependent Demand for a Commu-
nications Service,” Bell Journal of Economics, 5 (1): 16-37(1974); Katz, M., and Shapiro, C.,
“Network Externalities, Competition and Compatibility,” American Economic Review, 75(3): 424-
440 (1985); and Economides, N., “The Economics of Networks, International Journal of Industrial
Organization, 14 (6): 673-699 (1996).
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The innovation rationale for universal service and a universal service obli-
gation is supported by a formal economic study of 21 OECD countries over 20
years, which showed that the level of telecommunications investment that maxi-
mizes long-run economic growth and development is close to universal service
levels.?? Ironically, globalization makes having truly national markets for a coun-
try’s own knowledge-based goods and services — that is, markets of the kind uni-

versal service fosters — increasingly important to compete internationally.

F. The development of a ubiquitous postal system in the United States.
Ubiquitous postal service was an important — indeed, probably the most impor-
tant — factor in the historic development of today’s universal postal system. The
history of universal postal service in America shows clearly that, after the first
decades, wide geographic scope displaced profitability as a determinant of ex-

pansion:

.. . Congress sporadically worried about unproductive routes, especially
when deficits became chronic after the War of 1812. Postal laws would
direct the postmaster general to report unproductive routes to Congress
and sometimes gave the department leeway to discontinue revenue-
losing services, but the laws still protected essential operations. For in-
stance, the 1814 postal law decreed that the “Courthouse of any county”
in a state or territory deserved service even if it meant continuing an un-
productive route. Thus, through most of the nineteenth century, new
towns clamored for service and Congress obliged with a policy that effec-
tively transferred revenues earned in the Northeast to underwrite routes
in the rest of the nation.[**]

The reasons why universality was considered paramount may have varied over
time; one historian observes that “postal laws enacted after the adoption of the
Constitution promoted the long-distance circulation of public information and, half

a century later, the cheap-postage campaign extended postal benefits to social

22| ars-Hendrik Roller and Leonard Waverman, “Telecommunications Infrastructure and Eco-
nomic Development: A Simultaneous Approach,” American Economic Review, September 2001,
91, 4.

% Richard B. Kielbowicz, Universal Postal Service: A Policy History, 1790-1970 (PRC, 2002), p.
19 (fns. omitted).
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correspondence.”* But as postal services developed and became more numer-
ous, the demand for universal coverage and the policies responsive to it re-
mained essentially constant. They were preserved in the 1970 Postal Reorgani-
zation Act, and the language expressing them there has been transplanted es-

sentially without change into the present postal code.

There was a similar progression toward uniformity of prices. Starting from
the original five-zone system for letter rates, Congress had, by the middle of the
1800s, provided a flat rate for letters moving up to 3,000 miles.”® And in both the
1970 Act and PAEA there is a guarantee of a letter class with rates that “shall be
uniform throughout the United States, its territories, and possessions.”® Of
course, for package services and similar situations, long-haul rates appropriately
reflect the greater cost involved. But where communication of personal thoughts
or public information is the primary focus, the historic development of the postal

system has been toward ubiquitous service at essentially uniform prices.

G. Universal postal service as a consumption norm. That the historical
trend was toward ever-wider availability of postal service at increasingly uniform
prices is not at all surprising. Universal service obligations (USO), across indus-
tries as well as countries, tend to be dominated by social and political considera-
tions. Economic arguments considered in isolation from other factors play a role,
but not the definitive ones in determining USOs or changes thereto.?’ The rea-
sons for this are twofold. First, regardless of industry or country or period, the

issue usually entails provisions of service to rural areas and/or to the poor. Sec-

 Kielbowicz, op. cit., p. 9, quoting Richard R. John, “Theodore N. Vail and the Civic Origins of
Universal Service,” Business and Economic History, v. 28 (Winter 1999), pp. 71 ff.

% Kielbowicz, op. cit., p. 22.

% Former 39 USC § 3623(d), now recodified as 39 USC § 404(c).

" Mark Young, “The Future of Universal Service. Does it Have One?” International Journal of
Law and Information Technology, Vol. 13, no. 2, 2005, page 203. Also, see Gerald W. Brock, re-

viewing Crandall and Waverman, Journal of Economic Literature, December, 2001, pp. 1265 —
1267.
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ond, beyond obligations, universal service in the provision of many goods and
services at any stage of economic development has more to do with “consump-

tion norms” for the society at that stage.

The notion that there are basic goods and services that no citizen should

be without is at least as old a concept as Adam Smith’s The Wealth of Nations

(1776). Which goods and services are part of a country’s “consumption norms”
does change over time, but has grown in value over the course of development.
In some sense in a market economy, it is the goal of almost every new industry
or service sector to extend consumption of its product to all citizens; that is sim-
ply the profit motive. Consider Henry Ford and the mass-produced automobile.
Ford was not motivated by universal service obligations. Yet, in the United States
today, having at least one automobile has been part of the consumption norm for

a long time.

Universal postal service is part of the “consumption norms” in virtually
every developed country of the world, and in many less developed countries as
well. It has been so for well over a century, quite apart and distinct from any uni-
versal service obligation associated with postal services.?® Examining the postal
USO is a relatively recent phenomenon that derives from its traditional status as
a service provided by government, parts of which the private sector would now
like to enter. Competitive entry and the postal USO is an important question, but
perhaps the more fundamental issue associated with entry is the retention of
postal services as part of the consumption norms for all U.S. citizens.

Former FCC Chairman Reed Hundt and Stanford economist Gregory
Rosston have made the astute observation that the social benefits of universal
service can be quantified, and should be included alongside quantifiable eco-

8 paschal Preston and Roderick Flynn, “Rethinking Universal Service: Citizenship, Consumption
Norms, and the Telephone”, The Information Society, 2000, 16: 91-98.
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nomic benefits and costs when examining the issue of universal service.?®> While
their argument pertains directly to the telecommunications network industry, it is
equally valid for examining the postal USO and any contemplated changes to it.
It might be debated whether there is any minimum number of citizens in need of
an essential service that would be necessary to trigger the public interest re-
sponsibility of the government to provide it. But plainly, when 31 million out of
114 million households lack Internet access and thus are dependent upon the
Postal Service, any such threshold has been far exceeded. While Internet usage
may be increasingly prevalent, it is obviously far from ubiquitous. Furthermore,
those least likely to have Internet access, the poor and the elderly, are those to
whom the government has the greatest social obligation. This fact must be con-

sidered in conjunction with any purely economic analysis of universal service

[1l. Parameters of Universal Service: Access

Access to the postal system — for recipients and senders. A universal
postal system must, of course, be accessible as well as theoretically ubiquitous.
The Commission recognized this requirement in framing Topic 5 in Order No. 71.
The discussion under that Topic in the Commission’s Appendix A identifies most

of the relevant issues; we have a few suggested additions.

A. First, we urge the Commission to recognize that access to the postal
system can be enhanced not just by adequate provision of retail facilities and col-
lection boxes — vital as these are — but also by making Postal Service products
easier to use and, especially, easier to enter into the mailstream. Making it pos-
sible for a consumer to enter more mail, and more kinds of mail, without visiting a
postal facility improves his or her access to the system without imposing addi-
tional costs on the Postal Service. The most prominent example of such user-

friendly design is, of course, the Forever Stamp, which has facilitated the flow of

* Reed Hundt and Gregory Rosston, “Communications Policy for 2006 and Beyond”, Federal
Communications Law Journal, January 2006, 58, 1, pages 27-31.
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mail immediately following a postal rate increase while also greatly reducing
costly window transactions. This type of transparency and simplicity is beneficial
to the Postal Service and its consumers. We believe there are other opportuni-
ties of the same kind, and that they should be exploited. In addition, when rates
are simple and predictable, and easily identified with particular types of mail-
piece, the Postal Service can be more confident that alternative retail channels
will handle postage transactions correctly. Product and rate simplification, and
design of products that really meet consumers’ needs, are one important way to
insure that the Postal Service remains a medium for citizens’ communications
with each other as well as a delivery system for firms with which they do busi-

ness.

B. Equally important is ready access to the system at the receiving end —

that is, the customer’s mailbox.

Importance of the mailbox rule to consumers. Among the more important
issues the Commission must deal with in this Docket is the mailbox rule — what
Order No. 71 calls the “mailbox monopoly.” The term “monopoly,” in this context,
overemphasizes the economic aspect of the rule, at the expense of the very real

benefits it confers on citizen users of the mails.

This rule of exclusive access means, to the ordinary citizen, that only the
government agency that is most trusted in matters of privacy and security®® can
place anything in — or remove anything from — the mailbox. The security of the
mailbox would be substantially compromised without the mailbox rule, and the
Postal Service’s solid “brand equity” would predictably suffer. When we recog-
nize that a large part of the problem facing the Commission is defining universal
service in a time of shrinking mail volumes, the importance of this established re-

lationship of what we call “mailbox trust” becomes evident.

% «“ponemon Institute Announces 2008 Privacy Trust Rankings of U.S. Government Agencies,”
Ponemon Institute press release, April 7, 2008; Business Mailers Review, April 21, 2008, p. 7.
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The magnitude of the security problem should not be underestimated. Itis
generally recognized, for example, that insecurely discarded — or stolen — bank
advertising and transactional mailpieces can be a springboard for identity theft.
And identity theft has consistently been the largest category of consumer fraud
complaints recorded by the Federal Trade Commission — 32 percent of total com-

plaints, as of calendar 2007.3*

Of course there are operational considerations as well. Unrestricted ac-
cess to the customer’s mailbox could result in overloading it, interfering with the
Postal Service carrier’'s ability to make deliveries and to pick up mail left for col-
lection. Depending on how unrestricted non-Postal Service access would be, a
wide spectrum of private carriers could access locked receptacles in multi-unit
residential building lobbies, and perhaps even Postal Service cluster box units.
Conversion of remunerative advertising mail to unaddressed circulars, eligible to
be placed in mailboxes by a private carrier, could deprive the Postal Service of
much-needed revenue, at the same time that its delivery operations become

more difficult and expensive.

Even if there were advantages for postal customers in admitting other car-
riers to the mailbox, they would in all likelihood be very unevenly bestowed.
Thinly-settled and hard-to-reach areas — and, so far as advertising is concerned,
perhaps also lower-income neighborhoods — would not attract private carriers. It
seems difficult to reconcile this result with a ruling principle of universality.

In short, GCA cannot see how change to the mailbox rule would — as the

Commission put it — “enhance the ability of mailers to reach mail recipients or . . .

%! Federal Trade Commission, Consumer Fraud and Identity Theft Complaint Data (February
2008), pp. 4, 5. Identity theft also led the list in 2005 and 2006, the other years covered by this
report.
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broaden the range of services available to mail recipients.”? Gutting the mailbox
rule would, more likely, make the mails more costly, less secure, and less attrac-

tive to customers.

C. Quite apart from the affirmative reasons for retaining the present mail-
box rule, we suggest that the Commission should view with skepticism any ar-
guments for its relaxation or abolition which stem from dissatisfaction with current
Postal Service rates or operating practices. Testimony presented at the Com-
mission’s Flagstaff, AZ, hearing on behalf of local newspapers provides an ex-
ample of such proposals.®® Insofar as the suggestion is prompted by the pub-
lishers’ apprehension that Postal Service entry requirements in Flat Sequencing
System SCF areas will degrade service®, we need only point out that this pro-
ceeding is not the proper forum*® and changes to the mailbox rule are not the
proper remedy. And insofar as it rests on a perception that, at some future time,
the Postal Service may effectively abandon rural service, it “puts the cart a long
way before the horse.” The Commission should focus on how adequate, afford-
able service can be preserved in rural or small-town areas, rather than on specu-
lative responses to hypothesized future failures in that respect, whose immediate

result would be to degrade existing service.
IV. Parameters of Universal Service: Affordability

A. Keeping mail in the system. Topic 7 in the Commission’s list — postal

prices and, more generally, the affordability of postal service — is also of vital im-

% Order No. 71, p. 15.

% See Testimony of Don Rowley and Testimony of Merle Baranczyk on Behalf of the National
Newspaper Association, Flagstaff, AZ, May 21, 2008.

* The mail in question — apparently consisting largely of High-Density ECR Standard advertising
supplements — has heretofore been entered at the delivery unit and thus has received prompt
delivery.

% If these requirements amounted to a violation of some relevant provision of PAEA, appropriate
remedial procedures would be available under 88 3652-3653 and 3662.
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portance. From the consumer’s standpoint, moderate prices and price simplifica-
tion are both effective ways to keep mail in the system — which in turn will make
the feasibility of truly universal service less problematic. Household-origin mail is
overwhelmingly single-piece First Class, which contributes almost 18 cents per
piece to institutional costs.*® In recent years the Commission and the Postal
Service have recorded impressive achievements in keeping the price of single-
piece First Class within bounds and, more recently, in making the service easier
to use. GCA has been working with the Postal Service’s pricing experts to sim-
plify still further the mailing of personal correspondence, and we look forward to

continuing to do so.

Just as business mailers do, consumers look at the overall user cost of
sending mail, albeit less “scientifically.” The Service perceives its biggest single
problem is how to cover its fixed costs when volume is stagnant or falling while
the delivery network is continuing to grow. In this situation, high-contribution
greeting card volume should be encouraged to grow.

The Commission has no doubt often been told that rates must be kept
down, but has heard few suggestions on how to do it. One major policy issue,
whose connection with universal service is profound rather than superficially ob-
vious, is whether the Postal Service will be allowed to make its system as pro-
ductively efficient as it is capable of being. Today, this means, first of all, free-
dom to align its upstream facilities so that they are both effective and fully util-

ized.

B. The role of system streamlining in the maintenance of universal ser-
vice. In an earlier section, we discussed the fact that inefficiencies now built into
the Postal Service’s network invalidate mathematically-derived, efficiency-

oriented arguments for competitive entry into postal service. But there is nothing

% USPS Cost and Revenue Analysis Report (PRC Version), FY 2007.
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inevitable about those inefficiencies; indeed, one may wonder if the universal
service obligation and competitive entry would be front burner issues if the Postal
Service could finish its own version of network realignment with fewer obstacles
than have appeared to date. Potential entrants looking at today’s economic op-
portunities might well see fewer, or none, if the predicted economies of scale and
scope from efficient network alignment were the data from which they evaluated

the profitability, or lack of it, from entry.

C. Estimating the cost of universal service through an efficient system.
This issue bears directly on questions before the Commission in this docket. We
believe that in seeking to define universal service the Commission should strive
to avoid the fallacy of, first, taking as given the legislative and other constraints
on the Postal Service’s ability to streamline its network, and then arguing that
some important aspect of universal service must be curtailed because “we can’t
afford it.”

It should be possible, instead, to estimate the total cost of a Postal Service
system that is ideally configured for purposes of handling today’s mail mix and
volume. That cost figure would at least be highly relevant, and might indeed be
the best single starting point, in estimating the cost of universal service. Thus
what we are saying here relates not just to postal prices but also to the questions
the Commission poses under Topic 9 of Order No. 71 (measuring the cost of uni-

versal service).

It has been suggested, for example, that the cost of universal service is
the cost of all those services that the private market would not supply.®” Without
necessarily accepting that definition as valid, GCA would point out that it requires
a major assumption: a private market prepared to provide all the postal services

% panzar's definition. See Robert Cohen, Matthew Robinson, John Waller, and Spyros Xenakis,
“The Cost of Universal Service in the U.S. and its Impact on Competition,” published in Proceed-
ings of Wissenschaftliches Institut fir Infrastruktur und Kommunikationsdienste, 7th Koenigswin-
ter Seminar, Nov. 17-19, 2002, p. [1], available at www.prc.gov.
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that would be remunerative for hypothetical private vendors to offer. When we
postulate a competitive market of that kind, we assume as a matter of course that
the firms in it are efficient. But there is no good reason why the other side of the
equation — the cost of supply by the Postal Service of all other products — should
not also be based on a technically efficient system. If we do not also make that

assumption, we are comparing apples and oranges.

Moreover, if we started the exercise by assuming a “real world” Postal
Service, with costs inflated by legislative constraints or needlessly rigid work
rules, then the model would produce some distinctly odd results. It could, for in-
stance, imply allocatively inefficient supply of some products by private providers
(assumed to be technically efficient) with costs higher than those of an equally
efficient Postal Service — but lower than those of the assumed efficiency-
constrained Postal Service. Even if we posited, for argument’s sake, a fixed
menu of services to be provided by the private sector, the result would be an un-
duly high estimate of the cost of universal service (since by definition the prod-
ucts or service components that will be furnished by the Postal Service will be

produced at inflated cost levels).

This discussion may seem theoretical, but it has a practical side too. For
example, if geographic scope (or, probably, service quality) were to be curtailed
on supposed cost grounds, one likely result would be loss of yet more high-
contribution volume. As the Commission knows, just about every subset of First-
Class Letter mail is subject to diversion to electronic media: electronic bill pre-
sentment and payment and electronic banking are making inroads in the transac-
tional sector, and e-mail is doing the same with respect to personal correspon-
dence. If Postal Service efficiency is being constrained on job preservation
grounds, the constraints themselves would then lead to fewer opportunities, not

maore.

23



V. Preserving Universal Service in the Face of Declining Volume

The ultimate question before the Commission may be this: How is uni-
versal service — defined, as we have suggested, to include at least geographic
ubiquity on essentially uniform terms, ready access, and affordable prices, as
well as high service quality — to be preserved in a time when volumes are flat or
falling and the delivery network, with associated fixed costs, continues to ex-

pand?

Our overarching proposal, which has many potential ramifications, is that
the Postal Service can best survive by trading on its strengths.

These strengths seem to us to be:
e Ubiquity: the Postal Service is still the universal communications medium,;
e Simplicity in use;
e Low connection cost; and
e Range of products handled.
Speed, on the other hand, is not a prime strength of the Postal Service, at least
where transmission of “pure information” is concerned, as with bills, statements,

and other transactional messages.

We discussed the value of ubiquity earlier, pointing out that the Service is

a classic network enterprise whose value depends on the number of nodes it
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connects. We should remember that some 31 million U.S. households have no

Internet connection.*®

An often overlooked advantage, however, is that the Postal Service is ex-
tremely easy to use (and, thanks to recent consumer-oriented initiatives, is get-
ting easier still). Some new techniques must be learned even to use the simplest
e-mail program. On-line transactions require still more new skills. Maintaining
computer and browser security requires yet more, and the challenges presented
by increasingly ingenious hackers and cyber-criminals promise to complicate this
process still further in the future. Mailing a letter today is no harder — and in
some respects is easier — than it was before home computers and the Internet
existed. And mailing a letter with personal data, or a remittance, inside is just as
secure as it was 30 years ago. This is perhaps one reason for the high level of
trust accorded the Postal Service, year after year, by opinion research respon-
dents. Itis not too much to say that the security of the postal system is one of
the things that make it easy to use, if we think of “easy” as including “worry-free.”
We may also observe that, should voting by mail become a more widespread
feature of state election law™®, the Postal Service’s deservedly high reputation for

security and privacy protection will make it even more valuable to our citizens.

Similarly, “connecting” to the Postal Service to receive mail is inexpensive.
A new homeowner on a curbline route may have to invest in a mailbox and a
post to mount it; others are likely to find their mail receptacles already in place
and ready to use. Even a fairly basic desktop computer still costs several hun-
dred dollars. So if e-mail and on-line transactions make up a substantial fraction

of the uses it is put to, it is a high-investment means of communicating.

% 2006 Household Diary Study, n. 8, above.

% At least two states — Oregon and Washington — have moved entirely or largely to postal voting.
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On the “send” side the story is much the same. Sending messages by the
Postal Service entails paying only for the service one uses. This is even more
true since the Forever Stamp, which eliminates losses on the “obsolete” letter
stamps that used to wind up in the back of a desk drawer. For e-media, besides
investing in computer, peripherals, and software, the consumer must obtain ac-
cess to the Internet. The average monthly cost of broadband service in October
2007 was $53.06."° And those costs recur whether the system is used heavily,
sparingly, or not at all.

VI. Concluding Summary

A. Universal service, provided by the U.S. Postal Service, is a fundamen-
tal component of what Americans rightly take to be their essential standard of liv-
ing. Defining universal service and the universal service obligation must start

from that premise.

This means both that the Postal Service must be a communication system
among citizens as well as a delivery system to citizens, and that, whatever use it
makes of private-sector resources to do its job optimally, the Postal Service must

be ultimately responsible for providing universal service.

B. Of the elements of universal service, geographic coverage — what we
have called “ubiquity” — is the most basic. Not only is postal service among the
fundamental consumption norms for Americans (as it is for citizens of any devel-
oped country); it also makes economic sense for the Postal Service, as a classic
network enterprise, to connect as many nodes as possible. Competitive entry in
a network industry does not always work in the way that statical allocative effi-
ciency analyses might suggest, as the telephone industry is today discovering.

Universal postal service can itself stimulate innovation and growth in complemen-

0 OECD data (n. 18, above).
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tary media: ordering and returning a DVD from a movie supplier requires both

Internet and postal connections.

C. Access to the postal system is also vital. For the citizen mailer, this
means not just an adequate array of retail and mail collection points, but also
products and rates that are simple to understand and use. The Postal Service
has already made an excellent start in this latter direction, and we look forward to
cooperating with it in finding new ways to make the mail an easier and more ap-
pealing way to communicate. But access also means that the customer’s mail-
box should be dedicated to his or her interactions with the Postal Service. Secu-
rity and privacy — for which the Postal Service deservedly enjoys a high reputa-
tion — the necessities of postal operations, and the need to maintain advertising
mail revenues in a time of financial challenges all counsel strongly against tam-

pering with the mailbox rule.

D. The Commission also rightly identified affordable rates as a key ele-
ment of universal service. But if postal prices are to remain affordable, the Ser-
vice must be free to manage, and realign, its network efficiently. Today it faces
legislative restrictions which affect no other carrier, and which, ultimately, will
probably drive away volume that might have been kept had efficient realignment
been permitted. In particular, GCA urges that the Commission not make the mis-
take of estimating the cost of universal service by comparing a hypothetical com-
petitive situation — which assumes efficient providers — with the efficiency-
constrained Postal Service we have today.

E. The overriding problem, indeed, seems to be how to maintain universal
service in the face of stagnant or falling mail volume. The best course, we be-
lieve, is for the Postal Service to trade on its strengths. It is ubiquitous; it is sim-
ple to use; it offers a very low cost to connect; and it provides a large range of
mail products. Emphasizing these strengths will not only help preserve and in-

crease volume but also create opportunities for complementarity between the
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Postal Service and other media — especially the Internet. Universal service, and
the universal service obligation, should be analyzed and defined so as to make

all this a reality.
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