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On February 24, 2011, the Postal Service filed a request with the Commission to modify the market dominant and the competitive product lists pursuant to 39 U.S.C. 3642 and 39 CFR 3020.30 et seq.[footnoteRef:1]  The Postal Service proposes to:  (1) remove commercial First-Class Mail Parcels from the market dominant product list; and (2) add a new product, provisionally titled Lightweight Commercial Parcels, to the competitive product list.  The Commission noticed the Request on February 25, 2011, and appointed the undersigned as Public Representative.[footnoteRef:2] [1:  Request of the United States Postal Service Under Section 3642, February 24, 2011 (Request).]  [2:  Notice and Order Concerning Proposed Changes to the Market Dominant and Competitive Product Lists, February 25, 2011 (Order No. 681); 76 Fed. Reg. 11823-24, March 3, 2011.] 

The Commercial and Commercial Plus categories of First-Class Mail Parcels were approved as market dominant categories on February 16, 2011.[footnoteRef:3]  The Postal Service now asks to move these categories to the competitive product list.  The Postal Service explains that commercial First-Class Mail Parcels refers to the First-Class Mail Commercial Base Parcels and the First-Class Mail Commercial Plus Parcels price categories of the First-Class Mail Parcels product.  Request at 1, n.1.  It contends that these are essentially fulfillment shipping offerings that compete with an assortment of comparable products offered by competitors.  Id. at 2.  Thus, the Postal Service proposes to remove these price categories from the market dominant First‑Class Mail Parcels product and add the price categories to the competitive product list as a new product titled “Lightweight Commercial Parcels.”  Content restrictions will be added to the new product prohibiting the inclusion of letters as defined under the Private Express Statutes.  This proposal does not affect the current market dominant retail First-Class Mail Parcels offerings.  The Postal Service does not request any changes in prices for the parcel categories that would move to the competitive product list. [3:  Docket No. R2011-2, Order Reviewing Postal Service Market Dominant Price Adjustments, February 16, 2011, at 14-17 (Order No. 675).] 

In Attachment B of the Request, the Postal Service provides the statement of Marc D. McCrery.  Mr. McCrery provides supporting justification for the Request, as required by Commission rule 3020.32.  He explains how the Request complies with each of the subsections of rule 3020.32.  He emphasizes that retail parcels will remain a market dominant product.  The existence of retail parcels creates a price cap for the new competitive parcel categories.[footnoteRef:4]  Mr. McCrery also shows that there is healthy competition in the market in which the new parcel categories would operate.  Attachment B at 4-6.  He concludes, [4:  Request, Attachment B at 2, 9 (Attachment B).] 

Making the modifications to the market-dominant and competitive product lists requested herein would recognize that commercial First-Class Mail Parcels is a competitive product.  They exist within a competitive market with multiple carriers and consolidators offering various prices and service commitments.
Id. at 9 (footnote omitted).
The Postal Service calculates attributable costs for the Commercial Base category by removing certain costs from the costs of First-Class Parcels.  These costs include collection, window service, vehicle service, and other costs.  The Postal Service also adds BMEU acceptance costs.[footnoteRef:5]  The Postal Service calculates higher revenue per piece for Commercial Base.[footnoteRef:6]  The result is a cost coverage of 109 percent for Commercial Base in FY 2010.[footnoteRef:7]  Commercial Plus is a new category, so there is no cost or revenue information for FY 2010.  Mr. McCrery states, “Given their pricing, however, the effect of First-Class Mail Commercial Plus Parcels, if any, on cost coverage should be positive.”  Attachment B at 3 n.6. [5:  Excel file FCM_CommParc_Analysis.xls, sheet FC Parcel Summary, contained in file SYQ80c68f55_CommFCMParcCostModel.zip, February 24, 2011.]  [6:  Excel file FY2010FCMCommPrclsRevperPc.xls, contained in file SYQ80c68f55_CommFCMParcCostModel.zip, February 24, 2011.]  [7:  Excel file FCM_CommParc_Analysis.xls, sheet FC Parcel Summary, cell D15, contained in file SYQ80c68f55_CommFCMParcCostModel.zip, February 24, 2011.] 

First-Class Mail Commercial Base and Commercial Plus Parcels are properly classified as competitive products.  These categories satisfy the requirements of 39 U.S.C. 3633 and 39 C.F.R. 3020.32(d).  Section 3633(a) contains three standards that competitive products must meet.  Mr. McCrery addresses each of them.  First, Commercial Parcels will not be subsidized by market-dominant products (3633(a)(1)).  See Attachment B at 3.  Second, given the FY 2010 cost coverage of 109 percent, Commercial Parcels will likely cover attributable costs in FY 2011(3633(a)(2)). Id.  Third, given the FY 2010 cost coverage of 109 percent, Commercial Parcels should assist competitive products as a whole in meeting the 5.5 percent contribution to institutional costs (3633)(a)(3)).
Rule 3020.32(d) contains four requirements relating to market power.  First, the Postal Service will not have the ability to raise prices for Commercial Parcels substantially above costs.  Mr. McCrery shows that the market in which Commercial Parcels participates is highly competitive.  Id. at 4-6.  “[T]he Postal Service does not exercise sufficient market power that it can raise prices significantly without risking the loss of a significant level of business to competitors.”  Id. at 6.  The same market forces that prevent the Postal Service from raising price significantly also operate to discourage the Postal Service from decreasing quality or output.


Accordingly, Commercial First-Class Mail Parcels should be moved from the market-dominant product list to the competitive product list.

Respectfully submitted,

								Emmett Rand Costich
								Public Representative
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