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THE FUTURE OF MAIL DELIVERY IN THE
UNITED STATES

FRIDAY, JUNE 18, 1883

Coneress o THE UNITED STATES,
StacomMrTTEE oN Ecowoaic Goars
AND INTERGOVERNMENTAL Poricy
oF THE Joint Econoaic CoMMITTEE,

Washington, D.C.

The subcommittee met, pursuant to notice, at 10:25 a.m., in room
5110, Dirksen Senate Office Building, Hon. Steven D. Symms (mem-
ber of the subcommittee) presiding.

Present: Senator Symms.

Also present: Samuel J. Rouston, legislative assistant to Senator
S&mms; and Taylor R. Bowlden, staff assistant, Scnator Symms’
office,

OPENING STATEMENT OF SENATOR SYMMS, PRESIDING

Senator Symys. Good morning. The Subcommittee on Economic
Goals and Intergovernmental Policy of the Joint Economic Com-
mittee will now come to order.

The Chair wishes to apologize to all of you who have been waiting
here for the last half an hour, but as you know, the Senate was in
last night until 2 o’clock and as it turned out an amendment dealing
with bilingual education which I was interested in was offered by
Senator Hayakawa. It was the first order of business this morning
and I was unable to leave the floor. In view of the outcome of the
amendment and the side that T was on, maybe I should have come here
because we didn’t win anyway.

But I do wish to welcome all of you here this morning as we begin
this first of 2 days of hearings on the future of mail delivery in
the United States.

Our society is currently undergoing a major revolution based on
technological advancements. These advances are occurring in geomet-
rically increasing numbers. Such advances, while manifesting them-
selves in many areas, are nowhere more apparent than in the field of
communications which includes the written as well as the spoken word.

This Congress has been deeply involved in legislation which recog-
nizes the need for substantive change in Federal laws which govern
telecommunications. Yet, as appropriate and overdue as this is, such
review unfortunately has not addressed an area of communications
which is equal to telecommunications in importance to our national
welfare. This area is mail delivery in the United States and it has

1)
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been a decade since major change was provided for by congressional
action.

It is in the area of the written word and the transmission of docu-
ments in the United States that we are in danger of finding ourselves
badly underserved in the future. This is because, though there has been
extensive past consideration given on the U.S. Postal Service and the
status of current mail delivery in the United States, there has not
been an adequate focus on what lies ahead regarding the delivery of
mail in our country. This is not to say that no consideration has been
given to future mail delivery in our country, but it is to say that we
in the Congress have not provided a mechanism for beneficial change
in this area. Because of this, we as a Nation are in jeopardy, through
inaction, of adopting for the future a mail delivery system that does
not adequately meet our needs and which came about in a piecemeal
haphazard development. ‘

We currently have, even with what many consider to be major
deficiencies, what I personally believe to be the finest Postal Service -
in the world. The pickup, moving, and delivery of mail is a massive
enterprise. The men and women of the U.S. Postal Service employees
now handle approximately 110 billion pieces of mail and 200 million
packages each year. This service, of vital importance, has, for the
most part, met our national needs quite adequately. '

"Nevertheless, we as a Nation must review our present mail delivery
arrangements in light of certain revolutionary changes in technology
and electronic systems that will permanently change how we as a
society communicate one with another. '

Such change will literally place at our fingertips the ability to
instantaneously transmit information in to distant homes and busi-
nesses to an extent heretofore unknown. '

Mail services that we now consider commonplace and necessary
will not be required or needed. The structure of our present mail
delivery system which meets our current needs, will of necessity re-
quire substantial alteration to meet the demands of the future.

Because the future is upon us, it is necessary that we take action
now which will permit us to control the course of events in this
matter. We must exercise the foresight, free of parochial interests,
that will allow us to structure comprehensive national postal policy for
the future.

I fully realize the nature and scope of such an undertaking and of
the problems involved. Not surprisingly, mail is an emotional issue
laden with conflicting interests and needs. However, I note with
interest a recent National Federation of Independent Business poll
which indicated that 72 percent of all respondents nationwide favor
basic and fundamental change in the manner in which we deliver
mail in the United States. Only 22 percent favor maintaining the
present system. This wide spread held true regardless of whether a
State was heavily or sparsely populated.

It is my intent, with the help and support of many others, to look
into the issue of the future of mail delivery in the United States.
These hearings complete one link in a chain of events which began
with the introduction of S. 1801, a bill to eliminate certain provisions
relating to private carriage of mail. However, I want to point out and
emphasize that these hearings are not on S. 1801. The purpose in intro-
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ducing S. 1801 wus to serve as a focal point, a beginning for discussion
on the issue of future mail delivery in the United States.

These hearings, and what other future actions we might find neces-
sary, will lay the groundwork for the development of comprehensive
legislation that will meet our national mail delivery needs.

More specifically, these hearings will address the issues of : (1) the
development of the Private Express Statutes; (2) the current regula-
tions which govern the U.S. Postal Service system; (8) the possible
role of private carriers in the delivery of mail in urban and rural
areas; (4) changes in the postal laws which would be required by de-
regulation of the postal monopoly; and (5) the future of the U.S.
Postal Service system (especiaﬁy with regard to the telecommunica-
tions industry and the development of privately owned and operated
parcel delivery systems).

It is my intention to leave the hearing record open for the sub-
mission of written statements from interested parties. Further, it is
my intention to circulate the testimony and results of these hearings
among recognized postal experts for the purpose of receiving their
comments which will then also be part of tﬁe record. I would be
pleased to reccive recommendations on persons who might be of as-
sistance in this regard.

I am pleased that these hearings have generated positive and co-
operative responses from so many.

I'm delighted that we have been able to bring together such a wide
and vax‘ief body of expert witnesses to help us in our deliberations
and am anxious to hear and read their testimony.

A number of Members, although unable to attend these hearings
because of scheduling difficulties, have furnished statements to the
subcommittee. And, without objection, I will submit these statements
for the record at this point.

[The statements referred to follow:]

STATEMENT oF HoN. QuenTIN N. RURDICK, A U.8. SENATOR FROM THE STATE OF
NortH DAKoOTA

As a Senator from a predominantly rural State, I can well appreciate the dire
effects that deregulation of the Postal Service will have on a vast expanse of
our country. I eannot endorse the proposed deregulation for the very reason that
it will greatly inhibit the people I represent.

To repeal or weaken the U.S. Postal Service's monopoly on the carriage of
mail is a grave act. A system that has been in existence—with minor changes—
for longer than the United States has been a country, cannot be drastically cur-
tailed without severe damages resulting.

I do not feel that those who propose this deregulation fully understand the
fmplications of their proposal. Some of the major points we must consider in-
clude drastic changes in postal rates with a large portion of the people feeling
the subsequent increase; who will deliver the mail to rural areas?; who will

. take the responsibllity for mass mailings to private residents such as those from
the Internal Revenne Service and the Social Security Administration? :

It has been the business of the U.S. Government for more than 200 years to
assure prompt, reliable, and efficient mail delivery services to all patrons in all
areas. The Government has beld a monopoly on the Postal Service for an im-
portant reason; it was the intent of Congress from the beginning to provide
for effective postal service to all communities—be they urban or rural. Too, the
Federal Government has provided funds necessary to run the Postal Service
and keep it a universal system. Therefore, mail delivery has been guaranteed
to everyone regardless of where they live, and no post office will be closed down
solely for operating at a deficit.

The Postal Service was designed to be funded by the Public Treasury for the
purpose of providing a service, not for making a profit. If cost effectiveness had
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been a major policy consideration, why do we have free mailings for the blind,
broad rural delivery services, or special rates for educational materials?

In a large concentrated metropolis, the costs could conceivably be held down
by private systems, but no private system could possibly give that guarantee to
the more sparsely populated areas of this country or those of lower income. I
question whether this Congress is ready to appropriate the funds necessary to
support these unprofitable postal services should the Private Express Statutes
be repealed. As one Senator who has been actively involved over the years in the
securing of adequate funds for the Postal Service, my senses tell me we are not
prepared to spend the type of money I speak of. :

T would like to emphasize once again, the extent of damages that will be done
if the deregulation were to go into effect. To open up a system that has always

_been the sole responsibility of the Government, could only cause mass confusion.
All of this can be avoided by abandoning this idea of deregulating the Postal
Service, and I urge everyone to consider the resulting serious consequences
should legislation of this nature be passed.

1, for one, would not like to see people in rural or lower income areas who
rely on the Postal Service for contact with the rest of the world, be suddenly
excommunicated from the rest of the country due to their location, or for
financial reasons—which deregulation of the Postal Service could realistically
cause.

STATEMENT OF HON. LawroN M. CHILES, A U.S. SENATOR FROM THE STATE OF
FLORIDA

Senator Symms, I thank you for this opportunity to express my views on the
importance of the private express statutes to Florida, especially to the vast
number of rural communities whose residents rely greatly on their mailbox as
their link with the outside world. :

We all know that the American people have the most contact with the Federal
Government through, three agencies—the IRS, the Social Security Administra-
tion, and the Postal Service. We also know that we hear from our constituents
when these agencies don’t come through for them. This especially true about
the Postal Service. All of us in the Congress know through our mail contact with
our constituents, what importance the people place on receiving goods, reliable
mail service to their homes and businesses, whether they are located in urban
or rural communities. Our public does not regard mail service as just another
commodity for which they pay, like many other services. No, they regard it more
as an obligation which their Government owes to them and which they deserve
whether they live in the heart of the State’s capital or on the rural route in the
middle of nowhere. Every community expects to have its own U.S. Post Office
and T can tell you that every community in my State will fight anyone who
proposes to take their personal Post Office or delivery away. That Post Office
gtands as their symbol of cooperation and obligation with their Government
as well as their symbol of status as a community.

Ang, it is for these reasons that I cannot support the repeal of the Private
Express Statutes which would result in allowing commercial carriers to
handle first class mail. I am opposed to any changes in the present law Which
will result in the termination of service to many rural communities. Yes, it is
probably true that opening up mail delivery to private companics may well
result in cheaper postal rates for city deliveries. But, it would also mean that
prices for postage in lower-volume, rural communities would most likely be sub-
stantially increased. It just doesn’t make sense to me and is certainly unfair to
charge people in rural America more for postage than residents of urban America.
Today, everybody pays the same rate and as much as they comyplain about that
rate, I'd sure hate to be the one to tell them that because they live on this side
of a particular boundary they have to pay a higher rate to get that birthday
card to their dear old Aunt Mabel.

The attachment to the idea that the Government's postal system should go
everywhere and charge everyone the same is deeply embedded in the national
consciousness, because its roots lie early in the history of this country. As the
Nation spreads across the continent, postal services have always been extended
wherever Americans have settled, before the service could be justified in a strict
cost accounting. This has been our national policy because postal communication
has been such a vital link both in promoting the economic growth of the country
and in drawing it together as a unified people. Traditions which have long played
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so crucial a role are and should be hard to change. Recause they serve as part
of the heritage of common values which serve to unite the Nation, any proposal
to abandon these basic national postal policies should carry & very heavy burden
of persuasion.

I do not believe that burden can be met for the eclimination of our postal
universal service and uniform rate policies.

Without the Private Express Statutes, these policies could not be maintained.
We could not hope to continue to pay for a U.S. Postal System going daily into
every community and by every home if much of its supporting revenue wore to be
diverted to selectively competing private carriers. It has always been a touch-
and-go situation to balance postal costs and revenues as it is. There is 1o question
that services would suffer drastically if revenues were seriously depleted through
lost business. By the same token, rates would be sure to rise drawmatically if a
uniform-rate U.S. Postal System had to compete with more fiexible and selective
private competition. The postal system would be left with the harder and more
expensive task to serve business. The smaller revenue base would set in motion a
eycle of rapidly inecreasing rates driving away more and more business.

Experience during the past 2 years should show that we could not expect to
count on bigger appropriations to stem the tide of service deterioration and rate
escalation which would come from loss of the Private Express Statules. Given
today’s budgetary realities, the Congress is not able to provide full funding for
the comparatively minor level of public appropriations now authorized for postal
purposes. Any thought of trading in the Private Express Statutes for an increased
reliance on appropriations as the basis for maintaining service and rate levels
is simply not realistic.

The concept of a universal national postal system with uniform rates, sup-
ported by the Private Express Statutes, has the great benefit of simplicity and
familiarity. Everyone benefits from having an understandable system which links
everyone together and is easily accessibie. The benefits are not just for rural and
remote areas, but also for the business districts which have a simple, ready way
to reach their customers anywhere in America.

Our postal system is a system which the American people understand and
appreciate. They complain when it fails to do the job that it promises to do.
They do not complain about the task we have set for it to accomplish. They want
to keep their Post Offices and their mail services, and the Private Express Stat-
utes are needed to see that the people get the service which they expect the Con-
gress to preserve for them. I am told that currently the Postal Service handles
about 105 billion pieces of mail annually. With this great workload has come
more efficlency than in the past. I don't think now is the time to be making major
changes in a system that does serve all of the people well, most of the time, in all
of our communities.

I thank you for allowing me to share my views with you.

STATEMENT oF HoN. DENNIs DECONCINI, A U.S. SENATOR From
THE STATE OF ARIZONA

Senator Symms, Article I, Section & of the U.8, Constitution specifically gives
the Congress the authority to establish post offices and post roads. As recently as
1978, the U.8. Conrt of Appeals upheld the constitutionality of the Federal postal
monopoly. I belleve that this Congress would be doing this country a great dis-
service if we were to ignore the Court’s findings and the intent of our Founding
Fathers. :

Certainly, deregulation is a desirable goal, and in most instances I am a strong
and vocal supporter of deregulation. However, if we were to open mail delivery
in this country to competition, the inevitable result would be chaotie, inconsistent,
and inadequate mail service.

The Private Mail Carriage Act of 1981, 8. 1801, would, in the short run, provide
cheaper and speedier service to densely populated urban areas. In the long run
it is likely to cause expensive and possibly erratic service to the great majority
of rural areas in this country. As one example, look at my own State of Arizona
which has a largely rural population. I doubt that many private companies would
be clamoring to deliver the mail between Snowflake, Arizona, population 8,510,
and Parker, Arizona, population 2,542, a distance exceeding 300 miles with no
connecting interstates. And if a private concern were willing to deliver the mails,
what price would rural Americans have to pay for their delivery service?
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Certainly, it is one of the responsibilities of the Federal GoYernmenI:_ to iqsure
reasonable, timely, and affordable postal service. The crazy qpll_t of. mail del_lv'ery
that would spring up as a result of S. 1801 woul_d result in inconsistent pricing,
unreliable service, and high prices for rural America.

In recent years, we in Congress have sought to decrease government regula-
tion and government interference in the marketplace. On the whole, I l}ave sup-
ported these actions. However, I must oppose 8. 1801 becaqse of the d§sastrous
effects it will almost surely have on this country. I urge this subcommittee and
the Senate to take a close look at the testimony of other Senators, the Postql
Service, and the postal unions before causing permanent damage to the best mail
delivery system in the world.

STATEMENT OF HON. NANCY LANDON KasseBauM, A U.S. SENATOR FrROM THE
STATE oF KAN8SAS

Knowing that your subcommittee has been examining the Private Express
Statutes, I want to take this opportunity to express concern ‘about the adverse
effect which repeal of the statutes would have on mail service in rural areas.

Although large metropolitan areas would undoubtedly continue to receive reli-
able mail service under private delivery systems, it is highly unlikely that com-
mereial firms would be willing to maintain adequate service in less-populated
rural communities. I am keenly aware, as I am sure you are, of the importance
which individuals in small communities place on mail delivery. It is essential
that dependable and reasonably priced service continue to be available in
these areas.

I hope that you will take these concerns into consideration as you further
review this issue.

STATEMENT OF HON. GEORGE J. MITCHELL, A U.S. SENATOR FROM THE STATE OF
MAINE

I would like to thank the Subcommittee on Economic Goals and Intergovern-
mental Policy for this opportunity to testify on the future of mail delivery in
this country.

One issue that should be addressed in any discussion of the future of mail
delivery in the United States is deregulation of the Postal Service. This proposal
would have widespread and harmful effects in my home State of Maine.

We all know, and appreciate, how important the mail is. In Maine, the lives
of many people, primarily elderly folks, revolve around the delivery of the day’s
mail. In many towns, the local Post Office serves as the center of community life.
The Federal Government has a responsibility to insure that the Postal Service
continues to provide efficient, cost-effective service to all regions of the country.

Deregulation of the Postal Service would repeal the Private Express Statutes.
These laws were enacted in 1972 and grant the Postal Service a monopoly on
the delivery of first class mail. I believe that repeal of the statutes would not be
in the best interest of either Maine or the Nation. ’

The purpose of granting the Postal Service a monopoly on the delivery of first
class mail is to insure uniform service in all areas of the country: both urban
and rural. There is an assumption implicit in any attempt to repeal the statutes
that competition for the delivery of mail will lower costs and improve service.
While this may be true in some parts of the United States, it certainly is not
true in rural States like Maine.

Maine has a low-population density. Therefore, it is more costly to deliver a
letter in Maine than in more populous States.

If the Postal Service is deregulated and the Private Express Statutes repealed,
I fear that private firms may move into metropolitan areas where it would be
profitable to deliver mail because of the high concentration of people. This would
result in major operating losses for the Postal Service and could force the Postal
Service to raise its rates to make up the difference. The end result would be
that people living in rural States like Maine would be forced to pay more for their
mail service with little, or no, increase in service.

In conclusion, let me say that I support efforts to improve the overall effi-
ciency of the Postal Service. But, repeal of the Private Statutes would not ac-
complish this goal. Rather, it would adversely affect those living in rural areas
of the country.
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STATEMENT OF HoN. DoNarp W. RIEGLE, JR., A U.S. SENATOR FRrOM
THE STATE OF MICHIGAN i

.An issue is facing the Congress that may potentially touech each and every
citizen; repeal of the private express statutes. Since 1792, when these statutes
were enacted, our Nation has been striving to maintain a universal system of
postal services. These statutes grant the 1.8, Postal Service the exclusive right
to carry letters.

The role of Government in the delivery of correspondence can be traced to our
origins as a nation. This role has grown 80 that citizens throughout the United
States are guaranteed equal access to the system. The efforts to repeal or modify
the private express statutes will inevitably produce inequities in the system, and
may damage the entire network of receipt, forwarding, and delivery of corre-
spondence.

The most evident threat to the system will be the “cream skimming” that will
oceur upon repeal of the statutes. It is almost certain that once private companies
have the right to deliver mail, the lucrative, high density, high volume areas will
become the province of commereinl entities, while the difficult, remote, and pri-
marily rural areas will remain the responsibility of the Postal Service.

If this were to occur, our rural residents would suffer, since the per-unit cost
of delivery will have to rise. Congress will be faced with the prospect of higher
subsidies, simply to maintain rural services, and that is intolerable given our
need to reduce Government expenditures in all parts of the budget. I question
whether the Cougress wants to take an action in the near future that will lead
to deleterions consequences in a very short time. .

The Postal Service touches everyone’s life, more so than any other Federsal
agency. I urge my colleagues to consider carefully the effects that the repeal
of the private express statutes would have upon our responsibility to provide
safe, dependable, and universal mail service to all of our citizens.

JOINT STATEMENT oF SENATOR TED STEVENS, ALASKA ; SENATOR Davip H. Pryog,
ARKANBAS; AND SENATOR CHARLES McC. MATHIAS, Jr., MARYLAND

The role of the Private Express Statutes in supporting our national postal sys-
tem is an extremely vital one. It is the cornerstone on which our Postal Service
depends. Its existence allows us to make available to all Americans throughout
this vast country an economical and viable method of communicating with one
another through delivery of hard copy letter messages. We intend to review the
history, content, and purpose of these statutes, which have served this country long
and well, and have helped to give us by far the best postal system in the world.

The Private Express Statutes help to support & universal service for all sections
of the country at uniform rates, by reserving to the U.S. Postal Service the exclu-
sive right, with a number of important exceptions, to carry “letters” for compen-
sation. It is important to focus on the word “letters.” The Private Express Statutes
do not cover all first-class mall, just “letters.” Moreover, the courts have affirmed
that they do cover letters of other classes than first class, such as third-class ad-
vertising circulars.

From the beginning these statutes have been g central part of the Nation’s
postal laws. They are the direct descendant of an act approved by the founders of
this country in 1782 in the Continental Congress. These statutes, which are similar
to provisions found in the postal laws of countries throughout the Western World,
have stood the test of time, They have needed adjustment only infrequently over
the course of the Nation’s history, despite the tremendous growth of the country
and the vast technological change which has improved the system in generation
after generation. The Private Express Statutes have lasted over the years because
they do the job which they are designed to do, and no more.

. We do not believe it is necessary for us to defend these statutes. Their critieal
contribution to the Nation's universal postal service structure over 200 years is in
itself eloquent testimony. But, we do want to stress that the burdeu of proof is on
any individual or corporation that would suggest our present postal system be dis-
mantled. We urge all to consider the old adage: “If it ain’t broke, don't fix it.”
It must be proven that the Postal Service has collapsed before any such radicat
changes are made to the Private Express Statutes. Those of us who have the re-
sponsibility to oversee the postal system and assure the public interest is served,
be it in Shismaref, Alaska; Baltimore, Md., or Siloam Springs, Ark., must be con-
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vinced not only that the Postal Service has failed to provide adequate service at
reasonable cost, but that an alternative system will serve the American public
better.

The Private Express Statutes are safeguards with reasonable limitations.

They apply only on post routes, where the U.S. Postal Service operates.

A general exception to the statutes permits an organization to carry its own
letters using its own employees. :

‘Another excludes letters relating to some part of the cargo or article carried.

The statutes made an exception for not more than 25 letters carried by special
messenger employed for the particular occasion only.

A broad exception permits any letter to be carried outside the mails if it is
properly addressed and sealed in an envelope, if applicable postage has been paid
and is indicated by stamps canceled in ink or by postage meter stamps on the
envelope, and if the date appears on the envelope in ink.

Supplementing these exceptions is a provision which authorizes the Postal
Service to “suspend the operation of any part” of section 601 of title 39, “where
the public interest requires the suspension.” The Postal Service has adopted both
temporary and permanent suspensions. The temporary suspensions have covered
situation in which labor stoppages or other conditions have interrupted U.S. mail
service, particularly to foreign countries. The principal permanent suspensions
permit private carriage of certain data-processing materials and “extremely ur-
gent” letters. The suspension authority has given the statutes the flexibility which
is needed to make them responsive and workable as times change.

Universal mail service has been a great boon to the economy of this country,
and has helped to stimulate business growth and competition much more than
restrict it. A great deal of private competition has flourished and has grown as
the Postal Service has grown. The parcel shippers in this country place a high
value on the various fine private parcel companies, while at the same time they
support the continuation and improvement of parcel post. The Postal Service
was the pioneer in the recent and ongoing boom in the parcel express market.
Express mail showed the way for the other private services which have followed
it since it was started in 1970, and both express mail and its private competi-
tion continue to grow in favor with the public.

The Private Express Statutes are needed just as long as this country continues
to require a universal postal service with uniform rates. The public insists on this
kind of service, and the Private Express Statutes reinain a necessary compan*
jon of that service.

It is an inescapable fact that we cannot have both the security and equity of
a universally available Government mail service and require it to split up its
present mail volume with competing private systems having more limited aims
and responsibilities. A single nationwide network reaching every home and busi-
ness can be maintained at a reasonable cost only if it continues to have large
volumes of mail flowing through the system.

This kind of high-volume system has enabled the United States to have post-
age rates which are lower than those in any of the other Western industrialized
nations, even though most foreign systems are more heavily subsidized. We don’t
believe for a moment that profit-oriented competition from the private sector
would be able to provide postal service at today’s levels throughout much of the
country for anything like the present rates. We cannot see private firms deliver-
ing mail to small communities throughout this Nation. What we would get is
higher rates and less service for just about everyone, and a tremendous disrup-
tion of the economic lifeline of this country, which depends heavily on the mail
system for communication between business and the consumer.

The only way to even try to offset the effect of siphoning away mail revenue
from the postal system would be to pump large sums of taxpayer money into
the system to make up for revenue losses. And with today’s budgetary realities,
we simply can’t afford it, and we know it is not going to happen. Even the token
publie service appropriations that are now authorized for the Postal Service are
not forthcoming in the current climate. So, it is a fantasy to think that we could
call on the appropriations process to pick up the cost of maintaining a universal
postal system going into every community and serving everyone. The revenue
protection which the Private Express Statutes afford is the right way to keep
a financially healthy system that can pay its own way, without calling for vast
sums from the Treasury.

We recognize that some contend that competition for carrying first class
mail would require the Postal Service to be more cost-conscious in their opera-
tion. We believe we, as Members of Congress, can and should demand that the
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Postal Service run a lean and taut ship, We have tried to impress on the Post-
master General that he should make every effort to do so. We welcome and
encourage our friends in Congress to join in that effort. Whether we like it or
not, the public holds us responsible for the action and performance of the Postal
Service, even if we have little control over the actual operation of the Postal
Service or its rates. We can change that by fine-tuning the Postal Reorganiza-
tion Act of 1970, but not by dismantling the keystone of the Postal Service, the
Private Express Statutes.

The Private Express Statutes are an inescapable adjunct of the kind of Gov-
ernment-provided postal services which we have demanded in this country.
The American pecple want to keep their services. They will continue to need
these statutory protections for the kind of universal service that we rightly in-
sist on retaining.

STATEMENT oF HON. MARK ANDREWS, A U.S. SENATOR FROM THE STATE OF
NOBRTH DAROTA

I want to express to your Subcommittee my sopport of the Private Express
Statutes and wmy opposition to deregulation of the U.S. Postal Service. I have
always considered the Postal Service just that—a service to the people of the
United States. Through the years the service has had a commendable record and
the American public accepts such service as a matter of course.

However, if the Private Express Statutes are repealed, the rural, less populous
areas of our country will be left with virtually no service at all. It’s quite ap-
parent commercial operators would seek the metropolitan areas, which would be
economically attractive, but avoid less populous areas. I'm sure you're aware of
the devastating effect this would have in the rural areas of such states as Idaho
and North Dakota as well as rural areas of states with large cities.

I would certainly urge thoughtful consideration of the 1973 Kappel Commis-
slon Report to President Nixon in which the public service concept of our postal
service is defended.

I appreciate the opportunity to submit this letter for inclusion in your Sub-
committee report.

STATEMENT oF HoN. EpWARD ZORINSKY, A U.S. SENATOR FROM THE STATE OF
NEBRASKA

S. 1801, recently proposed by Senator Symms of Idaho, would permit private
contractors to take over the collection, transportation and delivery of frst-
class mail.

The present mail statutes guarantee uniform rates and services for all domestic
first class mail, regardless of destination. ¥f S. 1801 is passed, private services
could take over the less expensive, easier, more profitable urban routes, offering
reduced postage rates. This would be at the expense of providing service to rural
communities. The U.S. postal Service would be left with the more expensive,
more difficult, less profitable routes in low volume mail areas.

Openiug first class mail delivery to the private sector might bring short-term
benefits, but its overall effects would be detrimental. A shared system would be
both costly and confusing. Rural areas would undoubtedly receive fewer services
and/or would be forced to pay more for the services that were available to them.
Increased government subsidies would be required as well. The loss of volume
wonld certainly weaken the postsl system itself.

The USPS is doing s very credible job of improving its service. Ye cannot
undermine these efforts by taking away the very essence of USPS’ existence.
The Postal Service is authorized by the Constitntion to provide service to all
areas, regardless of location or cost. It does not seem fair or wise to allow pri-
vate firms to “skim off the cream” and require the tax-funded postal service to
provide service to the more undesirable areas.

In addition, 8. 1801 would repeal the Private Express Statutes, resulting in
the loss of thousands of jobs since the Statutes recognize the Postal Service as
the exclusive carrier of the mails.

The bill’'s sponsors belleve that 8. 1801 will increase competition and therefore
benefit consumers. As a former Omaha businessman, I can appreciate that ra-
tionale. I am alsoc a strong believer in free enterprise and the value of competi-
tion. However, in the case of first-class mail delivery, I do not believe that private
contractors could provide cheaper or more efficient mail delivery, especially to
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the rural communities of the United States. Rural residents need and expect
dependable home delivery of first-class mail. Rural areas will not benefit from
increased competition; in fact, they will probably be less well served.

STATEMENT OF HON. GLENN ENGLISH, A U.S. REPRESENTATIVE IN CONGRESS FROM
THE SIXTH CONGRESSIONAL DISTRICT OF THE STATE OF OKLAHOMA

I would like to express my strong support for continuation of the Private
Express Statutes, which confer on the U.S. Postal Service its so-called monopoly
on the delivery of letter class mail.

As Chairman of the House Government Operations Subcommittee with respon-
sibility for overseeing the economy and efficiency of postal operations, I have
taken frequent issue with the manner in which postal management discharges its
duties. However, when I have objected to Postal Service initiatives, it has been
because I have believed them to be ill-conceived or to have had the potential for
considerable waste. During the past several years, the subcommittee has invested
considerable waste. During the past several years, the subcommittee has investi-
gated and found wanting a number of Postal Service activities including the
9-digit ZIP Code proposal, the penalty mail program and the operation of E-COM.
Nevertheless, I have developed a keen sense of just how good a job the U.S. Postal
Service does in serving the citizens of this country. :

In addition to gaining an appreciation for what it takes to deliver over 100
billion pieces of mail a year, I have come to understand the importance of the
Postal Service's letter mail monopoly to maintaining a viable universal postal
system. While, generally, I support the principle that the government should not
provide services in competition with the private sector, the proposal to “deregu-
late” postal services seems to argue that there is no role for the government. I do
not agree with that proposition. Moreover, there is little doubt in my mind that
either repealing or weakening the Express Mail Statutes would result in a signifi-
cant deterioration in postal services with considerably higher cost for much of
the country. .

One of the most lucid commentaries on this matter appeared in the February 20
issue of the National Rural Letter Carrier. I have attached a copy of that article
which I respectfully request you include in the hearing record, along with my
letter.

Thank you for the opportunity to comment.

Attachment.

POSITION OF THE NATIONAL RURAL LETTER CARRIERS’ ASSOCIATION REGARDING
THE PRIVATE EXPRESS STATUTES

1. What are they?

The Private Express Statutes are a group of Federal laws which are collectively
codified in Title 18, United States Code, Section 1693-1699 and 1724, and Title 39,
United States Code, Sections 601-606. They confer on the United States Postal
Service the exclusive right to carry letters subject to certain exceptions. Based
substantially on court decisions and opinions of the U.S. Attorneys General and of
its chief legal officers, the Postal Service has defined a letter as a message directed
to a specific person or address and recorded in or on a tangible object.

2. Recent changes in the statutes:

In November 1979 restrictions on private delivery were suspended for “ex-
tremely urgent’” letters, where it was demonstrated the Postal Service could not
competitively provide such timely service. On October 10, 1980, an additional sus-
pension was adopted for advertisements which accompany addressed merchandise
or periodicals. Finally, certain clarification to the regulations were made, includ-
ing the position that a message is considered to be “addressed” and subject to the
restrictions if it is marked for delivery to a specific person or place or delivered
in accordance with a “selective delivery” plan.

3. Enforcement :

Violations of the Statutes are punishable by fine, imprisonment, or both. The
Statutes may also be enforced by means of an injunction. Violators may be re-
quired to pay the Postal Service for postage revenue losses incurred as a result of
the violations.

4. Why are they needed?
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Essentlaily, the Statutes protect the revenue of the Postal Service so as to allow
the Postal Service to fulfill the Constitutional mandate that it provide “prompt,
reliable, and efficient service to citizens in all areas,” and to “render postal serv-
ices to all communities.” They provide for a “natural monopoly” to avoid high
duplicate capital expenditures of resources.

Comparisons can be made with other business entities in the public ntilities
field, such as the phone, electric and gas, and water companies. The revenue
sources protected by the Statutes, in short, help to maintain fairly stable and
affordable rates to insare a universal postal service by disbnsing irrevocable fixed
costs over a wider revenue base.

The Private Express Statutes also insure smooth domestic postal operations
with 104 foreign postal administrations, Through the Postal Inspection Service,
which no private entreprenenr would establish, the Postal Service provides com-
prehensive legal controls over mail to guard against frand and false representa-
tion, as well as guaranteeing the sanctity of the mail. Finally, the Postal Service
malintains appropriate records and forwards mail for the 20-25 percent of Amer-
icans who move each year.

5. What Would Competition Do?

Private firms which exist primarily to make a profit would obviously concen-
trate their efforts in densely populated areas where high mail volume can Le au-
ticipated. Avolding the investment in fixed costs and excessive logistical commit-
ments, their concentrated activities no doubt would be profitable and could re-
sult in lower postal rates—but at the expense of providing service to rural com-
munities and even innercity ghetto areas. Since their businesses would be lo-
calized or even regionalized, what mail is left would find its way to the Postal
Service, and it would in fact have a monopoly by default, in the areas avoided by
private enterprise. The consequence of this would be higher postal costs to those
using the Postal Service or greater subsidies from the federal treasury to over-
come the disparity of lost volume and revenue and the fixed costs which can not
be reduced proportionately.

Private enterprise would not provide those services described above nor would
they assume the role of facilitator to numerous government programs in which
the Postal Service has been involved—such as Draft Registration, Alien Regis-
trations, Food Stamp and Duck Stamp distribution and an ontlet for Treasury
Department Programs.

In conclusion, it is recognized that the Postal Seivice can and must be im-
proved to achieve more reliable, eflicient and cost-stable service to all our citizens,
but the introduction of competition is not the panacea.

" We therefore, strongly, recommend the retention of the Private Express .
Statutes.

Senator Symus. Our first witness this morning is Professor Wayne
E. Fuller from the University of Texas at El Paso. Mr. Fuller will
provide a history of the development of the Postal Service in the
United States, including the role that private mail carriers have
played in the past and the evolution of the private express statutes.

b Mr. Fuller, welcome to the subcomnmittec this morning and please
egin.

STATEMENT OF WAYNE E. FULLER, PROFESSOR, UNIVERSITY OF
TEXAS, EL PASO

Mr. Foruer. Thank vou, Senator. I've reduced my statement on the
postal monopoly to a brief discussion of its origins and answering
five questions relating to it.

First, what were the historic principles governing the U.S. Post
Office; second, what were the cffects of the challenge to the postal
monopoly in the 1840’s upon that postal policy : third, was the postal
monopoly abused; fourth, did the postal monopoly make the mail serv-
ice inefficient and resistant to change; and finally, is the postal monop-
oly outmoded $
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The origins of the postal monopoly. are rooted in the efforts of the
European monarchs to control communication in their realms and to
thwart conspiracies against them as they struggled to create nation
states in the 16th century. The monopoly was strengthened in time
first by the desire of governments to make money from their postal
systems; then by the need for postal revenues for expanding the serv-
ice; and finally by tradition. :

Only the latter two explanations for the establishment of the gov-
ernment monopoly are applicable to the American experience: tradi-
tion, established by the British postal system in colonial America and
the need for postal revenues that would be derived from the monop-
olized, and Congress bestowed the postal monopoly upon the U.s.
Post Office in 1792, That same year, Congress developed the Nation’s
postal policy. ’

That policy contained three basic principles: First, the Postal Serv-
ice was to be self-sustaining; second, the Post Office was not to make a
profit as had been the purpose of the British Post Office, but was to
use the postal revenues to extend the mail service; and three, Congress,
not the Postmaster General, was to establish the Nation’s post roads.

This new policy worked well until after the War of 1812 and Con-
gress established so many post roads to keep pace with their western
moving constituents that the postal revenues were inadequate to cover
the cost of the service. This presented Congress with its first major
dilemma in governing the Post Office. Was the extension of the Postal
Service to be sacrificed to conform to the principle of the self-sustain-
ing Post Office or was the pay-as-you-go rule to be given up in favor
of the extension of the service?

Not until the 1840’s when the rapid advance of the railroads network
and the Post Office’s high postage rates brought about a drastic reduc-
tion in postal revenues and the challenge to the postal monopoly itself
. did Congress find the answer to this question.

From the beginning of the Postal Service the postage rates based
upon a number of pages in a letter and the distance a letter was to go
had been extremely high. In 1843, for example, it cost 1814 cents to
send a letter from New York City to Troy, but only 1214 cents to send
a barrel of flour the same distance. For this reason, many Americans
sent their letters outside the mails when they could. This practice be-
came much more frequent when the expansion of the railroads made
it possible for enterprising Americans to ride the trains, carry pack-
ages and letters from town to town for a fee.

This was, of course, a violation of the postal monopoly and the Post
Office brought suit in 1843 against the Adams Express Co. to stop it,
but the suit was lost. Whereupon, the express companies established
opposition or alternate post offices, advertised their businesses and
boasted of the superiority of their services over that of the regular
Post Office. Although superior in some respects to the regular Post
Office, the express companies carried only those letters that passed
among the towns in the populated areas of the Nation and were profit-
able. The rest of the mail, the newspapers and the occasional letter
directed to distant parts of the Union, the unprofitable mail, was left
to the Post Office.

Nevertheless, a number of prominent people pointed to the improved
mail service given by the express companies and demanded that Con-
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gress eliminate the postal monopoly. Others, however, less radical,
pleaded that Congress at least reduce the postage.

In 1845, Congress answered the demand for the elimination of the
postal monopoly with a law that strengthened that monopoly instead
of abolishing it. But on the question of reducing the postage, Congress
hesitated. Rural Congressmen were fearful that lower postage would
result in postal deficits with the consequent reduction in their nonpay-
ing mail service.

To overcome this opposition, urban Congressmen leaped from argu-
ment to argument and finally came to the happy conclusion that the
Post Office, no more than the Army or Navy, nceded to pay its own
way, thereby paving the way for the solution of the crisis.

In 1851, a law was passed drastically reducing the postage as the
urban Congressmen wished, but to secure this, they had to concede to
rural Representatives that no post office was to be discontinued and
no mail service diminished because of any reduction of postage rev-
enues that might result from the lowering of the postage rate.

What, then, was the effect of this change to the postal monopoly,
upon postal policy, and the postal service?

First, it began a quarrel between rural and urban Congressmen over
the management of the mail service that was to last throughout the
life of the old Post Office. Second, it meant the end of the principle
that the postal service must pay its way. Third, it meant that if postage
revenues were insufficient to extend the postal service, Congress would
appropriate the money to do it, and it did.

Only 13 times between 1851 and 1968 did the Post Office pay its
way. In all the years, Congress made up the difference.

Fourth, the new law began a trend toward the gradual reduction of
letter postage that ended in 1885 with a rate of 2 cents for a 1-ounce
letter going any distance in the United States. It is suggestive of the
stability of the Nation’s economy in this period that, from 1885 to
1968, the letter postage was changed only once when, in 1931, it was
raised from 2 to 3 cents.

Fifth, the new law paved the way for a vast extension of the postal
service, Freed from its old restraints. the Post Office brought the

ostal service to the Nation’s most isolated people, made important
improvements in the delivery of the mail, and added a number of use-
ful postal services.

Finally, the new law ended the challenge to the postal monopoly.
Indeed, so well did the American people regard their mail service in
the aftermath of this law that not until the 1890’s did the Post Office
again come under serious attack for what was regarded in some circles
es an abuse of the postal power and, at least indirectly, of the postal
monopoly.

Tronically, the complaints came in part at least because of the supe-
rior service the Post Office had been giving to those who attacked 1t
in the 1890’s and early 1900's. By the 1870's, Congress had opened the
mail to almost every kind of publication and to merchandise as well
and so chaotic had the mails become that they were divided into four
classes. The second class, which was at the heart of the trouble, was
defined as letter mail that contained information of a public character
or was devoted to literature, the sciences, arts, or some special industry.
And 1885, the pastage on this mail was only 1 cent a pound.

1i-341 0 - 82 - 2
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Because of the cheap postal rate and somewhat vague definition of
second-class mail matter, a vast torrent of periodicals, newspapers,
advertising magazines, and paperback books poured into the mails
increasing the weight of the second-class mail alone from 69 million
pounds in 1881 to over 815 million pounds by 1896. Much of this mate-
rial did not conform to the definition of second-class mail and some
Offﬁ tbelpaperbacks were considered to be obscene by a number of postal
officials.

In the 1890’s, therefore, the Postmaster General began to deprive
some publishers of their second-class mailing privilege and to ban
some books from the mails. For this, he was accused of censorship and
of the abuse of his power.

Had the Postmaster General in fact abused his power? Congress
had earlier declared in the act, upheld by the courts, that obscene,
lewd, lascivious, or indecent writings were unmailable. But whether
this meant that the Postmaster General had the right to determine
what was obscene or indecent was questionable.

In any case, most of the material barred from the mails was second-
class matter that did not come under the postal monopoly, so that it
could scarcely be held that Congress, in making some printed material
unmailable, had abused the postal monopoly. Indeed, far from over-
stretching or abusing the postal monopoly, Congress rigidly restrained
it through the years to prevent the Post Office from competing with
private enterprise. In spite of repeated and vigorous demands from
reformists to do so, Congress steadily refused to extend the postal
monoply over the telegraph and telephone lines. For more than four
decades, it also limited the parcel post to a 4-pound parcel service to
appease the express companies to smalltown merchants and in the
interest of other businesses sidetracked the postal savings bank until
the early 20th century.

If the postal monopoly was not abused, did it not make the postal
service inefficient and resistant to change?

It is arguable that had private companies been allowed to compete
with it, the Post Office might have made improvements in its service
more quickly than it did. But in perspective, and-taking all things
into consideration, the U.S. Post Office was a remarkably flexible and
innovative public service. )

Spurred on by the political interest of the Members of Congress, it
had, by the close of the Civil War, revolutionized the way the mail
was distributed and added numerous services, such as the city free
delivery and the money order system. )

After the war, it extended the postal routes to the most isolated
areas of the Nation, established thousands of little post offices and as
many communities and brought rural free delivery of mail to the
farmers.

Indeed, once the principle of a self-sustaining Post Office was aban-
doned, the U.S. Post Office, with its postal monopoly, served the
Nation very well and contributed immensely to the American civiliza-
tion. Tt carried the news and reading material to the most isolated
Americans and-was often referred to as the “Great Educator.” It con-
tributed both directly and indirectly to the spread of the country’s
stagecoach lines, the building of roads, the development of steamboats,
railroads, and merchant marine. Newspapers and periodicals relied
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upon it for their survival as did countless businessmen. Even democ-
racy itself and the welding togcther of the sections'into one Union
owed something to this omnipresent arm of the National Government,
which brings me to the final question.

Is the postal monopoly outmoded? It is perhaps not the role of a
historian who is accustomed to telling what was to say what should be,
but it may be appropriate to point out that most of the historic condi-
tions out of which the postal monopoly grew and which made it so
essential no longer exist. There is certainly less reason now than for-
merly to believe that the sanctity of the mails can really be protected
by a continuation of the postal monopoly. Moreover, the day when the
Post Office was the sole means of diffusing knowledge among the
American people, which was a very costly undertaking, has long since
vanished.

And finally, in creating the U.S. Postal Service in 1970, Congress
supplanted the principle of service for the self-sustaining principle
and made the new Postal Corporation strictly a business proposition
with a goal of being self-sustaining in 1984.

To reach this goal, the postal service has already reduced or at
least, changed the service in rural America and raised the postage rates
and now, like the Post Office in the 1840’s, it finds its monopoly
challenged.

Under the circumstances, it is certainly worth debating whether a
Government corporation organized as a business engaged in private
enterprise should retain the advantages of the postal monopoly.

[The prepared statement of Mr. Fuller follows 1]
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PREPARED STATEMENT OF WAYNE E. FoLLErR

The government postal monopoly as we know it today is
traceable to at least four principal sources, none of which are
precisely applicable to the postal monopoly in modern America. )
The origin of the postal monopoly 1s rooted in the efforts of
European monarchs to control communication in their realms and
to thwart conspiracies against them as they struggled to create
nation states in the fifteenth and sixteenth centuries. The
monopoly was strengthened over the years by the desire of govern-
ments to make a profit from the postal system, by the need for
revenue to expand the postal service, and by tradition.

The history of the British postal system, from which the
United States Post Office derived, offers a good example of the
rise of the postal monopoly. The royal post, as it was called,
was developed under the Tudor monarchs in the sixteenth century
primarily to carry messages of the government too delicate to
be entrusted fo private posts. Fears of foreign intervention
in the nation's affairs led the government near the end of the
century to demand that all foreign letters be sent only thfough
the royal ppst, and this restriction was gradually applied in
the next century to all letters domestic and foreign.

This growing monopoly of the royal post over the carrying
of letters Qas contested in the seventeenth century by private
businesses until near the end of the seventgenth centurvahen

jmprovements in the service of the royal post mgde the
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competition of private posts all but impossible, In 1710
Parliament extended the government's postal monopely throughout
the growing empire, but by this time the primary purpose of the
monopoly had shifted from the special need to control communi-
cation to the need to produce a revenue for the crown.

It was this postal system that was implanted among the
English colonies in America and developed in the eighteenth
century. Following British precedents it possessed the postal
monopely, and its purpose was to produce a revenue as well as
to provide gcommunication among the colonists an& the governments
of the colonies, In 1761, for the first time, 1t did produce a
surplus of postal revenues,

During the American Revolution and the Confederation peried,
the Americans developed their own postal system modeling it
upon the royal post the British had established in the colonies.
So familiar, in fact, were the Americans with the idea of a
postal monopoly that in 1792 when Congress, acting upon the
autheority given it by the Constitution to establish post offices
and post roads, established the United States Post Office, the
postal monopoly was not really debated. Congress merely followed
the tradition that had been established and bestowed the postal
monopoly upen the Post Office,

Yet the purpose of the postal monopoly given the United
States Post Office, as it turned oui, was not the same as it had
been under the royal post. For three years following the
adoption of the Constitution, while the old Confederation

Post 0ffice was kept temporarily in place, Congress wrangled
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over the law to establish a permanent postal syétem. This
lengthy debate centered primarily upon the question of a postal
policy for the new Post Office, and in the end Congress decided
upon three basic principles. The first was that the Post Office
must be self-sustaining; the second, that the Post O0ffice make
no profit, but use its surpluses to extend its services; and the
third, that Congress, not the Postmaster General, must establish
the nation's post roads.

So the United States Post Office, unlike the royal post,
was not to make a profit. Instead the revenues it made from
its postal monopoly were to be plowed back into the service,
and until the War of 1812, few Congressmen found reason to
quarrel with this postal policy or the postal monopoly. Each
year new post offices and new post roads were established as
Americans fanned out along the upper reaches of the Alleghany
mountains, and the postal revenues were sufficient to meet the
cost of the new service. But following the War, so rapidly did
Americans move westward and so great were their demands upon the
Post Office for postal service, that the postal revenues were
occasionally unable to meet the needs of the new service,

This problem might not have surfaced so quickly had Con-
gress been willing to delegate its power to establish new post
roads to the Postmaster General. Had it done so, that official
might have been able to establish new post routes in a manner
at once less hasty and more in conformity to postal revenues.
But Congress would not yield on this, for the power to establish

post roads was of great political importance, and in each
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congressional session it passed a law establishing more post
roads. And, because the Postmaster General had no chcice but
to establish postal service over the new roads Congress created,
and because he could not change the postage rates to increase
the Department's income, he was left with no option but to go
in debt,

The result was that in the early 1820's the Post 0ffice
was spending more for new scrvice than it was receiving, which
raised a perplexing problem for Congress: was the extension of
the postal service to be sacrificed in order to adhere to the
principal of a balanced budget ¢r was the principle of the
balanced postal budget to be sacrificed for the extension of
the service? '

Congress was not ready in the 1820s to decide this question,
and the Post Office moved uneasily through the 1820s and 1830s,
sometimes paying its way and sometimes not as the post roads
continued to advance toward the setting sun in order to keep
pace with the westering Americans. But the rapid expansion of
the railroads and the Post Office's high postage rates pre-
sented Congress with problems that challenged not only the
Post Officc's postal policy but the postal monopoly itself.

From the establishment of the Post Office in 1792, letter
postage rates, based on the number of pages in a letter and the
distance the letter was to travel, had been exiraordinarily
high to offset the cost of carrying the mail and extending the
service, In 1843, for example, it cost eighteen and a half

cents to send a letter from New York City to Troy, but only
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twelve and one half cents to send a barrel of flour *he same
distance. Through the years many Americans avoided paying the
high postage rates by sending their letters outside the mait
when opportunity offered, but it was not until the expansion of
the railroads in. the late 1830s and early 1840s that they began
to.break the postal monopoly openly and in large numbers by
entrusting their letters to the care of those American entre-
preneurs who were busily forming what came to be called express
companies.,

As the railroads were being built from town to town private
businessmen began traveling along the railroad lines carrying
parcels from place to place for a fee. From carrying goods that
were not under the postal monopoly, however, they quickiy ad-
vanced to carrying letters that were, and in the 1840s more than .
seventeen small express companies were engaged in that practice,
Under the circumstances, the postal revenues, already troubled
by the continued expansion of the service and the mounting
costs of transporting mail over the new railroads, fell dra=~
matically as the letter postage dwindled.

To make matters worse, there seemed little the Post Office
could do to stop the hemorrhaging cf the postal revenues. In
1843 it brought suit against the Adams Express Company for a
violation of the postal monopoly and produced witnesses to
testify that they had seen employees of the company transport
letters. But the suit was lbst because the law granting the
postal monopoly to the Post Office was so poorly drawn, it

could not be determined that the law had actually been broken.
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After this, the express companies openly established opposition
post offices, advertised their services, and boasted of their
superiority over the regular‘mails.

And in some ways they were superior, Not only could they
take letters from town to town faster than the Post Office could,
but becaﬁse of the Post Office's high postage rates they could
do.it{ more cheaply. Besides this, they often delivered the
letters they carried directly to the homes of the addressees, a
service the Post Office had not yet added.

But the express companies carried only the profitable mail
covered by the postal monopoly. They took the letters and left
the rest such as newspapers for the Post O0ffice to transport.
ifore importantly, the eXpress companies took only those letters
that entered the busy trade between cities, The occasional
letters sent over the long and expensive mail routes of the
South and West and in all rural areas were alsc left to the
Post Office,

These facts were apparently lost, however, on a number of
urbanites in the eastern cities who launched a vigorous attack
upon the postal monopoly. Arguing that the success of the
express companies proved that private businesses were shperlér
to the government business, they suggested that the monopoly
should Ye eliminated and the postal service be left to private
enterprise. Other eastern businessmen, however, less radical
in their démands, pointed out that they were forced to pay
high postage rates in crder t¢ subsidize non-preoductive routes

in the~sparsely settled South and West énd flooded Congress
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with petitions urging a reduction in the postal rates.

Td the argument that the postal monopoly be eliminated
Congreés paid no attention and, in fact, strengthened the postal
monopoly by the postal law of 1845 whi ch made clear the illegal-
ity of sending a letter outside the mails. But it was not easy
for Congress to accept the proposition to reduce the postage.‘
The Postmasters General were reluctant to lower the letter
postage rate lest it mean a loss of postal revenues and the
inability of the Post Office to pay its way., More importantly,
rural Congressmen, those from the South and the West especially,
whose mail service never paid its way but had to be constantly
expanded as settlers moved into the unoccupied lands, feared that
the lower postal revenues that would follow the reduced postage
would mean less service for their areas, Egstern‘Congressmen
tried to persuade their colleagues that reduced péstage rates
wouid mean not less but more postal revenues becausevso many
more letters would be mailed than before. And when this argu-
mént seemed to fall on deaf ears, they began to argue that the
Post Office did not need to pay its way any hore than the Army
or Navy should pay its way. It was a service and Congress
should, if need be, pay for it.

Still; rural Congressmen'remained unconvinced and demanded
that it be put in writihg that if they voted to reduce the
postage rates and the postal revenues feil, the existing rural
service would not be curtailed and the demands for the expansion
of needed service would not be rejected. And in an historic

" law passed in 1851 these demands were met, Congress drastically
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reduced the postage rates and stipulated that no pest office

was to be discontinued and no mail service diminished because of
any reductions of postal revenues resulting from the reduction
in postage.

This settlement was a major turning point in the development
of the United States Post Office. Not only was it the first
major compromise of many that were to follow between urban and
rural America in the development of the postal service, but it
also began the long trend foward reducing letter postage that
ended in 1885 when the postage rate for carrying a one ounce
letter traveling any distance was just two cents. And such was
the stability of the nation's economy that from 1885 to 1958 the
letter postage rate was changed only once, from two cents to
three cents in 1931, Of more significance than all this, however,
was the fact that the legislation of 1851 meant the end of the
self-sustaining principle of the Post Office. By stipulating
that the Postmaster General could not discontinue or curtail
existing postal service or refuse to establish service even if
a deficit resulted from the lowered rates, Oongress clearly
intended that it would appropriate money from the general
treasury to continue the expansion of the mail service if
postal revenues were insufficient to do so. And it did. Only
thirteen times between 1851 and 1868, and those mostly in war
time situations, did the Post Office take in more money than it
spent; in all other years, Congress made up the difference.

Having successfully weathered the attack upon it, the

postal monopoly, although criticized now and again by irate
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spokesmen, was not seriously challenged until the present time,
and the Post Office, operating under the new policy that put
service vefore the principle of self-sufficiency spread rapidly
across the nation. New services were added from time to time to
accommodate the people, and not until the 1890s when book pub-
lishers accused the Post Office of censorship and businessmen
attacked the Postmasters General for an abuse of power was the
Post 0ffice again seriously criticized.

Because it was virtually the nation's only organized means
of communication and because the spread of information or
ndiffusion of knowledge," as Americans called it; was believed
to be of utmost importance 1o people living in a democracy,
Congress admitted to the mails over the years not only news-
papers, government-documents, magazines, advertisements, books,
and tracts of all kinds, but also, in the aftermath of the Civil
War, four pound packages of merchandise, so that the United
States Post Office, which had begun with the primary purpose of
carrying letters, had become the largest transportation service
in the nation. So vast indeed were the various items being
mailed that to bring order from chaos the mails were divided in
the 1870s into four classes with which we are all familiar.

The second-class mail matter, which was defined as material
containing information -of a public character or “devoted to
1iterature, the sciences, aris, Or some special industry,” was
mailed atter 1885 in accordance with the government's policy
of diffusing knowledge, at the astonishingly low rate of one

cent a pound, As a result of this cheap postage rate, the
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weight of the second-class mail alone rose from 69,952,432
pounds in 1881 to a staggering 315,000,000 pounds in 1895,

0f all this mail, only the letter mail, or first class
mail, produced enough revenue to pay for itself and to help
subsidize the mail on which thé Pogst Office lost money. 3But
the first class postage could offset only a fraction of the
postal deficits, and in the end Congress was forced to subsidize
the diffusion of knowledge under its policy of extending mail
service whether it paid for itself or not. But the cost of
the service grew as rapidly as the size of the mails, and in the
late ninetcenth century the Pogtmasters General, arguing that
much of the second-class mail, particularly the paperbdack books,
contained no information of a public nature, were not devoted
to literature, and were, in fact, obscene in some instances,
began to deprive some publishers of their second-class mail
privilege, and, cven banned some books from the mails. This
drew a charge of postal censorship from the anguished publishers
who condemned the Posimasters General for abusing the power
Congress had given then,

The Postmasters General were on firm ground, however, so
far as the law was concérned. Years before, Congress had de-
clared that not all written material was mailable, In the
1870s any obscene, lewd, lascivicus, or indecent writing and
all articles and advertisements of articles used to prevent
conception or to produce abortions were declared to be unmail-
able, Later Congress made it a criminal offense to send an

obscene letter even if sealed,
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If from the present perspective it appears that the Post-
magter General had abused his power and committed an act of .
censorship, it should be remembered that this was a period when
there was an agreement among Americans generally on what was
obscene and what was not and on the necessity of preventing’
the spread of such material. Indeed, the Supreme Court itself
upheld the laws on obscenity asserting that Congress's right to
establish post offices and post roads carried with it the right
to determine what was carried in the mails. But even if there-
had been an abuse of power, it was more an abuse of the Con-
gress's postal power than of the postal ‘monopoly. The second-
class matter banned from the mails was not covered by the post-
al monopoly, and publishers were free to send their books by
express, as they sometimes did, or by any other method avail-
able,

There was, of course, the law to prevent the mailing of
obscene letters which did come under the postal monopoly, and
it must be said that for a time, at least, the postal inspec-
tors assiduously enforced this law. But on the whole the Amer-
jcan experience was that the postal monopoly, so far from being
abused, was so rigidly restrained by Congress that it was not
even extended to control the new means of communication which
were developihg in the nineteenth century and which were being
absorbed into most European systems.

Throughout its long history, the Post Office was a kind of
proving ground for the theory of free enterprise that most

Americans held dear. In the inadequacies of the postal system,
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champicns of free enterprise found an argument against sccial-
istic experiments, On the other hand, those who saw tpe danger
of unbridled competition in the late nineteenth and early
twentieth centuries, pointed with pride to the accomplishments
of the Post Office as an example of the benafits a government
owned business might bring to the people. But whether private
companies could have given better service than the government
owned FPost Office, or whether the Post:  O0ffice might have managed
certain private communication systems better than the private
companies, was naver really tested. The postal monopoly pre-
vented private companies from entering the postal business, and
Congress prevented the Post Office from stretching its monopoly
over the telegraph and telephone services.

At one time in the history of the country it was expected
that the Post Office would monopolize the telegraph. The gov-
ernment had financed Samuel Morse's experiment in 1844 with the
expectation the Post Office would take over the teleégraph if it
became successful, But the moment of decision came at the very’
time when the postal monopoly was under attack, and perhaps for
that reason the telegraph passed into private hands, Nor could
the sporadic attempts of various reformers in the nineteenth
century induce Congress to extend the postal menopely over the
telegraph system, and, in fact, fhrnughout most of its existence,
the Congress prevented the Pogt Office from competing with
private enterprise. For more than ftour decades the parcel post
was limited to a tour pound package service in order to appease

the express companies and the small town merchants, Moreover,
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establishment of the postal savings bank, which was repeatedly
proposed by reformers in the late nineteenth century and which
many Europeans who came to America in those years were already
accustomed to using in their own countries, was delaxed until
1910. '
Although. the restrictions Congress placed upon the postal
.monopoly did prevent the postal service from achieving its
full potentiai, the;e is no proof that the postal monopoly
jtself made the Post Office unduly inefficient, resistant to
change, or unresponsive to the demands of the people., 0On the
contrary, given the magnltude of the postal business and the ,
necessity of waltlng upon Congress for needed changes in the
postal laws, the United States Post Office was a remarkably
innovative public instrument that regularly added new postal
services and made improvements in mail delivery.

By the close of the Civil War, the Post Office had intro-
duced the pre-paid stamp, the envelope, the registry, money-
order, and city free delivery services, and it had inaugurated
that marvel of marvels in postal history, the railroad post
office which completely revolutionized the way mail was handled.
True, many of the postal innovations came in response to the
demands of businessmen and urbanites, but the rural areas were
never completely overlooked. Indeed, for nearly every postal
impfovement that benefited the cities there was an extension of
the service of some kind:for rural America, Long, non-paying
rural mail routes were stretched throughout the rural areas of

the South and West, thousands of little fourth-class post offices
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were established to serve the mail routes and give identity to
as many small communities, and in 1902 the costly but much
appreciated rural free delivery of mail experiment was made
permanent and rural free delivery routes soon covered the
American countryside. This service was soon followed by the
establishment of the postal savings banks in 1910 and the en-~
largemént of the parcel post system In 1913, both of which had
long been demanded by the nation's farmers.

Interesgtingly, in view of the many laments made about the
connection between the post office and polities, politics, after
all, was largely responsible for many of thess innovations
in the postal service. Throughout the nineteenth century and
well into the twentieth, taking the mail tc the people was vir-
- tually the only direct service the national government performed
for its people, and the mail carriers and postmasters were often
the only representatives of that government the people knew.

The service, moreover, was exceedingly popular in most areas of
* the nation, and therefore valuable to the pcliticians who could
take credit for bringing the service to the people. The result
was that politics was the leaven in the American Post Office
that sped the building of the mail routes to the far corners of
the land, inspired postal innovations, pushed through the needed
postal legislation, preserved the familiar relationship be-
tween patrons and postmasters, and made the Post Office a public
servant rather than a business.

Whether a private business engaged in carrying the mail

would have been as responsive tc the demands of the people
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and as efficient in performing the Various postal services as
the United States Post Office was will always be arguable.
What is apparent from the postal record, however, is that as
long as Congress placed service above the principle that the
Post Office must pay its way, it served the people well, and
made immense contributions to the American civilization., It
contributed both directly and indirectly to ‘the spread of the
country's early stagecoach lines, the building of roads, and
the development of steamboats, railroads, and thé merchant
marine. Newspapers and periodicals relied upon it for survival
as did countless businessmen whose transactions and advertise-
ments were carried largely by mail, Even democracy itself and
the welding of the nation's sections into one mighty Union owed
something to this omnipresent arm of the national. government.
It remains, of course, to be seen whether the new United
States Postal Service, established by Congress in 1970 will do
as well with its postal monopoly as the old United States Post
Office did. Unlike the old Post Office, the United States
Pogtal Service is firmly organized on business principles and
is expected to be self-sustaining by 1984, But to be self-
sustaining the postal service has traditionally been forced to
raise postage or trim the postal services, The new Postal
Service has dane both, and now, like the Post Office in the
1840°s, finds its postal monopoly challenged. Considering
t“at the Postal Service was designed to act in all ways like a
private business and given the great changes in methods of com-
mPnicatiog in modern_America, the questiorn: of whether_the
*United States Postal Service should retain its monopoly is

indeed worth an American debate.
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Senator Symams. Thank you very much, Professor Fuller, for an
excellent statement. T have several questions I weuld like to ask you to
have as part of our record. You will note that there aren’t a great
many Senators here this morning or House Members, as the House is
out of town. It was not the intention for it to be out of town today but
they are. But what I would like to do is leave my counselor, Sam
Rouston, to ask you some of these questions so we can have them on
the record and all have the opportunity to review them. That bell that
rang in the midst of your testimony is calling me to the floor to vote.
I will be right back but he can go ahead and ask a couple of questions
in my absence and we can get it on the record and save going through
the legislative correspondenco if you have another minute or two.

Mzr. FoLier. Sure. ]
Senator Syamus. If you'll excuse me, Il turn the mike over to Sam

Rouston, my able counselor.

Mr. Roustox [presiding]. I might note for the record that Professor
Fuller’s correct name is Wayne E. Fuller. The middle initial was
printed incorrectly and we want to correct that.

Professor Fuller, we appreciate your testimony this morning. We
would like to focus on the historical aspects of your statement in cer-
tain areas. )

Are you familiar with the history of postal attempts to enter busi-
nesses related to basic postal businesses such as banking, pneumatic
tube delivery, telegraphy, parcel delivery, et cetera.

Mr. Forer. Yes.

Mr. Rousron. Has the Post Office sought to enter such businesses
and have these attempts been successful and has the public interest
been served by attempts of the Postal Service to enter private areas?

Mr. Forier. Well, as I said in my prepared statement, there was
an attempt in the late 19th century to enter the telegraph business
and, indeed, in 1844 when Mr. Morse developed the telegraph, Con-
gress had supported it and appropriated money for it for that famous
experiment going from Washington to Baltimore, and it was expected
that the Post Officc would take this over. But in the matter, when push
came to shove, the Post Office backed away from it and Congress
backed away from it, largely because they didn’t want to interfere
with private enterprise,

Nineteenth century America believed firmly in private enterprise
and the postal monopoly was restrained from entering telegraph serv-
ice, from entering even the postal savings banks until 1910, as I
pointed out. In the 1890, they did begin the pneumatic tube service
here in Washington, but that didn’t develop very much.

The point is, I think, that it was Congress feeling that the Post
Office must not interfere with private enterprise and sll along there
were those people, even some on the Post Office Committee in _the
- 1890’s, who believed that the postal monopoly—even this should be
given up. But most people agreed the Post Office could do what it did
and leave the matter there.

Mr. Roustoxn. How do you see the events of the past in the Post
Office, now the Postal Service, expanding into what many would con-
sider private enterprises, private activities? How do you see those as
relating to the desire on the part of the Postal Service today to enter
into the electronic mail delivery field ?
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Mr. Fourrer. Well, from the time of electronics there’s always been
that movement of people—some of the postal authorities—to enter
into these and I'm not sure in the old days when it was a service-
oriented organization, my feeling as I was writing my book that that
would have been good.

1 think the whole thing has changed since 1970 when the Post Office
is no longer oriented basically toward service but basically toward
being self-sustaining. I think the difference in those two principles’
changed the whole picture of the mail service in the United States. So
I would question whether or not the Post Office under the present
arrangement should get into these.

Mr. Rouston. I see. In general, what have been the major innova-
tions in the postal business and have they been developed by the post
office or by private enterprise. private competitors?

Mr. Forier. Well, there are a whole list list of innovations. For
example, in the early days of the mail you didn’t have envelopes, you
didn’t have stamps. The post office developed these, using as a prece-
dent the British system. They developed and registry service, the
money order system, rural mail delivery and urban mail delivery, and
this was done, in part, because of the inability of people in the cities to
all go to one post office and get their mail and because, in part, there
were private carriers carrying the mail from the post office out to the
homes. So in that respect, private enterprise did compete.

But in the areas where they developed, for example, a railroad post
office, which was a marvel ofy the age and changed the whole way the
post office distributed its mail. Instead of distributing it to distributing
centers as it does now, they distributed it on railroad cars as they
moved along, and this was a tremendously efficient system. This was
developed primarily by the postal service itself and not by any com-
petition of the railroad or by private enterprise and, in fact, one of the
great contests throughout the 19th century was the contest between
the post office and the railroads overcharging for the service. Govern-
ment always felt it was getting cheated and the railroads always felt
they were getting cheated, and this was one of the continuing
problems.

The rural free delivery mail was developed not because of private
* enterprise but really because of politics. I think it’s important to note
that as long as the post office was associated with politics—many
people think that was a terrible thing, but my analysis was that it was
helpful to the postal service because it was very flexible as long as it
was related to politics. Politicians have to get their constituents’ mail
out and they’re responsible for it. So in debate after debate through-
out the 19th and earlv 20th century vou can see them listening very
well to the demands of their people, and that situation no longer seems
to remain.

Mr. Rouston. We should note that one of your primary interests is
rural America and you have dealt with rural America and its history
extensively in areas other than postal issues.

But to what extent has rural postal service been accomplished by
contracts with private individuals as opposed to direct postal service?

Mr. Furier. You mean historically ¢

Mr. RousToN. Yes. ,

Mr. FuriLer. Well, there have been no great amount to of private
business. The only connection there—by contract service, I suppose
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you mean the star route mail carriers who contracted, but they still
came under postal regulations and you can’t hardly say that’s private
enterprise, but there were thousands and thousands of star route mail
carriers and mail routes.

In the late 19th century, what that meant was that anybody who
contracted to carry the mail had an asterisk placed over their name
or alongside the route and that was a start and it meant that the;,'
could conduct carrier mail by any vehicle they wanted to. It wasn't
designed to carry it by railroad or stagecoach. They could even walk
with the bag over their shoulder if they wanted to. But these were all
contracted with the postal service.

There was some scandal attached to this, Everybody knows the
famous star route frauds of the 1880%s, And there were—which I wasn’t
able to mention in my survey—a number of investigations of the postal
service, & number of indications of fraud and this kind of thing.

But on the whole, when you consider the vast undertaking I don’t
think you can argue that postal service was terribly corrupt.

Mr. Rotstox. We need to differentiate between the ]private express
statute and rural mail delivery. Are the two inseparably joined or are
there other ways of providing rural delivery or could there have been
other ways of providing rural delivery other than through a private
express statute?

Mr. Fureer. By that, you're asking could private industry have done
this for rural America? Is that your question ?

Mr. Rouston. Could they have?

Mr. Forier. Yes, they could have, but I don’t think they would do it
because it probably wouldn’t have been profitable. This is the great
argument and it still goes on today, that the profitable mails are in the
city and it’s profitable to carry letters where you have a large number
of them and first class mail, of course, and the history of the post
office indicates certainly that rural service never paid its way. This is
why Congressmen from rural areas were always concerned that if
urban areas were given a certain postal service they had to be given a
quid_pro quo, something to see to it that their service wasn't dimin-
ished. This began back in 1851 and it continued right up through the
changing of the postal law in 1970. In fact, the opposition to the
change in 1970 to a postal corporation came really from the rural areas
because they got no guarantec really—at least they didn’t feel that
they had a gnarantce—that service was going to be continued in rural
America, because if you're going to the sclf-sustainin ; policy where
the post office has to make itself pay its way, they’re going to look first
of all at the places where it doesn’t pay, and that is rural America.
And though the corporation statute says that the rural mail will not
be diminished, rural Congressmen and Senators didn’t believe it and
in fact many complain that it has been in fact reduced.

So to answer your question briefly, I don’t think private enterprise
would have done it.

Mr. Roustox. Could the Congress have structured—and you have
mentioned the politicization of the Postal Service and how at least
during a certain time it was beneficial for the delivery of mail because
it required the attention of Congress to provide these services to their
constituents in rural areas—could the Congress have adopted another
approach, say, of subsidizing rural delivery from general revenue in-
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stead of placing the burden of this subsidy on other general mail
handlers?

Mr. Furrer. Well, in fact, they did. The Post Office appropriation
bill always came out with in fact subsidies from the Congress because
the postal never paid its way. The only class of mail that paid its way
is the first-class postage and yet here were all these routes being ex-
tended and every year there was a postal deficit, and this came out of
the appropriations from Congress. So if one were to say what should
be done if the postal monopoly were to be ended, some guarantee would
have to be given, I think, to rural America to.make sure that they
would get their service. It might be that the Post Office could continue
to handle the rural mail and let the others go, but that would have to
be an appropriations because it would never pay for its way.

Mr. Rouston. Could you give us just a more concise history of the
uniform first-class postage role and some of the specific reasons why
it came about and if this law has a future?

Mr. Furrer. Well, as I said in the prepared statement, it’s rooted
in history, and the old idea of controlling communication of earlier
governments. This is the origin of the postal monopoly. But in the
United States we weren’t so much concerned about control of com-
munication as making enough money to expand the service which was
the primary policy at the very beginning. That’s why you have a mo-
nopoly over the first-class mail service. And then, tradition, I think.
We get in the habit of doing things a certain way and this had been
done during the colonial period and the Postal Service had been mo-
nopolized, so I think the two basic things then were to raise money
to expand the service and to adjust to custom.

Mr. Rouston. Article I, Section VIII of the Constitution gives the
Congress the power to establish post offices and post roads. Now
through your testimony we're aware of what has developed since then.

Is there any historical factor which would prevent us from chang-
ing for the future the way we handle the delivery of the mail?

Mr. ForLer. Well, no, I don’t think so. We’re bound by custom and
all we have to do is break the custom I suppose.

Mr. Roustoxn. And are you of the opinion that what we have, the
method of delivering mail that we’ve had in the past and what we
have in the present, do you think that that will be sufficient for the
future or do you think that we do indeed need to restructure the
deliverv of mail?

Mr. Forier. Yes, I think we need to restructure it and I think we
need to reconsider the whole thing.

Mr. RousrtoN. All right. Professor Fuller, on behalf of Senator
Symms and the subcommittee, I again want to thank you for your
very fine testimony and your kindness in being here with us this morn-
ing. There may be an occasion for us to submit other questions to you
and if we might do that we would appreciate it.

Mr. FuLLer. Sure.

Mr. Rousron. Again, thank you very much. Until the Senator re-
turns, we will have a recess.

[ A brief recess was taken.] ‘

Senator Symms [presiding]. The subcommittee will come back to
order and we're very happy to have Janet Steiger who is Chairman of
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the Postal Rate Commission. Mrs. Steiger will discuss the jurisdiction
and regulatory power of the Postal Rate Commission as established
in the Postal Reorganization Act.

Janet, welcome to the subcommittee. It’s nice to see you again and we

appreciate the hard work that you’re doing in your new position.

STATEMENT OF HON. JANET D. STEIGER, CHAIRMAR,
POSTAL RATE COMMISSION

Mrs. Ste1GER. Senator, it’s a great pleasure for me to here this morn-
ing. I'm happy to respond to the request to testify. We compliment you
and your subcommittee on the evﬁuat,ion of the postal system. Such
things are always in the public interest. I noticed that my new col-
league, John Crutcher from Kansas. is in the audience this morning,
and I cannot resist complimenting the Reagan administration on the
quality of the recent appointments to the Postal Rate Commission,
and Commissioner Folsom, from Delaware, who is not with us this
mo

Senator Syyms. Welcome to the subcommittee, John.

Mrs, Stereer. Thank you.

Senator Syamus. Thank you.

Mrs. Stercer. We will be as brief as we can. We realize that you're
on a very tight schedule with your floor duties as well as the issues
before you this morning. :

Let me say that we could not find in the current literature an ex-
planation of the Commission’s rolc vis-a-vis the private express statutes
and we thought that it might add at least to tﬁe historical data. The
Commission will review for you this morning the Commission state-
ment with regard to the jurisdiction over the private express statutes,

The decision to which T refer was issued in 1976. The Commission
has had no occasion to revisit that issue since, and there have been, of
course, no legislative changes in the private express area that would
alter the relationships we described in the document. We'll diseuss
that in more detail later, but I think it’s suflicient, to say that it essen-
tially holds that we will exercise only what might be called “ancillary
jurisdiction.”

Senator, if I do not address some of the topics mentioned in your
letter of invitation, it is not because I think that those topics are un-
important, but because others, like Professor Fuller, could do a far
better job of informing you, for example, on the legal and political
history of the statutes. I think it might be more helpful if I focus on
the context in which the private express issue has arisen in Commis-
sion proceedings. I will summarize the 1976 Eolicy statement here
and would be happy to supply the full text for the record, if you wish.

Senator Symas. Without objection, your entire policy statement
will be a part of our record.

Mrs. Sterger. Thank you.

COMMISSION JURISDICTION OVER PRIVATE EXPRESS REGULATIONS

At the outset, it should be noted that the Commission’s policy state-
ment was issued in the context of a complaint by private parties re-
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lating to a Postal Service ruling—later modified by the Service—that
was perceived by interested parties as an administrative expansion of
the statutes. As such, the statement that the Commission issued may
not bear directly on questions relating to repeal or restriction of the
letter mail monopoly, but I mention it because I think the episode il-
lustrates the review mechanisms provide in existing postal law.

In brief, the Commission’s 1976 policy statement comprehensively
reviewed the Postal Reorganization Act of 1970 and found only a very
limited role for the Commission vis-a-vis the private express statutes.
The Commission found no express statutory grant of jurisdiction over
the private express statutes and determined that general jurisdiction
was not implied by Congress assignment to the Commission of rate-
making and classification functions. The Commission also concluded
that the determination of whether a particular type.of matter is a
“letter” for purposes of the private express statutes has no bearing on
whether the same matter belongs to any particular class of mail order
the Commission’s mail classification system.

While this distinction is important and the statement goes into some
detail on it, its relevance to your inquiry is somewhat limited, and I
think it is adequate to note that the Commission concluded that its
classification authority is not a predicate for jurisdiction over the
Postal Service’s regulations implementing the private express statutes.
This means, for example, that a finding that some types of advertis-
ing matter, normally mailed third class, are considered “letters” under
the private express statutes, would not change the character of that
mail for classification purposes. It is still third-class mail.

While the Commission found that it had no express or implied gen-
eral jurisdiction over the private express statutes, it did find that an-
cillary jurisdiction might exist where such jurisdiction would be
required for the effective execution of our statutory duties. For in-
stance, suppose the Service were to ask for a new classification and
private parties were to object saying that the Service uses the letter
mail monopoly to increase its market share of other types of mail and
that the new classification of service would facilitate this practice. In
this situation, the Commission might have to rule on whether the
Postal Service had so used the letter monopoly: section 3622(b) (4)
of the act, the provision requiring us to assess the effect on competi-
tion, would mandate that inquiry.

The Commission also found that, aside from the legal issue, there
were sound practical and policy considerations which argued against
our jurisdiction over the private express statutes. First, the Postal
Service uses Administrative Procedure Act rulemaking procedures
when changing its private express regulations and all parties inter-
ested can participate in that process. Second, Postal Service regula-
tions provide hearing procedures whereby aggrieved parties may con-
test adverse private express rulings. And, unlike proceedings before
the Commission, those Postal Service rulings are appealable directly
to the courts. Essentiallv, the Commission observed that not only
were these remedies available to correct private express errors, but
most importantly, “in the end, any determination to exnand or con-
tract the postal monopoly must be predicated upon a legislative, not
an administrative, decision.”
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THE E-COM PROCEEDING

Let me briefly review the issue of private express as it did arise in
the E-COM proceeding which you’ve already heard much of today.
Although the initial filing of the Postal Service’s E-COM proposal,
and the extensive hearings held on 1, predate my service on the Com-
mission, the Commission’s decision does reflect disposition of a private
express issue and I think perhaps it’s worthy of comment here,

. It is my understanding that the parties involved initially expressed

a great deal of concern that the Secrvice’s entry into the electronic
message market would provide it with an opportunity to expand the
letter mail monopoly. This concern persisted despite the testimony of
a Postal Service witness that the Postal Service had no intention of
applying the private express statutes to the electronic transmission
of messages or the production of hard copy from electronic transmis-
sion. In fact, some parties urged the Commission to defer a decision
on the E~-COM proposal until the Postal Service made a definitive
Statement on the applicability of the private express statutes to elec-
tronic message services.

The Commission observed at that time that a probable source of the
concern was the Postal Service’s December 1978 proposal effectively
narrowing the scope of the “telegram exemption,” which dates back to
1936, to the Postal Service’s asserted monopoly over delivery of hard
copy associated with electronic messages. The stated purpose of the
proposed change was to make it clear that hard copy associated with
electronic message services other than traditional telegrams would not
qualify for this exemption.

I believe the Federal Communications Commission advised the
Postal Service that its proposed regulation was in violation of the
Communications Act of 1934. The FCC interpreted the law as giving
it jurisdiction over all forms of electronic communication, including
incidental physical delivery. Ultimately, the Service decided not to
pursue the change in the definition of “telegram,”

The Postal Service also has exempted “time-sensitive” or “extremely
urgent” mail from the private express statutes. It is not evident that
this exemption has any particular effect on electronic mail, particu-
larly in view of the two-day delivery standard that was proposed as
part of E-COM.,

The Commission’s opinion on E-COM found no need to make a
specific finding as to the comparative effect of what amounted to two
alternative E-COM proposals on the prospective applications of the
statutes. However, the Commission did state that if the Postal Service
werse not to offer an end-to-end electronic mail service, a possible ration-
ale for applying the private express statutes to privately offered end-
to-end electronic mail service in the future might be eliminated.

REPEAL OF THE STATUTORY MONOPOLY

Let me turn briefly to the issue of the repeal of the statutory monop-
oly. I would suggest that actually creating effective competition in the
delivery of letter mail probably requires more than simply repealing
sections in the postal and criminal codes that deal with the statutory
monopoly. First, I suspect, must come the policy determination regard-
ing the basic framework of competition that is desired. One compsti-
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tive model, for example, might join with the removal of the legal bar
to competition a mandate that competitors entering the market under-
take to supply the same sort of service that the Postal Service offers.
Presumably this would involve universality of service, a degree of
rate uniformity and other rules relating to quality, type, availability
and price (or pricing policy) of letter mail.

Other models of competition exist—for example, one that simply
allows entrepreneurs to determine for themselves the type of service
they think will succeed and the market they want to serve. I suggest
that if this model is used, additional questions arise with regard to
the effectiveness of competition that arises in the letter-mail area.

Professor Fuller has suggested and I think it is the conventional
wisdom that competition for letter-mail pursuant to this laissez-faire
model that I’ve just described would take place largely in metropolitan
areas where the market is especially dense. If this is the case, then it
is likely the Postal Service would retain a de facto “monopoly” over
letter traffic in less dense areas and over loneer distances. The existence
of this defacto monopoly implies a range of problems regarding inter-
nal subsidization of competitive traffic by monopoly traffic, including
continuance of the uniform-rate concept.

There are also institutional questions of some interest which we
noted in our comments on your bill before the Post Office and Civil
Service Committee. I’ll be brief and just touch on them.

What regulatory scheme, if any, will govern the competitive letter
delivery companies? Will they be subject to jurisdiction of the ICC?
Will those operating interstate be subject to State regulation?

If the Postal Service and private concerns are to engage in full-scale
competition, should there be a change in the apparent immunity of the
Postal Service to suit under the antitrust laws?

Whether the specialized labor-relations arrangements governing
the Postal Service, and in particular the prohibition against strikes,
will have an effect on the ability of the Service and private firms to
compete on an even basis. .

How would competition affect the policy of the 1970 act with respect
to the maintenance of service to rural areas on a basis comparable to
that rendered elsewhere in the country with no rate penalty ? Should
the goal of maximizing rural service continue to be favored? If so,
should subsidization or requirements that competitors also render
service in less-settled areas or some other mechanism be included in
the competitive model ?

COST OF SERVICE TO SMALL TOWNS

The last point mentioned leads me to the question that you did raise
regarding the cost of smalltown mail service, and I must tell you I
venture into this subject with some trepidation. Let me explain why.

The Commission’s existing date collection and analysis system is not
set up to identify cost of service on a State, city, or smalltown basis.
The financial information we obtain and review is geared toward the
analysis of costs and revenues by class and subclass of mail. Our ob-
jective is to recommend rates for first-class mail, second-class mail,
and so forth, without reference to any distinction to urban-rural or
small town-large city. Consequently, the figures we develop in the
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context of our ratemaking function generally, cannot accurately serve
other purposes where different assumptions and objectives control.

Let me point to some technical aspects of the last rate case. They're
rather technical but T think they illustrate why a simple dollars-and-
cents answer to the question you have asked is difficult to come by.

In brief, in the last omnibus rate filing by the Postal Service the
Commission identified 20 functional cost segments, and that essen-
tially represents an accounting system for identifying and accumulat-
ing all Postal Service costs for purposes that are generally related to
ratemaking. None of the segments accumulates smalltown Postal Serv-
ice costs per se; cost segment 1, for example, represents the salaries and
related costs of having postmasters throughout the Nation, All activi-
ties performed by the employees are included, whether they involve
executive direction at large post offices or administration and customer
service at smaller ones, There just isn’t any differential made in the
cost segiments.

In similar fashion, cost segment XIV represents transportation
services purchased by the Service from airlines, railroads, and the
like. Again, the accumulated transportation costs represent postal
service throughout the entire network and the total reflects standards
in the existing system that require transporting the mail nationwide,
whether or not the origin or destination of that mail is a large town,
a small town, a rural or an urban area.

I might point out also that the cost segment system does not account
for the sublic service appropriations the Postal Reorganization Act
Erovidg for reimbursement to the Postal Service for costs incurred

y it—in the words of the Reorganization Act—*“in supplying a maxi-
mum dggree of effective and regular postal service to all parts of the
nation,

What I think is apparent from these examples is that the existence
of the letter mail monopoly and first-class rate uniformity to a large
cxtent do affect the design of the existing postal costing and rate-
making system. In fact, the closest the cost segment system comes to
identifying with any particularity some of the costs that arguably
could bo considered an aspect of “small town” postal service is in
cost segment X, which represents salaries and related expenses of
rural carriers. Rural carrier activitics, for the purposes of this cost
segment, are basically those involving the cohection and delivery
of mail and the provision of certain retail services along the rural
route,

The Postal Service’s 1980 fiscal year revenue and cost analysis and
cost segments and components reports—which we just refer to as the
RCA, shows total rural carrier costs of approximately $919 million
for 1980. This figure represents costs of compensation and certain
benefits such as group lifc insurance, health benefits and the Service’s
contribution to the retirement fund, but it does not include workers’
compensation benefits or contributions to the retirement fund deficit.
In addition, according to the RCA, the 1980 fiscal year cost for the
efﬂx}pmeht maintenance allowance was approximately $194 million.
This represents compensation to rural carriers for the use of personal
vehicles on the route.

I must emphasize that these figures do not represent the costs of
providing these services from a public policy point of view nor do
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they attempt to compare these costs with city carrier delivery costs.
Instead, they simply reflect the judgment of Postal Service account-
ants, economists, and other experts on a viable system for managing
our ratemaking task.

MATL SERVICE IN ALASKA

Before closing, let me touch briefly on the question you asked about
the special mail problems in Alaska. A review of our formal citizen
complaint docket indicates we have not been asked to address any
specific postal problem in Alaska. But it is my unerstanding, Senator,
that Senator Stevens, who understands these problems profoundly,
called upon the GAO for a report in the early 1970’s and that report
identified several problems particular to Alaska, including its geo-
graphy, the climate, relatively sparse population and high postal em-
gloyee turnover. While some of the report’s statistics might be out-
dated, its discussion does provide a reasonable starting point on that
issue. . :

This concludes my statement this morning. We’ve been happy to be
here, Senator.

[The 1976 policy statement referred to follows:]
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UNITED STATES OF AMERICA
POSTAL RATE COMMISSION
WASHINGTON, D.C. 20268

Before Commissioners: Chairman DuPont, Vice Chairman
Villarreal, Commissicners Miltich,
O'Doherty and Saponaro

Regulations Implementing )

Private Express Statutes } Docket No. RM76-4

STATEMENT OF GENERAL POLICY DETERMINING
LACK OF JURISDICTION AND ORDER TERMINATING PROCEEDING

{Issued August 6, 1976)

I. INTRODUCTION AND BACKGROUND

This statement of policy is being promulgated pursuant
to § 3603 of the Postal Reorganization Act of 19701/ {here-
inafter referred to as the Act) in order to resolve the
question of the Postal Rate Commission's (Commission) juris-
diction over the United States Postal Service's (Postal Service
or Service) regulations implementing the Private Express
Statutes.z/ The questicn of Commission jurisdiction over
the Postal Service's administration of the Private EXpress

Statutes (PES) derives its origins from two earlier proceedings,

Docket Nos. MC73-1 and €75-1. In each of these proceedings,

i/ 3% U.S.c. §§ 101 et seg. (1970), Pub. L. No. §1-375,
84 Stat. 719, et seq.

By this statement of poliecy we are publishing an exposi-
tion of our views on the questions covered, in the manner
.contemplated by 5 U.5.C. §553(b}. The issuance of such
statements is the recognized procedure for this purpose.

See the general discussion of policy statements in Pacific
Gas & Electric Ce. v. PPC, 506 F.2d 33, 38 (p.C. Cir., 1974).

2/  The Private Express Statutes are found in 18 u.s.c.
§§ 1693-99, 1724; 39 U.S.C. §§ 601-06 (1570). -
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United parcel Service (UPS) brought this question before the
Commission advocating that the ‘Commission assert jurisdiction
over the Postal Service's regulations implementing the PES.
Our purpose in initiating this proceeding can best be
understood in the context of the recent history of the PES.
Section 7 of the Actl/ directed the Board of Governors of
the Postal Service to sﬁbmit to Congress and the President
a report and recommendation for the modernization of the PES
and the regulations and administrative practices pertinent
thereto. Responding to this directive, on June 29, 1973, the
Board transmitted its report, "The Private Express Statutes
and Their Administration® which recommended that no statutory
changes be made in the PES. The Board foﬁnd, however, that
the then existing regulations and administrative practices
should be improved, principally through the issuance of a
revised and coherent set of regulations. See Governors'
. Report, p. 13 and Appendix G thereto. Accordingly) on
July 2, 1973, the Postal Service published a notice of pro-
posed rulemaking, which included new regulations designed to

2/

conform to this recommendation,=’ and concurrently invited

1/ Pub. L. No. 91-375, 84 Stat. 783.
2/ 38 Fed. Reg. 17512 (July 2, 1973).
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the submission by interested parties of "data, views, or
arguments” pertinent to the proposed zegulations-él

On October 9, 1973, before the requlations became effec-
tive,af OPS filed a memoranduma/ in the then pending classifi-
cation proceedings, Docket No. MC73-1, taking exception to the
Postal Service's revised regulations which, acceording to UPS,
expanded the scope of the Postal Service's monopoly beyond its
statutory limits. UPS contended that these regulations were
invalid since they had been promulgated without compliance
with §§ 3623 and 3624 of the Act, i.e., a hearing on the
record and the submission of a recommended decision to the
Board of Governors. UPS, and other parties who urged
assertion of Commission jurisdiction over the PES regulations
in MC13-1, contended that these regulations would have a
substantial effect on the scope and practical application of
PES and thus impinge upon Commission regulatory functions.
The thrust of their arguments focused upon the theory that
ocur power to interpret the word "letter” as used in 3% U.S.C.

§ 3623{d)--which speaks of "letters sealed against inspection”--

1/ Id. at 17513.

2/ The final rules underwent substantial revisions and were
not effected until 1975. 39 C.P.R. Parts 310, 320 -(1975).

3/ Memorandum of United Parcel Service on the Commission's
Jurisdiction over Special Services, Interim Changes in the
Classification Schedule, and Regulations Implementing the
Private Express Statutes, October §, 1§73. - :
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carries with it the authority to define letter as used in

the context of the PES, 39 U.S.C. § 601l. 1In addition, it

was asserted that our ratemaking and classification powers
under §§ 3622 and 3623 could be impaired and/or circumvented
by the Postal Service's ability to unilaterally expand or
contract the scope of its monopoly by altering the definition
of the word "letter® as used in § 601 of title 39. |

On April 29, 1975, in Docket No. MC73~1, we accepted
certification qf the following question:

Does the Postal Rate Commission have juris-
diction over the Postal Service's regulations
which purport to implement the Private Express
) Statutes? i
At that time we noted that we had not reached a decision as
to whether MC73~-1 was an appropriate forum for resolving this
quesﬁion.

On May 5, 1975, UPS filed a complaint in a separate
proceeding, pursuant to 39 U.S.C. § 3662, again placing in
.issue the jurisdictional question (Docket No. C75~1). 1In
that procéeding--as in MC73-1--UPS controverted the Postal
Service's power to unilaterally promulgate, withoqt Commission
review, rules affecting the scope of the postal monopoly.
Specifically, UPS asserted that the Postal Service was without

power to unilaterally issue regulations in the form of an
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opinion ~ construing certain common carrier tariffs ang supple-

ments as "letters" and thuys subject to the Postal Service's
monopoly emanating from the PES. UPS sought various relief,
including the exercise of Commission jurisdiction over Postal
Service regulations implementing the PES and a Commission

order directing the Postal Service to stay enforcement of its
opinion pertaining to these tariffs and supplements pending
resolution of the jurisdictional issue. On May 29, 1975, the
Postal Service dealt with the issue raised by UPS in a further
intarpretation 3/of its regulations which had the effect of
substantially modifying its previous opinion and rendering

the complaint moot. Pollowing the Service's opinion on
reconsideration, we dismissed the complaint before us without
prejudice and without granting any affirmative relief. E/Bowever,
in terminating Docket C75-1, we took cognizance of the broader
jurisdictional issue raised in Docket No. C75-1 which had not
yet been resolved in Docket No. MC73-1. fThus motivated by the
fact that this jurisdictional issue cut across the boundaries

of our various regulatory functions, including our ratemaking
and mail classification powers, we instituted these proceedings,
through 34;Notice of ingquiry,"soliciting the comments of interested

parties.

1/ See Postal Service letter opinion dated January 23, 1875,
addressed to Chief Postal Inspector, a copy of which is attached
to UPS' complaint in Docket No. C75-1.

2/ 40 Fed. Reg. 23295 (May 29, 1975},

3/ Commission Order No. 93, october 22f 1975, dismissing com-
plaint without prejudice.

4/ 40 Fed. Reg. 50329 (October 29, 1375).

11-341 0 - 82 - b
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Our review of the relevant statutes apd case law, and

of the comments filed in this proceeding, leads us to adopt

the following policies with regard to the Postal Service's

regulat;ons administering the Private Express Statutes:
1. The Commission will assert no general jurisdiction

to review PES regulations as such; but
2. Under certain special circumstances (not now

specificaily apparent) the principles of ancillary jurisdicgion
may support, or require, consideration of PES matters as an
adjuggf to the exercise of our express statutory functions.

In arriving at these policy conclusions .we have aﬂalyzed.

each of our main statutory functions, in the manner described

below.

II. THE COMMISSION LACKS GENERAL JURISDICTION OVER THE POSTAL
SERVICE'S REGULATIONS IMPLEMENTING THE PRIVATE EXPRESS
STATUTES
A. Introduction.

At'the outset, we note that there are three ways in
which jurisdiction over the PES regulations might arise:
1. Congress might have specifically granted to .the

Commission the authority to reviéw the Service's regulations;
2. Even absent an express grant of jﬁrisdictidn, the

scheme of the Act might necessarily imply that.the Commission

T was expected and intended to exercise a general power of

regulatory supervision over the Service's administration of

its monopoly; or
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3. The jurisdiction to review the Service's PES regula-
tions--if it exists at all--would be ancillary. It would
arise only where its exercise was imperative in order to
permit the Commission effectively to execute its expressly
delegated or clearly implied functions.

No specific grant of jurisdiction over the PES is
conferred upon the Commission by the Act as we read it, nor
has any party pointed to such a delegation. No judicial
interpretation has declared that such a delegation exists.

Nor capn we find anything in the purpose or structure of

the Act as a whole which fairly implies that Congress intended
us to exercise a general supervisory power over the PES.

As we stated in our Notice of Inquiry, there seems little
doubt that the Postal Service has primary, if not exclusive,
administrative responsibility for the enforcement of its
monopoly.

On the cther hand, we must be prepared to take all
steps needed to insure the complete execution of those
functions Congress has delegated to us. It is for that reascn
that we find that in.some concrete cases--not now before us--
we may be not only empowered but requiiid to exercise ancillary

jurisdiction over the PES regulations.

1/ The dectrine that an agency may exercise powers not
explicitly delegated, to the extent such exercise is reasonably
ancillary toc the effective execution of specifically-assigned
duties, is discussed fully in Davis, Administrative Law
Treatise (1570 Supp.)}, § 2.00-2. It is sufficient to say here
[footnote continued]
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A review of the comments filed in this proceeding
indicates that most -of the discussion has focused upon the
possible application of 39 U.S.C. § 3623 (classification)
and § 3661 (changes in service) to private express questions.
Nevertheless, § 3622 (rates) and § 3662 (complaints) have
also been put forward as potential bases for Commission
involvement in questions regarding the PES. We believe that
all four of the statutory provisioné containing grants of
jurisdiction to this Commission should be examined in con-
nection with this gquestion. We therefore discuss them in the
order in which they appear in the Act. With regard to each of
the four sections mentioned above, we have inquired into whether
a grant--either express 6r necessarily implied--of general
jurisdiction over the PES regulations can be found. 1In no
case have we found such a grant to exist.

B. Jurisdiction does not lie under 39 U.S.C. § 3622.

In fixing rates under § 3622 of the Act, the Cdmmission

first determines the costs which can (and therefore must)

[footnote continued]

that the principle of permitting such extensions of jurisdiction
where the agency must exercise the additional authority in order
to carry out its normal functions is well established, and does
not depend on Congress' knowledge (or lack of it), at the time

of enactment, of the subject matter on which ancillary juris-~
diction is exercised. See United States v. Midwest Video Corp.,
406 U.S. 649, 660~61 ' (1972). We would emphasize that such
ancillary jurisdiction as we may be called upon to exercise in a
future case is not in any sense "created” by the statements made
herein. It is clear from the court cases in which the ancillary
jurisdiction doctrine has been developed that such jurisdiction
is always available to an agency which fipds its exercise necessary
in a particular fact situation, regardless of whether the agency
has previously published a statement of its views on the question.
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be attributed on the basis of causation to the various classes
of mail. The ¢ ining, institutional costs must then be
assigned to the several classes. In our past rate decisions
we have adopted, and fully explained, our method of doing
so, which involves the analysis of demand for the various
classes of service and the distribution of institutional costs
accordingly.lf We have determined the relative elasticity of
the classes of mail, as indicated by the record, and where
& class exhibited a relatively low elasticity of demand we
have assigned to it a relatively higher share of institutional
costs.

Associated Third Class Mail Users (ATCMU) argues that if
the Commission does not assume jurisdiction to review the
PES regulations, the relatiocnships involved in this demand
analysis will become distorted as the result of Postal Service
amendments to the Scope of the monopoly. The result of this,
in ATCMU's opinion, would be to undermine the validity of our

rate determinations. ATCMU states:g/

1/ Opinion and Recommended Decision of the Postal Rate
Tommission, Docket No. R74-1, pp. 1-623 et seq.; Opinicn and
Recommended Decision of the Postal Rate Commission, Docket
Noe. R76-1, pp. 118-23, 130 et seqg. (unofficial print}).

2/ See Comments of ATCMU, P. 4.
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e « « For example, if the Postal Service

through its regulations were unilaterally to

free a significant portion of first class mail

from the Private Express restrictions, use of

that class, and concomitantly Postal Service

revenues, might well drop substantially. Any

Commission classification or rate decision based

upon prior revenue would then be of little value.

In fact, any conclusions that the Commission might

make in rate proceedings regarding the elasticity

of the mail classes could conceivably be rendered
widely inaccurate were the Postal Service to revise
the regulations on monopoly mail.
Abstractly considered, ATCMU's argument has some plausi-
bility. However, we believe it overlooks the proper limits
of the ratemaking process, as well as the other remedies
available to a party who believes that the postal monopoly
is being wrongly extended or contracted.

The end-product of a § 3622 rate proceeding is not a
determination of the elasticity of demand for a particular
class of mail, but the setting of a rate which complies with

the statutory criteria. We do not fix rates (as ATCMU
implicitly assumes) for the purpose of preserving a particular
market structure. If the Postal Service should alter the
structure of its monopoly, and thereby change the elasticity
of demand for, or the total usage of, a.certain class of mail,
the Commission would be apprised of this fact -by. the evidence
b4

in the next rate proceeding and adjust rates accordingly.

;/ Such a rate proceeding could be either a general rate case
Initiated by the Service under § 3622, or a complaint filed

by a mailer under § 3662, based on the allegation that in view
of the changed relative elasticities of the classes of mail
there should be a corresponding revision of the institutional
cost assignments and of the resulting rates.
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It is not part of the Commission's functions to maintain
foreverAthe same relative demand for the different classes

of mail service: accerdingly, there is noc evident reason

why the fact that a change in PES requlations may work a change
in relative demand elasticities should be viewed as implying

a8 power in the Commission to review Postal Service regulations
defining the monopoly.

To the extent that a party contends that an extension or
contraction of the monopoly is actually improper {i.e., incon-
sistent with the letter or spirit of the Private Express
Statutes), a remedy is available more directly than through
the ratemaking processes of this Commission. As we note
below (p. 26}, the Postal Service's PES rules are fully subject
to the ;ulemaking provigions of the Administrative Procedure
Act. A party aggrieved by the substance of a new regulation
may participate in the § 553 rulemaking procedure and then
obtain judicial review of the resulting order. Similarly,

5 U.8.C. § 553(e) guarantees the right to petition for
issuance, amendment, or repeal of an agency rule, and judicial
review is again available. We believe that this is a clearer
and more direct remedy than an auxiliary determination made

in the context of a rate cage under § 3622.
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ATCMU appears to harbor some concern that the Postal
Service‘might alter -the monopoly in such a way as to cause
revenues to "drop substantially."” While it is understandable
that a mailer might be aggrieved as a result of Postal Service
policies regarding the PES which had this effect, it does not
appear to us that this possibility reguires our conclusion to
be changed. In the first place, the historic experience of the
Postal Service, and the Post Office Departmént before it,
indicates that the monopoly is regarded as a revenue-protection

1/

measure.~’ The Post Office Department's official publication

Restrictioné on Transportation of Letters states, at page ii,
that '
. . . The primary purpose of these [Private
Express] laws is to safeguard the revenues of
the Government derived from the transportation
of letters for others by prohibiting competition
with the Post Office Department in the carriage
of letters by persons seeking to engage in the
delivery of letters for compensation.
Apart from the long-continued practice of the postal system
to treat the monopoly as a revenue protection measure, any
suspension of the Private Express Statutes by Postal Service

rule, such as ATCMU appears to hypothesize, would be subject

1/ United States Post Office Department, Restrictions on
Transportation of Letters, P.O.D. Publication 111 (5th ed.,
July 1967), p. ii (hereinafter "P.0.D. Publication 111").
Reprinted as Appendix B, Part II to "The Private Express
Statutes and their Administration" (June 29, 1973). The
President's Commission on Postal Organization (Kappel Com-
mission) expressed a similar conclusion. See Towards Postal
Excellence (June, 1968), p. 129.
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to a "public interest” standard, See 39 U.5.C. § 601(b).
This standard would, of course, be judicially enforceable.
Accordingly, we find, first, that we lack jurisdiction
over the PES requlations due to the absence of express
statutory authority in § 3622. We alsc find that the parties
hereto have not shown that such general jurisdiction is
implied by Congress' as§igﬁment to the Commission of the
ratemaking function. ’
€. The Commission's Mail Classification Functions Under
§ 3623 Do Not Require Exercise of Jurisdiction Over
the Service's Private Express Regulations.
These parties who addressed this jurisdictional issue
in the context of our mail classification functions, § 3623
of the Act, focus their argﬁments on whether the Commission's
power tc define the word "letter” as used in § 3623(d) of
the Act--which speaks of “letters sealed against inspection®--
carries with it the concomitant authority to define the same
word as used in that portion of the PES, § 601 of title 39
which states that "& letter may be carried outside the mails

. . C e 1
when . . ."certain requirements are satlsfled.-/

1/ Section 601(b) of title 3% which grants the Postal Service
the power to "suspend the operation of any part of this section”®
has been interpreted by the Postal Service as a means to contract
or expand the scope of its postal monopely. While certain parties
to these proceedings have cffered comments bearing on this sus-
pension power, we are herein limiting ourselves to a discussion
©f the question of our power to review Postal Service regulations.
That is the basic issue before us. Moreover, given our essentially
negative jurisdictional conclusiens respecting review of the
Service's rules, it would be pointless for us to enter upon an
abstract discussion of whether the suspension power exists at all.
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Proponents of the Commission's assertion of jurisdiction
over the Postal Service's regulations implementing the PES
have contended in these proceedings that in order for the
Commission to carry out its statutory duties under § 3623 of
the Act--that is, to approve and recommend changes in the mail
classification schedule--the Commission is compelled to define.
the word "letter" as useé in 5-3623.l/ They fprther argue that,
applying the rule of statutory construction that when identical
. words are used in different provisions of the same statute--
the words have the same meaning in both sections, the definition
of "letter™ adopted by the Commission pursuant to its responsibil-
ities under § 3623 would also delineate the extent of the Postal
Service's monopoly over letter maii.

In opposition thereto, other respondents to the Notice
of Inquiry contend that reliance upon this rule of statutory
construction in these circumstances is misconceived since this
rule of construction is applicable only in those instances where
the dual usage of the same term related to the same subject or
‘common purpose.a/ Specifically, they argue that this rule of
statutory construction is not applicable herein since the term

"letter"” as used in § 3623 relates to the object of establishing

1/° See Comments of United Parcel Service, pp.‘5—7; Comments
of Associated Third Class Mail Users, pp. 5-7.

2/ See Comments of Purolator Services, Inc.; American Retail
Federation; and United States Postal Service.

/ ;



a "fair and equitable classification system" of mail including
a class of mail sealed against ingpection, whereas the term
"letter” as used in the PES relates to an entirely different
subject, the Postal Service's administration of the PES, the
object of which is the preservation of postal revenues.l/
Thus, having determined that this rule of statutory con-
struction is not germane, these respondents maintain that the
roper methodclogy t¢ be employed in defining the term "letter”
as used in these two sections of the Act, is by resorting to
the statute’s legislative history and the historical context in
which the terms are used. They cite the Postal Service's long-
standing practice of expounding the term in two different senses.
The Service's position is exemplified by the following state-
ment appearing in a 1967 Post Office publication:2/ "(t]he
determination of whether a particular type of matter is a
‘letter' for the purposes of The Private Express Statutes has
no bearing on the determination c¢f whether the same matt rf
belongs to any particular class gf mail pursuant to the mail
classification system currently in effect. With regard to
the legislative history of the Act, it is noted that the PES
3/

were incorporated without change into the Act.~ Thus it is

i/ See p. 12, supra.

2/  POD Publication 1ll, Part IID, Permissible Carriage of
Letters, § 27, p. 24 {1967).

3/ Compare title 29, ch. 6, with former title 39, ck. 9,
Pub. L. No. 86-682, 74 Stat. 727-28.
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asserted that Congress--being cognizant of the pre-existing
dichotomy between the interpretation of the term "letter" in
these different areas--had by not expressly altering the separate
administration of the PES and mail classification statutes and by
failing to provide any relevant legislative history in this
regard intended to carry forward the pre-existing dichotomy.

We believe that this argument is sound. The rule is that
‘an administrative construction of a étatute, or of a statutory
term, is presumed correct if Congresg--having knowledge of that
construction--reenacts the legislation unchanged.éf In the
present case, we think it highly probable that Congress had
notice of the Post Office Department's dual construction of the
word "letters” at the time it was considering the Postal
Reorganization Act. It is quite clear from the statute itself
that Congress considered the whole question of the Private
Express Statutes during its deliberations on postal reorganization.
Section 7 of the Act (84 Stat. 783) contains a legislative finding
that the entire structure of the mail monopoly needed further
study and a direction to the newly-established Postal Service

to conduct such an investigation. The reports of the Kappel

1/ 2A Sutherland, Statutory Construction § 49.09 (4th ed.,
1973), citing numerous cases. The Court of Appeals for the
District of Columbia Circuit has held that where the construc-
tion has been consistently maintained and can be shown to

have come to Congress' attention, reenactment without change
"is almost conclusive evidence that the interpretation has
congressional approval." Ray v. FCC, 443 F.2d 638, 647

(D.C. Cir. 1970) (footnote omitted). See also Udall v.
Tallman, 380 U.S. 1, 16-18 (1965); United States v. Midwest
0il Co., 236 U.S. 459, 472-473 (1915).



Commission and certain of its ceontracters had discussed
. i/
the Private Express Statutes at considerable length. Congress
examined the Kappel repert and relied on its findings. The
2
Senate Committee stated that:
Background information available to the
Committee has been voluminous and helpful:
from the views and findings appearing in the
four-volume report of the President's Commis-
sion on Postal Organization to the expert
testimony recorded in the printed hearings . . . .
The Rappel Commission report was alsoc cited as a source by
the House Committee. See H. R. Rep. No. $91-11064, 9%1st Cong.,
2d Sess. 6 {(1970). This case is not one, therefore, in which
Congress reenacted a long and complicated statute containing
certain matters which, so far as appears, were net reexamined
at all during the legislative process. The indications are,
instead, that Congress concerned itself in some detail with
the Postal mencopoly.
We thus find that Congress was aware of the substance
of Post Office Department interpretation and administration

of the PES. Indeed, we find it difficult to suppose that the

most authoritative single document con the subject--POD

é/ See, e.g., Towards Postal Excellence, Annex, vol. II,
Marke g," p. 6-5. The discussion there stresses both
the definitional significance of the word "letters”™ and the
fact that the monopcly created by the Private Express
Statutes cuts across the boundaries of mail classes.

2/ 5. Rep. No. 91i-812, S%lst Cong., 24 Sess. 2 (1370}.

3/ Indeed, the Chairman of the House Post Office and

Civil Service Cormmittee stated in debate that the existing
rivate express laws ‘were being retained. See 116 Cong. Rec.

27586 {1387¢C}.
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Publication No. 111--could have been ignored by Congress._?his
volume (whose discussion of this issue was partly paraphrased
in the Kappel Commission Annex already cited) was an official
Post Office publication, issued by its General Counsel, con-
taining both the text of the Private Express Statutes and the
Post Office's interpreﬁations thereof. It was'sold to the
public by the Superintenaent of Documents for use as a guide
to mailers and others desiring to know their rights and obliga-
tions under the Private Express Statutes. POD Publication
No. 111 states quite explicitly in § 27, at pp. 24-25, that
"letters” has one meaning in the PES context and another in
connection with classification:
The determination whether a particular type of
matter is a "letter" for purposes of The Private
Express Statutes has no pearing on the deter-
mination of whether the same matter is first-,
second~, third-, or fourth- (parcel post) class
matter when it is carried by the postal service.
The classification of matter in the mails is
governed by statutes entirely different from
The Private Express Statutes. . . . It follows that
some matters which are "letters"” for purposes of
.The Private Express Statutes may be entitled to
transmission through the mails at the rate of
postage applicable to third- or fourth-class
matter, while other such "letters" must bear
postage at the first-class rate. [Footnotes
omitted.]
We conclude, therefore, that when Congress in 1970 left
the word "letters," without gualification or explanation,

in both Chapter 6 and § 3623 of the new title 39, it must



have intended to preservé the dual senses in which the Post
Cffice Department had used the term. Such Congressional
sanction of the definitional dichctemy would preclude us
from ruling that the term must bear the same meaning in both
contexts. Accordingly, we reject the contention that § 3623(d),
by employing the word '@etters" requires us to assume jurisdic-
tion over the PES regulations.

our f;nding that the definitional attributes of the word
"letter" in these two sections of the Act are independent of
each other resolves the § 3623 jurisdicitonal gquestion. Since
no party has demonstrated, nor do we perceive, any other basis
of implementing jurisdiction over the PES through § 3623, we
find that our clasgsification authority does not provide a
predicate for jurisdiction over the Postal Service's regula-
tions implementing the PES. In this regard we believe it un-
likely that any action taken by the Postal Service affecting
the scope of the PES will bear on any mail classification
system established pursuant to § 3623. For example, a finding
that some types of advertising matter, normally mailed thir§
class, are considered "letters”™ under PES, does not ch;ngg
the character of that mail for classification purposes. It
is still third-class mail.

t is also argued that § 7 of the Act, which requires
the Postal Service to submit to Congress and the President,
within two years, certain recommendations concerning the PES,

its adnministration, and the regulations under it, provides a
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basis for Commission jurisdiction to review the Service's PES

regulations.£ The argument is that, by demanding this report

from the Service, Congress showed that it "did not intend’ the

Postal Service itself to review the Private Express Statutes
. or the implementing regulations.ﬁg/

We believé that. § 7 of the Act implies no more than'that
Congress anticipated turning its own attention to the problems
of the mail monopoly at some future time, And wished to be
fully informed on the subject before doing so. It may be that
Congress in the future will revise the PES, and perhaps limit
or even abolish the Service's power to interpret them by rule.
None of this, however, suggests any role for the Postal Rate
Commission in reviewingBthe existing activities of the Service

with regard to the PES.” Even if we assume that ATCMU is

1/ See Comments of ATCMU, p. 3.
2/ 14

3/ The Council on Wage and Price Stability (Council) filed
an extensive argument recommending that a symposium be convened
in order to study the impact of the PES upon mail services and
to’ ascertain whether--as the Council suggests--allowing competi-
tion "would result in sihgnificant benefits to the economy and
to the mail user."” In tHis analysis the Council addresses
‘various factors bearing upon the propriety of ‘maintaining the
PES as they presently exist, such as cream skimming, c¢ross-

‘- subsidization, and the effects of the monopoly on postal rates.
The issue of whether the postal monopoly should be maintained
as it presently exists is clearly a legislative determination
beyond our jurisdiction; thus, in our opinion it would be more
‘fruitful for the Council to propound its arguments before
Congress. '

y, /
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correct in stating that Congress did not intend the Service to
have sole control of the PES, that fact would not create juris-
d@iction in us.

. The Commission Has No General Private Express
Jurisdiction Under 39 U.S.C. § 3661

Several of the Comments received by the Commission on
the guestion of Pﬁs jurisdiction have been addressed to the
scope of our authority under § 3661 of title 39. These may be
divided into two categories: analyses which squarely confront the
jurisdictional issue,a/and critigques of the efficacy of any
action the Commission might take, using the procedural mech-
anism set forth in § 3661, should it undertake to resolve PES
guestions under that section.z/

We believe that, considered from the standpoint of the
purpose Congress sought to achieve by enacting § 3661, these
two questions are interrelated. That is tc say, both the
limitation of § 3661 jurisdiction to changes "in the nature
of postal services" and the mechanism by which § 3861 cases
are initiated by the Postal Service and terminated by the
issuance of an adviscry opinidn rather than a recommended
decigsion) indicate that the essential purpose of the provision

is to contribute to the efficient management of & postal system

1/ Moreover, we would be most reluctant--as a matter of
Btatutory construction--to assume that Congress embodied a
permanent grant of jurisdiction in a temporary, transitional
section of the Postal Reorganization Act. (Section 7 of the
Act is not part of Title 39, U.S.C., as codified.)

2/ See Comments of the Assistant General Counsel {Litigatioen),
Purolator Services, Inc¢., United Parcel Service and the United
States Postal Service.
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proviaing usetul and adequate service--not to settle disputes
over the legality of Postal Service actions. We said in our
. 1/
recent advisory opinion concerning the Retail Analysis Program
that
. . we regard § 3661 as having two principal
functions in the scheme of postal reorganization.
It is designed both (1) to provide an independent,
expert critique of Postal Service programs before
they are put into practice, and (2) to allow the
public to contribute views, objections, and
insights to the planning and execution of service
changes.
As we likewise pointed out in that opinion, this is why the
procedures created by § 3661 so heavily emphasize prospective
evaluation of Postal Service programs. Advice of the type
that section contemplates is clearly most valuable when ren=
2/
dered before the program is put into practice.”
Moreover, the decision to make § 3661 essentially an aid
to (or in proper cases a check upon) postal management ex-
3
plains Congress' considered determination that the Commission
should issue only advisory opinions in service change cases.
We are thus led to the conclusion that this provision is

neither designed for, nor particularly well adapted to, the

1/ Retail Analysis Program for Facilities Deployment, Docket
No. N75-1 (April 22, 1876), pp. 65-66 (mimeo print).

2/ 14., p- 66.
3/ Congress had before it an alternative proposal that

Commission decisions be binding for a certain period. See
E. R. Rep. No. 91-1363, 9lst Cong., 2d Sess. 87 (1970).



63

‘'kind of decision here at issue. While, as the history of the
Retail Analysis Program shows, an aggrieved mailer may be able
to trigger a § 3661 proceeding by invoking the aid of tpe
courts to compel the Service to reguest an advisory opinion,
an outside party cannot initiate such a proceeding directly.
The resulting decision cannot be regarded as binding on the
Service. While it is possible to characterize the statute as
one which provides an ipeffective remedy,i/we believe that
closer analysis indicates that § 3661 was not intended to be
primarily a remedial provision.

This does not mean that matters involving the PES regula-
tions could never arise in a § 3661 case. It is conceivable
that situations could arise where a service change in the
statutory sense is so intimately connected with a change in
the scope of the mail monopoly that the two would have to be
considered together in order to arrive at a meaningful advisory
opinion. 1In such situations we might well be required to
examine the proposed change in the PES rules as well as the planned
changed in service. What is significant, however, is that
such circumstances would arise oniy where the PES matter was
ancillary to a proposed change in postal services. The PES
issue would not itself constitute or imply a service change

independently requiring an exercise cf our jurisdiction.

1/  See Comments of Associated Third Class Mail Users, p. 8.

/
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Since much of the discussion herein has focu;ed on the
nature and effectiveness of remedies available under § 3661,
we believe it important to point out that a substantial range
of remedies against a possible abuse of the PES is available
outside the processes of this Commission. Parts 310 and 320
of title 39, C.F.R., are the regulations under which the
statutorily critical term "jetter" is defined and suspensions
of the Private Express Statutes are effectuated. Prior to any
such amendment, the Service must conduct a rulemaking pro-
ceeding under the provisions of the Administrative Procedure
Act, requiring public notice of the éroposed change and the
solicitation of comments.l any rule adopted would then be
subject to judicial review under 5 U.S.C. §§ 701-706, with
the possibility of a stay of the effective date ;hereof pending
appeal.

Nor would parties be constrained to wait until the Postal
Service proposed an amendment in order to advﬁcate positions
with regard to the PES regulationms. The APA procedures for
rulemaking, which 39 C.F.R. § 310.7 adopts as a whole, include
a provision [5 U.S.C. § 553 (e)] that

Each agency shall give an interested person

the right to petition for the issuance, amendment,
or repeal of a rule.

1/ See C.F.R. § 310.7; 5 U.S.C. § 553. 1In fact, such a
rulemaking has been held. See pp. 2-3, supra.
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Thus an interested person can initiate the rulemaking process,
and obtain judicial review of the Service's disposition of
the petition.

The existence of these remedies--which unlike the pro-
cedures of § 3681 are clearly intended to resclve litigious
controversy rather than to assist management--means that our
construction of that section does not leave the public without
access to administrative and judicial forums competent to
decide private express questions. Indeed, any remedy we
might try to fashion under § 3661 would be duplicative of re~
lief already obtainable in other ways. We .conclude, there-
fore, that assertion of jurisdiction to review PES regulations
under § 3661 would advance no policy of the Act, and would
contravene what we believe to be the preferable construction
of that section's language and purpose. Other remedies are
available elsewhere, so that no party need be deprived of his
day in court on these issues. Our consideration of PES regula-
tions in § 3661 proceedings, accordingly, will be limited to
those cases where such consideration is unavoidably necessary
tc an adequate consideration of a change in the nature of
postal services for the purpcse cf advising the Service therecn.

E. The Role of 39 U.S5.C. § 3662.

Under § 3662 of title 3%, any interested person may
file a complaint with the Commission alleging that "the

Postal Service is charging rates which do not conform to
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the policies” of title 39, or that he is "not receiving
postal service in accordance with the policies of this title."
The broad scope of these provisions means that it is neither
easy nor particularly useful to speculate as to the fact
situations that might come before us under § 3662.
Accordingly, we shall not now declare any particular
class of complaints involving administration of the PES to
be unacceéptable under that section. The principles and pol-
icies discussed elsewhere in this order, however, will govern
in § 3662 cases. Persons contemplating filing complaints
v,raising PES issues should therefore consider the factual situa-
tions they intend to raise in light of our discussion herein.
We anticipate that unless a complainant clearly established
(1) that our regulatory functions could not be executed absent
assertion of jurisdiction to review the PES regulations, and,
(2) that the applicable policies of the Act could not be
carried out without Commission éirectives concerning such
regulations,” such complaints would be dismissed for want of
jurisdiction.

III. ADMINISTRATION AND OVERSIGHT OF PRIVATE EXPRESS MATTERS
IN OTEER FORUMS

Aside from the legal issue, there are sound practical
and policy considerations which persuade us against the exer-

cise of jurisdiction over PES matters.

1/ In fAnalyzing whether execution of the policies of the
Act regtires such Commission directives, parties should pay
particular -attention to the availability of remedies under
39 C.F.R. § 310.7.



In addition to the Postal Service rulemaking procedures

referred to previcusly (pp. 26-27, supra), the Postal Service

regulations provide hearing procedures whereby aggrieved
parties may contest adverse PES rulings [3% C.F.R. Part $5%
(187511, These cases are heard, in the first instance, by
independent hearing officers, and all the procedural require-
ments of due process are provided. Furthernmore, unlike pro-
ceedings before this Commission, such Postal Service rulings
are appealable directly to the courts pursuant to 5 U.S.C.

§ 702.

Finally, we believe that Congress is the ultimate forum
for parties seeking relief from allegedly adverse PES deter-
minations.l In the end, any determination to expand or
contract the postal monopoly must be predicated upon a legis-
lative, not an administrative decision. In this connection, we
note that two House subcommittees having responsibility for
postal matters recently reviewed the PES and concluded that

2/
no changes were necessary.

1/ In this regard, the Comments of the Council on Wage and
Price Stability relative to the repeal of the PES are more
appropriately directed to the Congress.

2/ See Joint Report cf the Subcommittee on Postal Facilities,
Mail,Tand Labor Management and the Subcommittee on Postal Service
of the Committee on Post Office and Civil Service, House of
Representatives, 934 Cong., 2d Sess. Summary of Observaticns and
Recommendations on United States Postal Service Activities During
First Session of Ninety-Third Congress 52 (Comm. Print XNo.

§3-17, 1974). The Report also stated that "some of the exclu-
sions and suspensions included in the proposed Postal Service
requlations are more properly the subject of legislation.” 14.
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IV. CONCLUSION

We thus determine, as a matter of Commission policy,
that we will not assert a general jurisdiction over the PES
regulations.l/ Should it be demonstrated (under a state of
facts we do not now attempt to hypothesize) that exercise
of ancillary jurisdiction in tha£ area is reguired for the
effective execution of our statutory-duties, it would be
our policy to exercise such derivative jurisdiction. The
scope of such exercise would be strictly delimited by the
fact situation present in the individual case. The necessity .
of invoking ancillary jurisdiction would have to be demon-

strated in each case by the proponent of Commission action.

1/ In our Notice of Inquiry in this proceeding, we posed a
number of specific questions to which we requested the parties
to address themselves. These questions were not, of course,
intended as a rigid specification of issues in the proceeding;
rather, they were designed to elicit information which the
parties might be able to contribute to our deliberations.
Accordingly we do not find it necessary to discuss each of
them specifically.

To the extent the guestions can usefully be answered by
way of explanation of our jurisdictional findings, we have
done so in the discussion above. Otherwise, we believe that
an attempt to provide an answer would, in view of our juris-
dictional findings, be an abstract exercise of no particular
utility either to the Commission or to the parties.
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The Commission orders:

(A} The foregoing statement is adopted as the Commis-
sion's formal expression of its general policy respecting its
functions under the Postal Reorganization Act in relation to
the Private Express Staetutes and their administration and
constitutes an answer to the gquestion certified to the
Commission by the Presiding Officer in Docket No. MC73-1.

(B} 7The foregoing statement of ceneral policy shall be
observed and in effect from and after the date of its issuance.

{C} The proceedings in Docket RM76-4 are hereby
terminated.

By the Commission. Commissioner Saponarc concurring, filed
a separate statement, attached hereto.

{SEAL) @

James R. Lindsay
Secretary
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Cormissioner Saponaro, concurring:

I concur with the preceding statement of general
policy. With respect to the § 3622 discussion at pPP. g-13,
supra, I would, however, reserve my views expressed in my
dissent at pp. 33-44 in pocket No. R76-1, concerning the use

of demand analysis in distributing institutional costs.
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Senator Syums. Thank you very, very much for a very cxcellent
statement. I can see that you've gone to 2 lot of work to give us some
very helpful information. :

The Postal Service stated in an answer to the subcommittec’s ques-
tionnaire—and the reason I'm asking this is you might even want to
give us a little more information—the answer was, attempting to
determine whether any particular segment of postal operations is gen-
erating revenues greater or lower than its expenditures is likely to be
misleading becaunse each segment is but one indistinguishable part of
the universal service from which all other segments derive benefits.

There are post offices which, viewed in isolation, appear to generate
revenues which are lower than costs; however, it’s not possible to say
that these post offices are unprofitable.

Now T think that’s an important statement and it’s fundamentally
important because, if true, it would insulate the Postal Service from
any meaningful cost analysis.

Now is there any other reasonable means of deciding whether vari-
ous segments of the postal operation are self-sustaining or not? We
have one universal transportation system so that at any given time
it’s possible that some routes or carriers are making money and some
are losing. Would you want to comment and maybe elaborate some-
what on that statement ?

Mrs. Stereer. I think the first thing that comes to mind is if you're
talking about a truly self-sustaining service, of course, that’s the
philetelic division and that actually makes a profit. -

Senator Syyms. Well, let me ask you a question, You propose in
our statement that you think—and we’re just speaking hypothetical-
y—if the monopoly were repeated, that the private companies wonld

tend to take the city business and leave the country business to the
post office. What would happen hypothetically—and that’s what you
said in your statement——

Mrs. Str1cER. Well, I'm quoting conventional economic wisdom.

Senator Syaras. Right. That’s normally what I hear.

Mrs. Stereer. I don’t think any of us know the answer to that,
Senator.

Senator Syaums. I just wonder what would happen if the Congress
wanted to try to allow people to carry mail only in rural areas pri-
vately. Would this then, in accordance with your statement about a
universal system, mean that you wouldn’t have the feed into the cen-
tral points and more it might cost the cities business. I don’t know.

Mrs. Steicer. Well, I think the basic answer to your question is
we’ve never tried to maintain service to rural and small areas without
the monopoly. Wo don’t know what would happen were the Postal
Service to be demonopolized.

I think it’s fair to say that unless some plan were devised to guaran-
tee certain levels of service, these services would be looked at very
closely on a businesslike basis as to whether they should or should not
be continued to the level that they are now in existence. That I think is
true.

Senator Sysrms. What criteria do you use if you’re going to close,
say, & small rural post office? Are you actually ever able to close one
31‘ do the politicians that I’m a part of keep the heat on so you can’t

oit?
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Mrs. Steiger. In 1976 when the Postal Reorganization Act was
amended, it did provide that the Postal Service ought to set up assess-
ment procedures before closing a small post office. It provided the role
for the Postal Rate Commission simply to review the record of the
Postal Service’s assessment. Now if we find the Postal Service has
acted arbitrarily or capriciously, we can remand the decision to them.
The Postal Rate Commission has no authority to modify the decision
of the Postal Service to close a small post office.

In my tenure on the Commission it is clear that they have become
more and more conscious I think very efficiently of the effect on a com-
munity and they do.attempt to assess this thoroughly before they close.
We have had no occasion to remand a case to them since I've been on
the Commission and I think they do close small post offices. They at-
tempt to close them first of all when there is a vacancy obviously or
when it is clear that the service has changed to the point where it is
easier handled by rural delivery and I will add, however, that the
effect on the community and the reflecting concern of the Congress is -
obviously a factor in whether they can close. You remember the budget
provision went down to—- :

Senator Symus. If the Congress were to apply a direct subsidy to
support a rural postal ssytem, do you have any ideas on how much it
would cost ¢

Mrs. Steicer. I think the basic answer is what I've given you. We
have never had any occasion nor have we ever been asked to differen-
tiate between rural, suburban, and urban cost of service. Our whole
system is designed to allocate costs efficiently and fairly and equitably
to classes of mail.

Such a study could no doubt be made. It would have to make certain
assumptions and those assumptions would have to be put up front, the
main one being what your definition of rural is, and you cannot be-
lieve how difficult that definition becomes, Senator. But with those
assumptions, this could be assessed to some degree and then reassessed
and criticized by anybody who didn’t agree with your assurnptions.

Senator Symus. Some people have suggested the idea that we should
establish a trust fund and put a tax on document carriers, public and
private—not a tax but an excise tax, a user’s fee, etc. Do you think this
would be more desirable than funding it through the general appropri-
ation process as we now do?

Mrs, Stercer. I have never heard that question asked. I haven’t
thought about it. I would say historically the position of Congress has
been that if subsidy is to be granted, it should be granted from the
Public Treasury on the basis that these are public service goals. I have
never considered the thought of a trust fund.

Senator Symms. What changes, if any, should be made in the charter
of the Commission in order to allow it to do its job more effectively?

Mrs. STEIGER. Senator, we've asked for two revisions in the 1970 Act
that we feel would indeed not only expedite our procedings but allow
us to better serve the interest of the mailing community as well as the
Postal Service. We would like, number one, to have subpena authority
over the Postal Service. We think this would cut down a heck of a lot of
paper flow and motion practice that goes on as we try to ascertain infor-
mation that we feel is necessary to determining the costs so we can set
rates.
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We would also like final decision authority. At the moment the
statute calls for the ability of the governors to modify unanimously a
Commission-recommended decision. We think this is an unnecessary
third layer of review, time consuming, and too much to expect of a part-
time body, to assess once a month the very complex rate structures that
have been devised and costed by an expert body.

Those are the two changes we would like to sec in the statute.

Senator Symas. Well, thank you very much. T have some other ques-
tions that I would like to ask you but we may submit those by mail.
We have another vate on so I thank you again for your interest in
making this hearing a success and we will probably send some questions
to you in writing so we can complete our hearing record. There are some
questions that I wanted to ask you for the record, Thank you very much,
Janet. It’s nice to see you.

Mrs. Sterger. It’s nice to see you.

Senator Symums. Now I would like to call Roy Fisher, senior vice
president of NLT Computer Services, and Joe Coates, president of
J. F. Coates, Inc., a policy analyst who will testify with regard to the
future of mail delivery, especially telecommunications.

Mr. Fisher, I'd like to have you go right ahead and start, T under-
stand your statement takes about 6 minutes; is that correct?

Mr. Fisuer. About that.

Senator Syaus. Why don’t you go right ahead and start and maybe
we can get yours done before I have to excuse myself to go vote.

STATEMENT OF R. STEPHEN FISHER ON BEHALF OF THE ASSOCI-
ATION OF DATA PROCESSING SERVICE ORGANIZATIONS, INC.,
ARLINGTOR, VA.

Mr. Fisuer. My name is Roy Fisher. T am senior vice president and
general manager of the Direct Response Division of NLT Computer
Services Corp. NLT is a longstanding member of the Association of
Data Processing Scrvice Organizations, Inc. or ADAPSO.

I wish to thank the subcommittee for this opportunity to appear
before you today and to express the views of ADAPSO’s member
companies and NLT on the provision of electronic message services
by the United States Postal Service. We are gratificd that this pres-
tigious subcommittee is investigating a matter of strategic importance
to the computer services industry. )

As introduction, NLT Services is a full compnter service provider
headquartered in Nashville, Tenn., with revenues exceeding $40 mil-
lion a year and over 600 employecs and branch locations in Wisconsin,
Pennsylvania, Florida, and the District of Columbia. The Direct Re-
sponse Division of NLT provides consultation, computer record-
keeping, mail production and lettershop services for a wide variety
of nonprofit, direct mail fund raisers.

NLT is one of the few companies in the Nation that offers a com-
plete range of computer services and production services for direct
mail providers. As a 16-year veteran in the computer services in-
dustry, I have served in various sales, marketing and management
capacities with several of the major participants in this arca. As a vice
president of sales for the Compu-Serve Corporation, I was directly
responsible for a product known as Info-Plex which was an electronic
mail service.
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Virtually the entire ADAPSO membership of over 500 private
sector computer service firms has a stake in the provision of electronic
message services, either as direct providers of these services or as pro-
viders of underlying software or services, including conversion of
electronic messages 1nto hard copy for subsequent physical delivery.
Of serious concern to this industry is the improper and possibly anti-
competitive entry of the United States Postal Service, known as
USPS, into the electronic message services business.

The USPS is vigorously pursuing entry into this business through
two principal vehicles, the Electronic Message Services System,
EMSS, and the controversial Electronic Computer-Originated Mail,
E-COM, program.

Senator Sysns. Mr. Fisher, if you would please suspend, I’ll excuse
myself and the subcommittee will be in recess for about 6 minutes
and then T’ll be back.

[A brief recess was taken.]

Senator Syamms. The subcommittee will come back to order and we
g-i]{lcontinue with Mr. Fisher’s statement. Please go right ahead, Mr.

isher. :

Mr. Fisuer. The USPS is vigorously pursuing entry into this busi-
ness through two principal vehicles, the Electronic Message Services
System known as EMSS and the controversial Electronic Computer-
Originated Mail known as the E-COM program. It is the position of
ADAPSO that the USPS entry is unnecessary and improper and
should be halted, and that the current manner of USPS entry will
likely result in unfair and decreased competition in the electronic
message services marketplace. 4

In the limited amount of the available time to me today, 1 would
like to touch briefly npon four points which are addressed more fullvy
in ADAPSO’s Position Paper on Government Provision of Electronic
Message Services. This position paper, recently approved by unani-
mous vote of the ADAPSO board of directors, has been included in
my prepared statement to the subcommittee and I ask that it be in-
cluded in the record of these hearings.

Sél‘liator Symms. The entire prepared statement will be part of our

.record.

Mr. Fisazr. Thank you. I should add that events since the adoption
of this position paper by the ADAPSO board have not changed, but
confirmed, the facts and conclusions set out in the paper. I also ask
for inclusion in the record of a perceptive article entitled “ECOM:
Unfair Competition With Private Enterprise,” appearing in the
February 1982, edition of ZIP magazine and also included in my
prepared statement. :

The first point in my discussion today deals with the extent of
USPS involvement in the electronic message services business. The
F_COM and EMSS projects undertaken by the Postal Service repre-
sent only the beginning of major USPS activity in the electronic
message marketplace. .

EMSS is a multimedia program whereby computer tapes. dises.
hard copy, and direct computer input, are transmitted to designated
USPS offices by means of contracted carrier services. Subsequently, the
USPS converts the output into printed hard copy and physically
delivers the hard copy through its local distribution facilities. Plans
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call for EMSS implementation, at the overall cost of $18.9 million in
1978 dollars, according to the GAO, over the next 10 to 15 years, There
will be 15 EMSS operational sites by 1985 and 1995 is the target date
for full EMSS implementation at 87 sites nationwide.

The E-COM program approved by the Postal Rate Commission
involves the interconnection of the transmission facilities of certified
E-COM carriers with 25 Serving Post Offices, or SPO’. Messages
prepared by the customer in standard formats are transmitted by the
E-CCOM carrier to a designated SPO with message input accomphshed
jointly by the customer and carrier. Message correction, conversion,
printing, and enveloi)ing and delivery of the hard copy message are
perftf;rmed by Postal Service personnel and equipment at the SPO
iself,

The evolution of the EMSS and E-COM ventures reveal the sys-
tematic and, thus far, successful effort by the Postal Rate Commission
and the USPS to enable the USPS to compete with the private sector
in the electronic message services marketplace and to enhance its
market penetration. Already, in the E-COM venture alone, both the
PRC and the USPS have agreed that the Postal Service may become a
provider of basic transmission services between customers and postal
facilities, and between SPOs, and may also be a reseller of such serv-
ices. If these or other electronic message services offered by the USPS
entail significant, embedded data processing capabilities, where the
customer or SPQ is able to store and retrieve messages and fo manipu-
late the content of these messages via software and hardware func-
tions, then USPS competition with the private sector is compounded.

The USPS has already been granted authority by the PRC to en-
gage in substantial dats processing services at each regional SPO,
services traditionally provided by private industry. Postal Service
conversion of electronic messages into hard copy represents an addi-
tional source of Government competition with the private scctor.
Moreover, the USPS has received authorization to have 100-percent
back-up data processing capability for its SPQO functions. This “back-
up” provides yet another means for the USPS to compete with
independent computer service vendors.

The Postal Service has attempted to disavow any interest in
publicly offering basic transmission services, computer services and
end-to-end (Generation III) clectronic message services. The evolu-
tion of E-COM in particular seriously undermines this protestation.
Moreover, Postal Service executives have repeatedly indicated that
the USPS will provide these services unless prevented.

USPS intentions and the evolution of E-COM and EMSS indicate
that the Postal Service is positioning itself to compete with the
private sector in the electronic message services marketplace on a
scale far larger than that evident in the current E-COM program.
Unless prohibited. the USPS will become entrenched in the electronic
message services business, a result that is contrary to this Nation’s
fundamental commitment to rely on the private sector for provisions
of goods and services,

This brings me to my second point, that postal service competition
with the private sector in the electronic message service marketplace
1s unnecessary and improper.
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The electronic message services business, although an infant and
emerging field, is already highly competitive and dynamic. This area
is characterized by intense private sector research and development
efforts, vigorous innovation and robust marketing practices. There is
every indication that the private sector is highly capable of and will
continue providing electronic message services in an adequate and
efficient manner responsive to existing and eventual consumer demand.

All of the major computer networks in the United States already
offer electronic message services utilizing the intercity transmission
facilities of AT&T. An increasingly large number of timesharing
vendors and software firms offer electronic message systems. These sys-
tems can be used on a remote and interactive timesharing basis, may be
ordered for intra-corporate installation as in-house software packages,
or purchased as in-house turnkey systems. '

Senator Syarms. Mr. Fisher, can you please try to summarize your
statement. It will be reviewed very carefully by everyone. I apologize
for asking you to do that. I know you worked very hard on it, but I do
know the schedule on the floor and we’re going to have another vote.
I'm trying very hard to get three more witnesses before the subcom-
mittee before the vote.

Mr. Fisugr. I'll try to summarize.

The third point is, despite the limitations urged by ADAPSO, there
is a proper role for the Postal Service in future delivery of the mail.
That particular role in the electronic message service business would be
to capitalize on the innovations of the private sector in the field. That
is to say, they would actually deliver hard copy output to recipients
who do not have terminal devices in their homes or places of business.
The Postal Service may provide the space and operations for person-
nel to enable those telecommunications and computer services firms
offering electronic message services to input messages electronically to
a destination Post Office. This role would stimulate the Postal Service’s
traditional business in its labor force and letter carriers. The Postal
Service would then be a catalyst in encouraging the development of
flexible and innovative electronic message services furnished by the
private sector.

The fourth and final point today involves the anticompetitive nature
of the contemplated USPS activity in the electronic message service
business. Serious threats to competition may arise should the USPS
be permitted to enter the electronic message services business with no
_ restraints on the manner of its entry. :

Cross subsidization by the USPS may well result in significant eco-
nomic harm including predatory or below-cost pricing that drives in-
dependent competitors out of the market and discouragement of mar-
ket entry by private entrepreneurs who cannot compete with organiza-
tions having governmentally guaranteed revenues. Cross subsidy may
also result in unearned, excessive monopoly revenues derived from
traditional postal customers. .

Notwithstanding these concerns, it appears that E-COM will be
subsidized by other USPS services. The actual costs of the current
E-COM system are significantly greater than the cost estimates relied
upon by the Postal Rate Commission when it established current
E-COM rates and fees in its Recommended Decision. Initial estimates
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of the total capital investment for the E-COM system came to $7.4
million. The January 16, 1981 contract between the DPostal Service and
RCA for the E-COM system provides for an expenditure of at least
$38.6 million. Despite this dramatic difference the current E-COM
rates and fees are those established over 2 years ago when estimated
capital investment totaled less than one-fifth of current expenditures
and when the first class postage was 15 cents per ounce, which now is
20 cents. -

Another competitive problem of unrestricted USPS entry into the
electronic message services marketplace involves the unique, monopoly
hard-copy distribution facilities of the Postal Service. Should the
USPS be permitted to become a communications carrier or a resale
carrier in competition with the private sector, it will have tremendous
incentive to deny access to its local distribution facilities. ’

It is ADAPSO’s position that if the USPS is to be permitted to en-
gage in the comperitive electronic message services marketplace, it
should compete fairly without benefit of cross-subsidy derived from its
regulated status. This may be accomplished by requiring the Postal
Service to conduct its entire competitive activities through a subsidiary
with stringent accounting and structural separation requirements de-
signed to geteot and nullify opportunities for cross-subsidization and
other competitive abuses.

In closing, Senator, let me say that the adverse competitive effects of
unrestricted USPS diversification into the electronic message services
business threaten an efficient and responsive marketplace. This is
especiallv unfortunate hecause entry by the Postal Service into this
marketplace is unnecessary and improper in the first place. Thank you.

[The prepared statement of Mr. Fisher, together with the position
paper and article referred to, follows:]

13-341 ¢ - 82 - 8
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PrepARED STATEMENT ,oF R. StePHEN FISHER

Mr. Chairman and Members of the Subcommittee.

My name is R. Stephen Fisher. I am Senior Vice President
and General Manager of the Direct Response Division of NLT Computer
Services Corporation. NLT is a longstanding member of the Associa-
tion of Data Processing Service 6rganizations, Iné., or ADAPSO as
the Association is more commonly known in the computer services

industry which it represents.
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I wish to thank the Subcommittee for this opportunity to
appear before you today and to express the views of ADAPSO's
member companies and NLT on the provision of electronic message
services by the United States Postal Service. We are gratified
that this prestigious Subcommittee is investigating a matter of

strategic importance to the computer services industry.

As introductien, NLT is a full coemputer service provider
headquartered in Nashville, Tennessee, with revenues exceeding
$40 million, over 600 employees and branch locations in Wisconsin,
Pennsylvania, Florida and the District of Cclumbia. The Dircet
Response Division of NLT provides consultation, computer record-
keeping, and mail production and lettershop services for a wide

variety of non-profit, direct mail fund raisers.

NLT is one of the few companies in the nation that offers
a complete range of computer and production services for direct
mail providers., A 16-year veteran in the computer services
industry, I have served in various séles, marketing and manage-
ment capacities with several of the major participants in this

industry.

Virtually the entire ADAPSO membership of over 500 private
sector computer service firms has a stake in the provision of
electronic message services, either as direct providers of these

services or as providers of underlying software or services
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including conversion of electronic messages into hard copy
for subsequent physical delivery. Of serious concern to

this industry is the improper and possibly anticompetitive
entry of thé United States Postal éervice (USPS) into the

electronic message services business.

The USPS is vigorously pursuing entry into this business
through two principal vehicles, the Electronic Message Services
System (EMSS) and the controversial Electronic Computer-Originated
Mail (E-COM) program. It is the position of ADAPSO that USéS
entry is unnecessary and improper and should be halted, and that
the current manner of USPS entry will likely result in unfair
and decreased competition in the electronic message services

marketplace.

In the limited amount of time available to me today, I
would like to touch briefly upon four points addressed more

fully in ADAPSO's Position Paper on Government Provision of

Electronic Message Services. This Position Paper, recently

approved by unanimous vote of the ADAPSO Board of Directors,
has been included in my written statement to the Subcommittee
and I ask that it be included in the Tecord of these hearings.
1-sﬁou1d add that events.since the adoption of this Position
Paper by fhe ADAPSO Board have not changed, but confirmed, the
facts and conclusions set out in the Paper. I also ask for
inclusion in the record of a perceptfve article entitled
’"ECQﬁ: Unfair Competition with Private Enterprise," appearing
in the February, 1982 edition of ZIP magazine and also included

in my written statement.
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The first point in my discussion today deals with
the extent of USPS involvement in the electronic message
services business. The E-COM and EMSS projects undertaken
by the Postal Service represent only the beginning of major

USPS activity in the electronic message marketplace.

EMSS is a multimedia program whereby computer tapes, discs,
hard copy and direct computer input, are transmitted to designated
USPS offices by means of contracted carrier services. Subsequently,
the USPS converts the output into printed hard copy and physically
delivers the hard copy through its local distribution facilities.
Plans call for EMSS implementation (at the overall cost of $18.8
million in 1978 dollars, according to the GAQ) over the next ten
to fifteen years. There will be 15 EMSS operational sites by
1985 and 1995 is the target date for full EMSS implementation

at 87 sites nationwide.

The E-COM program approved by the Postal Rate Commission
involves the interconnection of the transmission facilities of
certified E-COM carriers with 25 Serving Post Offices, or SPO's.
Messages preparcd by the customer in standard formats are trans-
mitted by the E-COM carrier to a designated SP0 with message
input accomplished jointly by the customer and carrier. Message
correction, conversion, printing, and enveloping and delivery
of the hard copy message are performed by Postal Service

personnel and equipment at the SPO itself.
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The evolution of the EMSS and E-COM ventures reveal the
systematic and, thus far, successful effort by the Postal Rate
Commission (PRC) and the USPS to enable the USPS to compete with
the private sector in the elect;onic message services marketplace
and to enhance its market penetration. Already, in the E-COM
venture alone, both the PRC and the USPS have agreed that the
Postal Service may become a provider of basic transmission services
between customers and postal facilities, and between SPO's, and
may be a reseller of such services. If these or other electronic
message services offered by the USPS entail significant embedded
data processing capabilities, where the customer or SPO is able
to store and retrieve messages and to manipulate the content of
these messages via software and hardware functions, then USPS

competition with the private sector is“compounded.

The USPS has already been granted authority by the PRC to
engage in substantial data processing services at each regional
SPO, sérvices traditionally provided by private industry. ﬁostal
Service conversion of electronic messages into hard copy represents
an additional source of government competition with the private
sector. Moreover, the USPS has received authorization to have 100
percent back-up data processing capability for its SPO functions.
This "back-up"” provides yet another means for the USPS to compete

with independent computer service vendors.
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The Postal Service has attempted to disavow any interest
in publicly offering basic transmission services, computer ser-
vices and end-to-end (Generation III) electronic message services.
The evolution of E-COM, in particular, seriously undermines this
protestation. Moreover, Postal Service executives have repeatedly

indicated that the USPS will provide these services unless prevented.

USPS intentions and the evolution of E-COM and EMSS indicate
that the Postal Service is positioning itself to compete with the
private sector in the electronic message services marketplace
on a scale far larger than that evident in the current E-COM
program. Unless prohibited, the USPS will become entrenched in
the electronic message services business, a result that is con-
trary t¢ this nation’s fundamentallcommitmcnt to rely on the

private sector for provisions of goods and services,

And this brings me to my second peint, that postal service
competition with the private sector in the electronic message

service markctplace is unnecessary and improper,

The electronic message services business, although an infant
and emerging field, is already highly competitive and dynamic.
This area is characterized by intense private sector research
and development efforts, vigorous innovation and robust marketing

practices. There is every indication that the private sector is
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highly capable of and will continue providing electronic message
services in an adequate and efficient manner responsive to existing

and eventual consumer demand.

All of the major computer networks in the United States
already offer electronic message services utilitizing the intercity
transmission facilities of ATT. An increasingly large number of
timesharing vendors and software firms offer electronic message
systems. These systems can be used on a remote and interactive
timesharing basis, may be ordered for intra-corporate installation
as in-house software packages, or purchased as in-house turnkey

systems,

The vendor of integrated office systems is also active in the
electronic message marketplace, providiné electronic message
systems as an available function in communicating word processors
and turnkey systems. In addition, a large number of major corpora-
tions have their own in-house, store-and-forward computer-based

message systems for inter-office, administrative purposes.

The electronic message services marketplace épecifically and
the computer service§ and communications marketplaces generally
are dynamic, competitive and innovative. Given the track record
of the computer services and communications industries, this sector

of the nation's economy is perhaps the least likely to warrant



governﬁent enterprise. As ! have stated, the private sector has
given every indication that it is able to and will serve the
electronic message service marketplace in an efficient and desirable
manner. Despite this, the USPS, a government-owned and regulated
monopolist, is preparing for large-scale entry in the electrenic

message services business.

ADAPSC opposes Postal Service competition with the private
sector in provisicn of electronic message services to the public.
Such competition is simply unnecessary and would disrupt, if not
eliminate, the competitive marketplace forces that foster efficient
allocation of resources, the highest quality for the lowest price,
innovation and free market entry. USPS competition in this market-
place is therefeore improper; it flies in the face of the long-held
principle, embodied in OMB Circulars A-76 and A-121, that govern-
ment ought not to compete with the private sector. Moreover,

USPS diversification into the electronic message services business
will involve the USPS in a technology-intensive service which
falls outside the postal monopoly and to which the USPS can

profess but limited expertise.

Accordingly, ADAPSOC cpposes USPS provision or resale of Gener-
ation III or end-to-end message services, USPS provision or resale
of Generaticns I and II scrvices including E-COM and EMSS, and USPS

provision or resale of post office-to-post office transmission ser-
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vices. ADAPSO believes that the Postal Service should rely

on the private sector for provision of data processing and
conversion services. Additionally, ADAPSO opposes the entirely
inappropriate extension of the Private Express Statutes so as

to bring within the postal monopoly end-to-end electronic mes-
sage services, the electronic transmission portions of Generations
I and 11 message services or any electronic message service in-

volving any component of physical delivery of hard copy information.

My third point today is that, despite the limitations urged
by ADAPSO, there is a proper role for the Postal Service in the

future delivery of mail.

First, the Pos;al Service would do well to remain attentive

to its traditional role of receiving hard copy and delivering

it to the addressee. There is increasing need for the USPS to
concentrate its resources on its traditional role. Postmaster
General Bolger, in October 5, 1981 hearings be}ore the House
Subcommittee on Governmént Information and Individual Rights,
testified that the volume of "hard copy mail" will grow for

many years and that electronic message services will not sup-

plant postal services.

Second, the USPS could play a major role in the electronic
message services business by capitalizing on the innovations of

the private sector in this field. Generations I and II electronic
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message services require a capability to deliver hard copy
output to recipients who do not have terminal devices in

their homes or places of business. The USPS may provide the
space and operations personnel to enable those telecommunications
and computer services firms offering electronic message services
to input messages electreonically to a destiﬁation post office
utilizing a vendor-provided, dedicated or shared, terminal
device capable of conversion of electronic messages into hard
copy. Having provided the spéce and personnel necessary to
accommodate this input and conversion by the private sector,

the USPS would then accomplish physical delivery through its

local distribution facility.

This role would stimulate the Postal Service's traditiopal
business and its labor force of letter carriers. The Postal
Service would then be a catalyst, encouraging the development
of flexible and innovative electronic message services funded

and furnished by the private sector.

My fourth and final point today involves the anticompetitive
nature of contemplated USPS activity in the electronic message

services business.
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Serious threats to competition may arise should the USPS be
permitted to enter the electronic message services business with
no- restraints on the manner of its entry. As a government-owned
and regulated monopolist engaging in a competitive marketplace,
the USPS will have substantial opportunities to subsidize its
competitive offerings in the electronic message services market
with resources and revenues derived from its letter delivery
monopoly or through the Treasury's subsidy of the Postal Service

as a whole,

Cross-subsidization by the USPS may well result in significant
economic harm including predatory or below-cost pricing that drives
independent competitors out of the market, and discouragement of
market entry by private entreprenuers who cannot compete with
organizations having governmentally guaranteed revenues. C(ross-
subsidy may also result in unearned, excessive monopoly revenues
derived from traditional postal customers. The effect of all this
in the marketplace is unfair and decreased competition which

~eliminates those market forces that work to ensure the most

efficient and desired electronic message services.

Notwithstanding these concerns, it appears that E-COM will
be subsidized by other USPS services. The actual costs of the
current E-COM system are significantly greater than the cost

estimates relied upon by the Postal Rate Commission when it
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established current E-COM rates and fees in its Recommended
Decisions. 1Initial estimates of the total capital investment

for the E-CCM system came to $7.4 million. The January 16, 1981
contract between the Postal Service and RCA for the E-LOM system
provides for USPS expenditure of at least $38.6 million., Despite
this dramatic difference, the current L-COM rates and fees are
those established over two years ago when estimated capital invest-
ment totaled less than one-fifth of current expenditures and when
the first class postage fee was 15¢ per ounce. E-COM rates and
fees are not compensatory and will require subsidization from
Treasury or other USPS service revenues. It is also clear that,
unless compelled, the Postal Service will not take the initiative
to adjust its E-COM rates and fees to reflect actual costs and

first-class postage.

Another competitive problem of unrestricted USPS entry into
the electronic message services marketplace inolves the unique,
meonepely hard-copy distribution facilities of the Postal Service.
Should the USPS be permitted to become a Eommunications carrier
or a rvesale carrier in competition with the private sector, it
will have tremendous incentive to deny access to its local dis-
tribution facilities to those competitors which prefer to employ
their own arrangements for electronic message transmission rather
than using the facilities provided by the Postal Service. Similar
competitive hardships will accrue should the USPS deny access to
its monopoly distribution facilities to certain firms or provide

for access on a discriminatory basis.
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In fact, the USPS has propounded discriminatory E-COM tele-
communications interconnection arrangements which guarantee one
E-COM carrier, ATéT, preferred access arrangements, to the detri-
ment of competing E-COM participants. Similarly, the USPS inter-
connection arrangements hamper E-COM carriers of small size and
those which serve low-volume or remote geographic areas, and
place these carriers at competitive disadvantage vis-a-vis ATET
and larger E-COM carriers. These areas, technically complex,
are more fully dealt with in ADAPSO's Position Paper. Accordingly,

I will not amplify in the limited time I have today.

It is ADAPSO's position that if the USPS is to be permitted
to engage in the competitive electronic message serviceé market-
place, it should compete fairly without benefit of cross-subsidy
derived from its regulated status. This may be accomplished by
requiring the Postal Service to conduct its entire competitive
activities through a subsidiary with stringent accounting and
structural separation requirements designed to detect and nullify
opportunities for cross-subsidization and other compefitive
abuses. ADAPSO also believes that the USPS should be required
to provide interconnection with its monopoly distribution
facilities to all able and willing companies, including computer
service firms, on a fair and non-discriminatory.basis and under
the same standards, requirements and charges the USPS imposes on

itself for E-COM service.
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Unless a competitive USPS structure for entry in the electronic‘
message services business is assured and unless universal and non-
discriminatory access to the Postal Service's menepoly distribution
facilities is guaranteed, there will be unfair and decreased competi-
tion in the electronic message services marketplace, Denial of fair
and non-discriminatory access and improper cross-subsidy may well
open the entire marketplace to USPS domination as private sector

firms are either driven out or deterred from entry.

7 In closing, Mr. Chairman, let mc say that the adverse com-
petitive cffects of unrestricted USPS diversification into the
electronic message services business threaten an efficient and
responsive marketplace. This is especially unfortunate because
entry by the Postal Service into this marketplace is unnecessary

and improper in the first place,

I respectfully urge the Subcommittee to continue earnestly
its investigation into this matter, and to work closely with those
Committees of Congress having direct jurisdiction over Postal
Service activity in the computer services and communications
businesses. ADAPSO stands ready to assist the Subcommittee.

We look forward to working with you and the Subcommittee staff

in the future.

Again, thank you for this opportunity.
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EXECUTIVE SUMMARY

The U.S. Postal Service (USPS) 'is vigorously pursuing
entry into the electronic message business through two princi-
pal vehicles, the Electronic Message Services System (EMSS)} and
the Electronic Computer-Originated Mail (E-COM) program. Vir-
tually the entire ADAPSO membership of private sector firms has
a stake in the provision of electronic message services as
direct providers of such services or as providers of underlying
products and services.

Analysis of the EMSS and the E-COM prograns and stated USPS
intentions reveal that the Postal Service is preparing to compete
with the private sector in the electronic message services market-
place en a scale far larger than that evident in the E-COM program.
The USPS has obtained PRC authority to become a provider or reseller
of basic transmission services between customers and postal facilities
receiving electronic messages ("serving post offices" or SP0’'s) and
between SPO's. These services may entail significant embedded data
processing capabilities if the customer or SPQ is able to store and
retrieve messages and to manipulate the content of messages via
hardware or software functions. Already, the USPS has obtained
authority to engage in substantial data processing services at
SP0's and to provide conversion of electronic messages into hard-
copy. The Postal Service, moreover, has indicated it seeks to serve
the computeér terminal owner. Additionally, the USPS has been per-
mitted to have 100 percent back-up data processing capability for
its SPO functions, a proven facility for additional public offering
of data processing services.

The private sector has established thar it is willing and
ablc to serve the expansive electronic message services market-
place. There has been nc demonstration that government enterprise
is warranted or desirable in any sense. Accordingly, ADAPSO views
Postal Service competition with the private sec¢tor in this field
a8s unnecessary and, pursuant to longstanding economic principles
embodied in OMB Circulars A-76 and A-121, improper. ADAPSO also
opposes the extension of the Private Express Statutes so as to
bring within the postal monopoly any electronic message services
involving any component of physical delivery of hard copy informa- |
tion. The Postal Service should concentrate on its traditional
role of receipt and delivery of hard Ccopy and could enhance that
role by providing the space and operations personnel necessary for
‘private sector provision of clectronic message services involving
hard copy output, :

If the Postal Service is permitted to enter the competitive
electronic message services business, it is ADAPSO's position that
the USPS should be made to compete fairly without benefit of improper
£ross-subsidy derived from its regulated status. Tt is apparent
that the Postal Service's E-COM program will be subsidized by other
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USPS services or with general Treasury funds. C(Cross-subsidization
may be prevented by requiring the Postal Service to conduct its
competitive activities through a subsidiary with stringent account-
ing and structural separation requirements designed to detect and
nullify opportunities for cross-subsidization and other competitive
abuses.

It is.also ADAPSO's position that the USPS should be required
to provide interconnection with its monopoly distribution facilities
to all able and willing firms on a fair and non-discriminatory
basis. It is apparent that the currently operational E-COM program
discriminates in favor of one E-COM participant, AT&T, over others
and penalizes the small or low-volume E-COM participant, to the
detriment of free and fair competition in the electronic message
services marketplace.
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INTRODUCTION

The Association of Data Processing Service Organizations
(ADAPSO) is the trade association of this nation's computer ser-
vices industry which generated over $15 billion in revenue in
1980. ADAPSO's members provide a broad range of computer ser-
vices to the public, including batch data processing, facilities
management, remote computing (timesharing), software products,
software design, consulting, and support services, and integrated

turnkey systems.

Virtually the entire ADAPSO membership of nearlf 500 private
sector firms has a stake in the provision of electronic message
services, either as direct providers of such services, as enhanced
service providers pursuant to the Second Computer Inquiry, or as
providers of underlying software or services including the conversion
of electronic messages into hard copy for subsequent physical de-
livery. Of serious concern to this industry is the improper and
possibly anticompetitive entry of the United States Postal Service

into the electronic message business.

The United States Postal Service (USPS) is vigorously pur-
suing entry into the electronic messages business througﬁ two
principal vehicles, the Eleétronic Message Services System (EMSS)
and the Electronic Computer-Originated Mail (E-COM) program.

It is the position of ADAPSO that such entry is unnecessary and
improper and should be halted, and that the manner of USPS entry
will likely result in unfair and decreased competition in the

electronic message services marketplace.



Before elaborating upon this position, it is necessary to
dispel the confusion created by repeated USPS reference to the
"electronic mail™ phenomenon. There is a fundamental distinction
between the lJSPS governmental postal moncpoly over delivery of
certain letter mail, as conferred by the Private Express Statutes,
and traditional private sector provision of electronic message
services and communications services to the public. Application
of the term "clectronic mail” to the electronic message services
business incorrectly suggests that electronic message services are
within the domain of the Postal Service. It further serves o
blind observors to the fact that the USPS is diversifying into
the new business of electronic message service and that the USPS
is embarking upon unnecessary entry into a marketplace historically

served exclusively, and well, by the private sector.

Appropriately, the USPS Electronic Computer-Criginated Mail
venture was first proposed in 1977 by a private sector firm, Shell
0il Cempany. At that time, E-COM was called the ""Advanced Communi-
cation Serviée" with no reference to "electronic mail™ and all

that the term may imply.
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I. THE POSTAL SERVICE INTENDS EXTENSIVE
INVOLVEMENT IN THE ELECTRONIC MESSAGE SERVICES BUSINESS

The E-COM and EMSS projects undertaken by the Postal Service
represent only the beginning of extensive USPS involvement in the
electronic message services business. This is graphically revealed
by analysis of the programs and of the underlying process leading
up to their introduction. Throughout proposal and approval of
these ventures,'particularly the E-COM program, both the Postaf
Rate Commission (PRC) and the Postal Service have successfully
endeavored to provide the Postal Service with the means to engage
extensively in competition with the private sector in provision of

electronic message services to the public.

A. The EMSS Program

EMSS, a purported outgrowth of E-COM, entails a multimedia
program whereby computers, discs, hard copy and direct computer
input, are transmitted to designated USPS offices by means of
contracted carrier services. Subsequently, the USPS converts the
output into Rard copy and physically delivers the hard copy through
its local distribution facilities. Plans call for EMSS implementa-
tion over the next ten to fifteen years, with 1985 the target date
for 15 operational sites and 1995 as the date for full EMSS imple-
mentation at 87 sites nationwide. In addition to providing this
description of EMSS, the General Accounting Office has estimated
that as of May of 1980, the USPS had already spent approximately
$18.9 million. The GAO forecasts total EMSS system cost to be

approximately $1.8 billion. (in 1978 dollars) by the mid-1990's
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(see Report by the Comptroller General of the United States,

"Implications of Electronic Mail for the Postal Service's Work
-

Force', at 3-4 (February 6, 1881)).

B. The E-COM Program :

The USPS E-COM venture, now operational, has a long and
convoluted history which nonetheless clearly indicates USPS and
PRC intention to pit the USPS inm direct competition with the pri-
vate sector. As stated previously, E-COM was initially conceived
by ‘the Shell 0il Company in 1977 as the YAdvanced Communication

Service'" proposal.

Shell sought permission to install its own printers and communi-
cations controllers in certain USPS postal facilities. This equip-
ment would have enabled Shell to enter messages into the postal
system electronically and directly from its private nationwide
communications network. Upon deliberation, the USPS accepted
the Shell concept but decided to cffer the service to the public
generally. BeCause of its previous joint Mailgram venture wit
Western Union, the USPS entered into sole-source procurement
negotiations with Western Union. The result was the E-COM pro-
posal first presented to the Postal Rate Commission on September 8,

19738,

The USPS filed with the Postal Rate Ceommission a formal
classification request calling for the creation of a new subclass
of first class mail, E-COM. Under the USPS preposal, Western
Unicn would have received messages clectronically at its facility,

for processing and retransmission electronically over its own
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electronic circuits to 25 Serving Post Offices, or SPO's. Elec-
tronic message preparation was to be ferformed by the sending
customer with message input accomplished jointly by the customer
and Western Union. Subsequent processing and switching of
electronic messages were to be performed by Western Union usiﬁg.
its own facilities and equipment. Western Union was also required
to install and operate communications controllers at each of the
designated SPO's and to maintain billing and accounting records.
The Postal Service's role was limited to the installation and
operation of the printers and paper-handling equipment at the

SPO's, the delivery of the hard copy letters, and customer billing.

In response to the USPS E-COM request, the PRC instituted a
proceeding, Docket No. MC78-3, entitled "Electronic Mail Classifi-
cation Proposal, 1978" (hereafter referred to as the "E-COM Docket").

On December 17, 1979, the PRC issued its Opinion_and Recommended

Decision in the E-COM Docket. The PRC generally approved the USPS

E-COM proposal but ordered a number of significant changes.

The Commission rejected USPS's sole-source arrangement with
Western Union and substituted a modified arrangement whereby
multiple carriers would interconnect their respective transmission
facilities with the SPO's for transmission of electronic messages.
" In addition, rather than simply jnstalling and operating the
printers and paper-handling equipment at the destination SPO,
the USPS was permitted to installland operate a computer system in
each SPO to perform various data processing functions currently

provided by private computer service firms and, under the initial
3
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USPS proposal, functions that were to be performed by Western

Union. (Opinion and Recommended Decision, Docket No. MC78-3,

at 7-8). Conversion and printing, enveloping and delivery of
the hard copy message would be performed by the Postal Service

--as under the initial proposal.

The USPS did not obtain explicit authorization from the PRC
to provide telecommunications links connecting the public to the
SPO's nor was it given explicit authority to lease telecommunications
lines for transmission of messages between SPO's. Nevertheless,

in its Recommended Decision, the PRC stated that *fwle do not

in any way foreclose direct Postal Service provision of customer-
to-postal computer communications {assuming any necessary regulatory
approvals) should that become desirable in the future" and, further,
"{wle do not, by this decision, foreclose the possibility that
‘the Postal Service may at some time own, lease, or obtain by

contract a teiecommunications net devoted to electronic mail

service.” Opinion and Recommended Decision, Docket No. MC78-3,

at 7, 8. The ramifications of this latitude are underscored in
the PRC Opinion. ‘There the Commission noted that the E-COM plan
approved

does not foreclose a transmission system
operated by or for the Postal Service
alongside the cothers. The customer would
have the option of choosing his own carrier
or of accessing the Postal Service's communi-
cations unit--or if the Service had decided
to proceed by contract [as a resellerl--the
telecommunications contractor. (id. atr 34).

The PRC, in its December 17, 1979 decision, limited the

E-CCM venture to an experimental service of limited duration.

"y

The PRC also recommended that the rates and fees or E-(CCM be
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26¢ for a one-page message and 31¢ for a two-page message,
figures that were based upon an assumed USPS total capital ?n-
vestment of $7.4 million (id. at 139). The E-COM plan approved
also entailed 100 percent back-up data processing capabilit;

in the event of primary system disruption (id. at 30-31).

On February 22,.1980, the USPS Board of Governors directed
the USPS to seek PRC reconsideration of its Decision. On the
whole, the USPS acquiesced in the Commission's Decision but
requested that the PRC establish E-COM as a permanent service
and not temporary and experimental. The USPS also sought clear
and explicit PRC authorization for USPS to become a competing
resale communications carrier in the provision of E-COM services
to the public where there was "demonstrated need" for its entry

into common carriage.

In its April 8, 1980 Opinion and Recommended Decision Upon

Reconsideration in the E-COM Docket, the PRC re-emphasized its
view that the Postal Service may operate its own telecommunications
link as a carrier (id. at 5). The PRC also explicitly authorized
the USPS to become a resale communications carrier upon the basis
of "demonstrated need" (id. at 6-8), thereby permitting USPS
competition with E-COM carriers. The PRC, however, affirmed its
decision to authorize the proposed E-COM service as experimental

and of limited duration (id. at 19-20).

The USPS Governors, on August 15, 1980, allowed the PRC's

Reconsidered Recommended Decision to take effect under protest

and directed the USPS to commence E-COM on January 4, 1982. The
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USPS protested the PRC Decision to the extent it restricted the
E-COM venture to a temperary and experimental service and
petitioned the United States Court of Appeals for the District

cf Columbia to set aside that part of the Decision. The Court

aid so and remanded the Decision back to the PRC, a step launching
over twelve months of dispute between the USPS and the PRC that

continues to this day.

On January 16, 1981, the Postal Service contracted with RCA
Government Systems Division for an E-COM system whose costs and
applications differed significantliy from those of the system upon
which initial approval of E-COM had becn based. This the PRC
itself found upen analysis of the public portions of the contract

between USPS and RCA. Order of the Postal Rate Commission Suspending

Remanded Proceedings, Docket No. MC78-3, at 6, n.l {December 3, 1681}.

The PRC identified a number of staggering discrepancies between
the RCA contract'for the E-COM system and what the PRC had initially
approved in the E-COM Docket. The RCA contract gosts totalled at
least $38.6 million, a sum more than five times the initial capital
costs estimated. The RCA contract entailed E-COM service features
not previously considered by the PRC, e.g., direct acceptance by
the RCA transmission system of messages reccrded on computer tape
physically delivered to the E-CCM carvier or the SPO; the capability
1o move messages between SPC's through Express Mail transfers of
magnetic tapes; and direct private line message input to SPQ's.

The latter new service feature would result, according to the PRC,

in "omission of telecommunications common Carriers as necessary
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intermediaries between customers and the SPO's" (id. at 6-7, n.1l),
and sets the stage for the eventual emergence of the USPS as a

communications carrier or a resale carrier.

It is also noteworthy that the USPS E-COM Invitation for Bid
(IFB) required the provision of an "Administrative Network f{as a
component of the E-COM system] which connects all SPO's to a
Management Operations Center (MOC) through common carrier tele-
communication services'" (IFB 104230-86-A-0207,‘September 24, 1980,
at 25). The IFB also stated that the Administrative Network was
to be designed to héﬁdle USPS administrative fraffic and although
"not intended for transmission of customer message traffic" (id.),
the Nétwork is clearly capable of transmission of customer messages.

RCA was awarded the E-COM system bid. -

C. USPS Involvement in the Electronic Message Services

Business

The evolution of the EMSS and E-COM ventures reveal the system-
atic and, thus far, successful effort by the PRC and the USPS to
enable the USPS to compete with the private sector in the electronic
message services marketplace and to enhance its market penetration.
Already, in the E-COM venture alone, both the PRC and the USPS have
agreed that the Postal Service may become a provider of basic
transmission services between customers and postal facilities,
and between SPO's, and may be a reseller of sucﬂ services. If
fhese or other electronic message services offered by the USPS
entail significant embedded data processing capabilities, where

the customer or SPO is able to store and retrieve messages and
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to manipulate the content of these messages via software and

hardware functions, then USPS cempetition with the private

sector is compounded.

The USPS has already been granted authority by the PRC
to engage in substantial data processing services at each regional
SPO, services traditionally provided by private industry. Postal
Service conversion of electronic messages into hard copy represents
an additional source of government competition with the private
sector. Morecover, the USPS has received authorization to have 100
percent back-up data processing capability for its SPO functions.
This "back-up” provides yet another means for the !ISPS to compete

with independent computer service vendors.

ADAPSO has had many years of experience with enterprises (such
3s banks and AT4T), which have regulatory limits on product and
service offerings, exploiting "excess" or "back-up'" data processing
capacity to offer computer services to the public ‘that are other-
wise prohibited. There is significant cppertunity for the USPS
to publicly market its ‘‘excess' or "back-up" data processing capacity,
arguing that efficiency demands this intrusiocn intc the private
sector and ignoring the fact that capacity committed elsewhere is

not available for the intended "back-up'" purpeses.

The Postal Service has attempted o disavow any .interest in
publicly offgriqg basic transmission services, computer services
and end-to-end (Generation III) electronic message scrvices. The
evolution of E-COM, in particular, seriously undermines this pro-
testatioen. Moreover, Postal Service executives have repcatedly

indicated that the USPS will provide these services unless prevented.
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Senior Assistant Postmaster General James Finch refused
to accept an outright ban on USPS ownership or lease and resale
of private transmission facilities during October 5, 1981 hearings,
before the House Subcommittee on Government Information and Individual
Rights. William Sullivan, a.Governor of the Postal Service and
Chairman of its E-COM Committee, has been quoted as saying that
the USPS "must reserve its options" should carriers not support

E-COM (Communications Daily, October 6, 1981, at 4), and that

owners of computer terminals (i.e., end-to-end electronic message

services) are the "Postal Service's main market'" (Communications Daily,

July 8, 1981, at 1). These ambitions have been heard before, more

than five years ago, in November 12, 1976, testimony of J. T. Ellington,
Jr., then Senior Assistant Postmaster General, before the National
Commission on Electronic Funds Transfer, and in a December 10, 1976,
Postal Service Staff Study entitled "The Necessity for Change"l
(Committee on Post Office and Civil Service, 94th Cong. 24 Sess.,

at 30-1 (Comm. Print No. 94-26)).

USPS intentions and the evolution of E-COM indicate that the
Po;tal Service is positioning itself to compete with the private
sector in the elctronic message services marketplace on a scale
f;r larger than that evident in the current E-COM prog;am. Unless
prohibited, the USPS will become entrenched in, the electronic message
services business, a result that is contrary to this nation's
fﬁndamental commitment to rely on the private sector for provisions

of goods and services.



Ir. POSTAL SERVICE COMPETITION WITH
THE PRIVATE SECTOR IN THE ELECTRONIC
MESSAGE SERVICE MARKETPLACE IS UNNECESSARY

The electronic message services business, although an infant
and emerging field, is already highly competitive and dynamic. It
is an area characterized by intense research and development efforts,
vigorous innovation and robust marketing practices. As the cost
of computers and terminal devices declines, it is expected that
the electronic message market will expand dramatically, further
attracting competition and innovation. There is every indication
that the private sector is highly capable of and will continue
providing electronic message sc¢rvices in an adequate and efficient

manner responsive to existing and eventual consumer demand.

All of the major computer networks in the United States already
offer electronic message services utilizing almost exclusively
the intercity and long-distance transmission facilities of ATET.
GTE-Telenet provides Telemail while General Electric Information
Services Company offers Quik-Comm over its Mark TII service network.

Tymnet's system is called On Tyme. Datapac offers Envey 100.

An increasingly large number of timesharing vendors and soft-
ware houses coffer electronic message systems. These systems can
be used on a remote and interactive timesharing basis, may be
ordered for intra-corporate installation as in-house software
packages, or purchased as in-house turnkey systems. Availahle

systems include those offered by Computer Corp. of America (COMET);
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Scientific Time Sharing Corp. (MAILBOX); Dialcom, Inc. (MAILCALL);
Compuserve (Info-Plex); Microcom (Micro-Courier); and by Bolt,
Beranek &-Néwman, Inc. (HERMES)l Additionally, Computer Sciences
Corporation, Automatic Data Processing, Inc., National CSS, United
Information Services, Inc., The Source, NLT Computer Services
Corporation, Applied Data Research, Inc., and an increasing number
of other computer service vendors provide electronic message systems,
and/or software, and/or conversion of electronic messages to- hard

copy to their customers. .

The vendor of integrated office systems is also active in this
market, providing electronic message systems as an available function
in communicating word processors and turnkey systems. These vendors
incl;de Datapoint Corporation, Wang Laboratories, Inc., Prime Computer,
Inc., Xerox and IBM. In addition, a large number of major corporations
have their own in-house, store-a;a-forward computer-based message

systems for inter-office administrative purposes.

The electronic message systems described above involvé, for the
most part, '""Generation III' systems in which both the sender and
the recipient of the message have a terminal device connected by
a telecommunications line to the message computer. Generation III
systems are also called end-to-end or terminal-to-terminal electronic
message systems, In a "Generation I'" system, hard copy messages
are converted to electronic impulses for transmission over tele-
communications lines to a destination where the messages are recon-
structed in hard copy form with subsequent physical delivery.

Generation I services include Western Union's Mailgram, Graphnet's
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Faxgram and the Western Union telegram. “Generation TI" services
entail message input in electronic form via telecommunications

lines with output converted at the destination into hard copy

form. Generation I services include Maiigram II as well as Fax-
gram in certain situations. Other private sector offerings in the
Generations I and II categories include Tymnet's “TYMEGRAM", Souther:
Pacific's "Datapost”, Lincoln Data Service's "Priority Dispatch",
Diversified Data Processing's '"Ov rnight Message Service', Spence
Enterprises "Communique", Registered Express’ "Registecred Express”
and Telepost's "Telepost' (see Plaintiff's Memorandum of Points

and Authorities, at 308, United States v. USPS, No. 81-3206 (D:D.C.,

filed December 30, 1981)).

The private sector has established that it is willing and
able to serve the expansive electrenicg message marketplace. There
is simply no indication that a c;mpetitive industry structure will
fail to serve adequately the demand. of the censuming public. More-
over, there has been no demonstrated public policy justification
for USPS competition with the private sector in the provision of

electronic message service. There is simply no need for USPS com-

petition with the private sector in this field of business.
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I11. POSTAL SERVICE COMPETITION WITH THE
PRIVATE SECTOR IN THE ELECTRONIC MESSAGE SERVICES®
- MARKETPLACE IS IMPROPER

It is the basic premise of this nation's free enterprise
system that goods and services should be produced by the private
sector in open and competitive markets. Similarly, it has been
long established that government should procure its goods and
services from the private sector and ought not to compete with
private enterprises. This principle is recognized in OMB Circulars
A-76 and A-121. As the Director of the Bureau of Competition .of
the Federal Trade Commission stated in October 22, 1981 testimony
presented to the House Subcommittee on Goverment Information and
Individual Rights:

Government enterprise should be viewed as
the last alternative. Government should
engage in enterprise activities only in

the rare instances where it is clear that
the private sector is incapable of producing
necessary or highly desirable goods or ser-
vices in an acceptable manner (at 2).

The electronic message services marketplace specifically and
the computer services and communications marketplaces generally
are dynamic, competitive and innovative. Given the track record
of the computer services and communications industries, this sector
of the nation's economy is perhaps the least likely to warrant
government enterprise. As demonstrated previously, the private
sector has given every indication that it is able to and will

serve the electronic message service marketplace in an efficient and

desirable manner.
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Despite this, the USPS, a government-owned entity, is pre-
paring for large-scale entry into the electronic message services
business. As stated well by the United States Department of Justice
and the National Telecommunications and Information Administration
of the United States Department of Commerce in joint comments in
the E-COM Docket:

The proposed E-COM_service is, potentially,

the leading edge of substantial policy change,
since it clearly presages further and extensive
invelvement of a substantial federal government
enterprise in what possibly may otherwise prove
to be a dynamic and competitive field (at 8)}.

ADAPSQ opposcs Postal Service competition with the private
sector in provision of electronic message services to the public.
Such competition is simply unnecessary and would distupt if not
eliminate the competitive marketplace forces that foster efficient
allocation of resources, the highest quality for the lowest price,
innovation and free market entry. USPS competition in Shis market-
place is therefore imprcper; it flies in the face of the long-held

principle that government ought not to compete with the private

bae
3
[

sector., Moreover, USPS diversificatio ntc the electronic message

services business will involve the USPS in a technology-intensive
service which falls outside the postal monopoly and to which the

USPS can profess but limited expertise.

Accordingly, ADAPSO opposes USPS provision or resale of Gener-
ation II1I or end-tec-end electronic messages services, USPS provision cor
resale of Generations [ and Il services including E-COM and EMSS, and

USPS prevision or resale cf post office-tc-post office transmission
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services. ADAPSO believes that the Postal Service should rely on

the private sector for provision of data processing and conversion
services. Additionally, ADAPSO opposes the entirely inappropriate
extension of the Private Express Statutes so as to bring .within the
postal monopoly end-to-end electronic message services, the electronic
transmission portions of the Generations I and II message services

‘or any electronic message service involving any component of

physical delivery of hard copy information.

The Postal Service would do well to remain attentive to its
traditional role of receiving hard copy and delivering it to the
addressee. There is increasing need for the USPS to concentrate
its resources on its traditional role. Postmaster General Bolger,
in October 5, 1981 hearings before the House Subcommittee on
Govérnment Information and Individual Rights, testified that the
volume of "hard copy mail" will grow for many years and that electronic
message services will not supplant postal services (at 1). In fact,
the growth of Generations I and II electronic message services will
intensify thé need for the Postal Service's local distribution

facilities.

The USPS could play a major role in the electronic message
services business by capitalizing on the innovations of the private
sector in this field. Generations I and II electronic message
services require a capability to deliver hard copy output to
recipients who do not have terminal devices in their homes or

places of business. The USPS may proVide the space and operations




personnel to enable those telecommunications and computer services
firms offering electronic message services to input messages
electronically to a destinatien post office utilizing a vendor-
provided, dedicated or shared, terminal device capablec of con-
version of electronic messages into hard copy. Having provided
the space and personnel necessary to accommodate this input

and conversion by the private sector, the USPS would then acconm-

plish physical delivery through its local distriburion facility.

This would preclude USPS investment of huge sums for develop-
ment and purchase of compuier systems, printers and terminals; it
would obviate the need for procurement and operation or resale by
the USPS of telecommunication links between post offices and between
customers and post offices. Moreov'r, this scenario would avoid
improper USPS provision of end-to-end electronic message systems,
transmission services, conversion services, computer services and
the like. Instead, the Postal Service would be able to make
available to electronic message service users and providers its
unique monopoly distribution facilities. This role would stimulate
the Pestal Service's traditional business and its labor force of
letter carriers. The Postal Service would then be a catalvse
encouraging the development of flexible and innovative electronic

message services funded by the private sector.
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Iv. POSTAL SERVICE ACTIVITY IN THE ELECTRONIC
MESSAGE SERVICES MARKETPLACE, IF PERMITTED,
SHOULD BE -PRO-COMPETITIVE

Serious threats to competition may arise should the USPS be
permitted to enter the electronic message services business with
no restraints on the manner of its entry. As a government-owned
and regulated monopolist engaging in a competitive marketplace,
the USPS will have substantial opportunities to subsidize its
competitive offerings in the electronic message services market
with resources and revenues derived from its letter delivery monopoly
or through the Treasury's subsidy of the Postal Service as a whole.
Such cross-subsidization by the USPS may well result in significant
economic harm including predatory or below-cost pricing that drives
independent competitors out of the market, and discouragement of
market entry by private entrepreneurs who cannot compete with organi-
zations having governmentally guaranteed revenues. Cross-subsidy
may also result in unearned, excessive monopoly revenues derived
from traditional postal customers. The effect of all this in the
marketplace is unfair and decreased competition which eliminates
those market forces that work to ensure the most efficient and

desired electronic message services.

Another competitive problem of unrestricted USPS entry into
the electronic message services marketplace involves the unique,
monopoly hard-copy distribution facilities of the Postal Service.

Should the USPS be permitted to become a communications carrier or
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a resale carrier in competition with the private sector, it will
have tremendous incentive fo deny access to its local distributien
facilities to those competiters which prefer to employ their own
arrangements for electronic message transmission rather than using
the facilities provided by the Postal Service. Similar competitive
hardships will accrue should the USPS deny access to its monopoly
distribution facilities to certain firms or provide for access on

2 discriminatory basis.

The problems of potential cToss-subsidy and denied or dis-
¢riminatory access led the Carter Administration and the United
States Senate to the endorsement of certain conditions on the
manpner of USPS involvement in competitive electronic message services,
In its July 19, 1979, position paper on this matter, the Carter
Administration stated that USPS competitive activity should not be
.subsidized by tax money or by rev;nues from other USPS services.

The position paper also expresses the view that USPS electronic
message services should be estabiished as a separate entity fo
accounting and ratemaking purposes to ensure competitive coperation
and to avoid cross-subsidization. The Administration also required
the USPS to "make its delivery services available to all electronic
carriers at the same rates as those it charges itself" and "to ensure
that interconnection with the mail delivery system is available to
all companies...." The PRC, in its initial Decision in the E-COM
Docket, echoed these access and interconnection requirements {at 98-

i00 and Appendix ().
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In Section 204(b) of S. 898, passed by the United States
Senate on October 7, 1981, the USPS was permitted to engage in
the electronic delivery of messages to non-affiliates, by resale
or otherwise, but only through a separate organizational entity
fully described in Section 204(b) (2) and structured to prevent
. operational cross-subsidy. Section 204(b) also required this
separate entity to conduct business with the USPS on the same
basis that business is conducted with non-affiliates, without
any discrimination or preference arising out of affiliation. It
should be noted, however, that S. 898 itself and an extended
Senatorial colloquy established that neither the bill nor those
sections pertaining to the USPS would permit the USPS to compete
with the private sector in provision of electronic messagé services
and that Congressional authority to do so must be obtained before

the USPS may undertake to engage in these activities.

Notwithstanding these,directives and general pro-competitive
considerations, it appears that E-COM will be subsidized by other
USPS services. The actual costs of the current E-COM system are
significantly greater than the cost estimates relied upon by the
Postal Rate Commission when it established current E-COM rates

and fees in its Recommended Decisions. Initial estimates of the

total capital investment for the E-COM system came to $7.4 million.
The January 16, 1981 contract between the Postal Service and RCA
for the E-COM system provides for USPS expenditure of at least
$38.6 million. Despite this dramatic difference, the current
E-COM rates and fees are those established over two years ago

when estimated capital investment totaled less than one-fifth of

current expenditures and when the first class postage fee was 15¢



per ounce. E-(COM rates and fees are not compensatory and will
require subsidization from Treasﬁry or other USPS service revenues.
It is also clear that, unless compelled, the Postal Service will
not take the initiative to adjust its E-COM rates and fees to
reflect actual costs and first-class postage (see Plaintiff's

Memorandum of Points and Authorities, at 27, United States v. USPS,

No. 81-3206 {D.D.C., filed December 30, 1981)).

Improper ¢ross-subsidization may also result should the
USPS incur attributable, assignable and residual costs of the E-COM
venture which have not been reflected in the rates, fees and capital-
ization base for E-COM. The Postal Service has alrcady committed
significant managerial and administrative resources to the E-COM
Program on an apparent non-compensatery basis. More than 20 managerial
employees from USPS have been diverted to E-UOM efforts. The Postal
Service has undertaken building ;odifications and postal personncl
training to accommodate E-COM program demands. {See Comments of

the USPS on the PRC's Notice of Inquiry in Remanded Proceedings,

Docket No. MC78-3, at 3-4 (July 28, 19813).

In addition to proscription of USPS cross-subsidization of
E-COM activities, executive and legislative directives have de-
manded universal and non-discriminatory access to the local dis-
tribution facilities of the Postal Service. The E-COM telecommuni-
cations connections arrangements propounded by the USPS do not
comport with these directives {see 46 Fed. Rcg. 50875-82; 46 Fed.
Reg. 62268-73). Rather, distinct preférential access arrangements
are guaranteed ATET by the USPS and the small or lew-volume E-COM

participant is penalized.
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It would appear, although the matter is far from clear,
that all capable companies including computer service ven@ors
are permitted to obtain dedicate§ access to SPO facilities.
Each SPO, at the inception, will have six input ports or access
facilities for interconnection. Three of these ports will be
dedicated and available only to USPS-authorized E-COM carriers,
including AT§T. Surplus demand for dedicated ports will be
diverted to public "dial-up" ports until such time as additional
dedicated ports are available. The remaining three ports of the
initial six at each SPO (and half of all SPQ ports installed by
the USPS) will be public or dial-up and available only through
connection accomplished by the "nation-wide public switched tele-
phone network', namely, AT§T.* Although E-COM carriers using
dedicated ports may engage in unrestricted sharing of these ;ccess
facilities, the carriers utilizing dedicated ports are limited to
one such port at each SPO per carrier until all initial requests

for ports have been granted.

AT&T has obtained guaranteed interconnection with the SPO's
through three of the six ports initially available at each SPO.
Further, Af&T may compete with other E-COM carriers for one_of
the three remaining dedicated ports at each SPO. The;é competing
carriers, however, are limited to one dedicated port per carrier,
althgugh sharing arrangements may ye devised. It is clear that the
USPS interconnection arrangements discriminate unfairly and over-
whelmingly in favor of AT§T té the competitive detriment of other

-E-COM participants.

* The terms and conditions of the January 8, 1982 settlement of the
ATGT monopolization case, in which ATET was required to divest
its local operating companies and local exchange services, would
appear to require drastic revision of the E-COM interconnection
arrangements published by the Postal Service.
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Morecver, competing E-COM carriers must provide their own
telecommunications circuits and connection equipment, including
modems and data service units for each SPO. On the other hand,
the Postal Service will make available all of the telecommunications
equipment and services required at each SPO to permit ATET dial-up
access, including protoce! boards, haraware, software, modems
and network connections. This arrangement again discriminates in

favor of one E-COM carrier, ATET, over others,

The USPS has required that a minimum of 200 separately addressed
messages be transmitted to the destina;ion SPO at any one time.
The USPS will process less than 200 messages, but the sender will
be billed at the minimum rate for each transmission, i.e., the
rate for 200 messages. This hampers E-COM participants of small
size and those which serve low-voiume or remote geographic areas
and places such carriers at a competitive disadvantage vis-a-vis

ATGT and larger E-COM carriers.

Tt is ADAPSO's position that if the USPS is to be permitted
to engage in the competitive electronic message services marketplace,
it should compete fairly without benefit of cross-subsidy derived
from its regulated status. This may be accomplished by requiring
the Postal Service to conduct its entire competitive activities
through a subsidiary with stringent accounting and structural
separation requirements desiyned to detect and nullify opportunities
for cross-subsidization and other competitive abuses. ADAPSO also
believes that the USPS should be required to provide interconnection
with its monopoly distribution facilities to all -able and willing

companies, including computer service firms, on a fair and nen-
L]
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discriminatory basis and under the same standards, requirements

and charges the USPS imposes on itself for E-COM service. Unless

a competitive USPS structure for entry into the electronic message
sérvices business is assured and unless universal and non-discrimin-
atory access to the Postal Service's monopoly distribution is
guaranteed, there will be unfair and decreased competition in the
electronic message services marketplace. Denial of fair and non-
discriminatory access and improper cross-subsidy may well open

the entire marketplace to USPS domination as private sector firms

are either driven out or deterred from entry.
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CONCLUSION

The adverse competitive effects of unrestricted USPS diver-
sification into the electronic message services business threaten
an efficient and responsive marketplacc. This is especially unfor-
tunate hecause entry by the Postal Service into this marketplace

is unnecessary and improper in the first place,

The private sector has demonstrated its willingness and
ability to serve the existing and eventual demand for electronic
message services. In fact, there has been no demonstration that
enterprise in this sector of the economy by a government-owned
and regulated moncpolist is warranted or desirable in any sense.
Accordingly, Postal Service competition with the private sector
in this field is improper. For this reason, ADAPSO's position
is that the Postal Service should not be permitted to compete with
private corganizations in provision of electronic message services
te the public and that the Private Express Statutes should not be
extended to cover electronic message services invelving any component

of physical hard copy delivery.
P

The Postal Service should concentrate on meeting the increasing
demand for its traditional services of receipt and delivery ¢f hard
copy mail. By resisting competition with the private sector and by
fostering private sector electronic messagé services, the Postal
Service will be able to join its unigque distribution facilities
and labor force with private sector innovation to form a pro-competi-
tive partnership that serves the consuming public in an efficient

and desirable manner.
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Yiewpoint

ECOM: Unfair Combetition With Private Enterprise

by Karl Zetmeir

The new ECOM {Electronic Computer-Originated
Mail) service of the USPS is now in operation, al-
lowing mailers to transmit their personalized
messages and bills to special post offices across the
country for “maximum two-day delivery.”

From my point of view as a supplier of precisely
these services, and speaking for hundreds of other
marketers of forms, paper, envelopes, computer
systems, ink-jet and laser printers, and others in
the private sector whose business will be adverse-
1y affected, this is an intrusion by the government
into a field where they have no business being.

Besides this, the new program is destined tobea
financial boondoggle. The total cost for a single
page is 26¢; a second page is 5¢. When you sub-
tract the 20¢ that they must charge back to the
postage account, you see that the USPS proposes to
print as few as a couple of hundred personalized
messages, stuff them into envelopes, and get them
into the mail stream for less than 6¢ each. At 200
pieces, that's a $12 minimum charge for the pro-
duction portion of the service! Obviously, the only
way that the ECOM program can even hope to
break even is to push for huge volumes of mail
through the system.

Can’t Pay Its Own Way

The USPS “guestimates” a first-year volume of
12 million messages, yielding only $720,000 (after
postage) gross revenue. To get even this volume,
they are going to go after my customers, and those
of every computer-personalized mailer in the coun-
try. Why should our tax dollars go into subsidiz-
ing a major competitor which, incidentally, pays
no taxes itself?

My information is that the USPS has already in-
vested more than $30 million in computers, print-
ers, and-other equipment. At 15% interest, that's
$4.5 million of return required just for a break-
even. Additional millions for training, physical
space, set-up, repairs, etc. have not even been es-
timated. Even at 100 million pieces a year, this sys-
tem can’t be expected to pay for itself.

The Postal Service is understandably anxious
about the encroachment by electronic services into
its traditional bailiwick, but it is misguided in its
attack on the problem. Although it is laud-
able—and cost offective—to deliver time-sensitive
mail within two days of its generation for only 26¢,
the task of physically printing out, personalizing,
and mailing could easily be handled by private

enterprise in each large metropolitan area. The
competitiveness of the marketplace would de-
termine the final cost to the mailer—and this price
would be one which would bring the print-
ing/mailing service a profit (and thus would gener-
ate, not waste, tax dollars).

A Modest Proposal
Obviously, there are a great number of people
who are vehemently opposed to USPS involve-
ment in the physical preparation of mail—and not
just vendors. The Justice Department, some mem-
bers of the Postal Rate Commission, and numer-
ous groups fighting the extension of government

- into areas competitive with private enterprise have

registered their opposition, though the Postal Ser-
vice is not likely to dismantle ECOM in the near fu-
ture. It may even seek to expand it. At the very
least, however, the following should be imple-

mented to mitigate the fallout from the program:

o Restructuring: a realistic cost/price analysis
should be made, and the service should be made to
pay for itself.

- @ Restraint: the Postal Service should be pre-

vented from soliciting the customers of competing
services.

o Limitations: ECOM should be reserved for trans-
mission of messages received through actual “tele-
communications links,” not “over-the-counter”
tapes.

¢ Urgency: this program should be strictly limited
to materials requiring delivery without de-
lay—bills, product recalls, urgent messages, etc.
All that I and my fellow suppliers are asking is
that the government refrain from competing un-
fairly with us for this business. For in almost
every case, private enterprise has proven over and
over again that it can offer better service more
cheaply to the mailing community than anything
that the government can devise. We simply wanta
fair contest, an equal chance for the business.

Mr. Zetmeir is president of Words &
Data, n service offering compiiter-as-
sisted marketing {and luser-personal-
ized letters) to mailers: (913} 722-6424.

ZIP/February 1982
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Senator Symms. Thank you very much for a very thoughtful and
comprehensive statement. 1 do appreciate it, and T do apologize for
asking the witnesses to expedite their statements. T know we asked you
to come here and testify and you worked hard to prepare a statement.
It always bothers me to ask a witness to summarize and put it in the
record. Other Senators don’t hear it and I apologize for that. However,
er are not able to control the floor of the Senate action, as you're aware
of,

Now we’ll hear from JJoe Coates. president of J. F. Coates, Inc., a
policy analyst who will testify with regard to the future of mail de-
livery, especially telecommunications.

STATEMENT OF JOSEPH F. COATES, PRESIDENT, J. F. COATES, INC.,
WASHINGTON, D.C.

Mr. Coates. Thank vou. It's a privilege and pleasure to be here, par-
ticularly a pleasure to see the subcommittee continuing its custom of
calling on people whose orientation is toward the future for some wit-
ness insight,

Were the Postal Service s new organization set up in the last 20
years, I think, by anybody’s measure, it wonld be a smashing success.
It’s got 40.000 sites. Tt tonches 82 delivery points. Tt deals with 110
billion items each year. Its productivity is, in fact, increasing. So the
critical question to focus on is, why is'such a superficially snceessful
organization so nettlesome to the Congress and such a continuing
trouble to various stakeholders? And I think, to jump ahead to a con-
clusion before getting at some of the forces making up its future, I’d
like to point out that 1t comes from the fact that it’s like a pseudobusi-
ness and bureauncratic forces act very strongly to constrain its choice
of actions and, second, con ional interventions have continually
exacerbated the problems of the Postal Service as a pseudobusiness.

But turning to the question of its future, I think its strategy, its
posture toward the futuare, is roughly that of the automobile industry
in the late 1960, It is refusing to look at the radical changes coming
over the horizon and it is, in fact, focused on a defensive posture.

The two areas universally regarded as affecting its future are, of
course, electronic funds transfer and electronic message systems, and
8 grﬁa.t deal has been written about that. Most analyses have focused
on that.

Assuming that’s well under your control conceptually. I'd like to
move on to some other factors. The wiring of the Nation, for example,
the cable, interactive to a cable, is proceeding at such a rapid pace that
within the next decade or two, this may have radical effects on the
way people order things—TV catalogs, video displays in the home for
home use, for small businessmen, for purchasing agents, and large
companies may have a drastic effect on bulk mail and catalog mail. On
the other hand, it may open up a tremendous amount of new parcel
services.

Another trend affecting the future—and it’s important to recognize
that not everything is connected with electronics or information di-
rectly, but & number of things connected with the work force—the
American work force is now becoming a dual work force. Men and
women are entering on conditions of parity. Such things as flextime
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and depressed work schedules and so on becoming commonplace, peo-
ple are coming to demand new working arrangements. .

So a fundamental planning error the Postal Service could make is
to assume that it is committed to a fixed work force. That could be
a dead weight on all future planning when the rest of the work force
is moving 1n an entirely different direction. '

Another trend of major importance is that of the Postal Service as
a minority employer. The progress made by blacks, Hispanies, and
other minorities has been enormous. The pace is continuing and, con-
sequently, any assumptions about the future premised upon the Postal
Service as a minority employer is likely to be radically in error and
another dead weight on its thinking. If we don’t continue to integrate
minorities into the general economy, nothing that the Postal Service
does is going to be beyond the trivial in that regard.

Another trend of major importance is the set of combined demo-
graphic, business, and industrial migration patterns. America will
continue to be metropolitan and urban, but there’s likely to be much
more metropolitan sprawl and this will create new demands for in-
formation delivery, delivery of new forms, new sites, new clients, new
customers. Demography is also telling us in the next 20 years there’s
going to be an explosive increase in elderly population. Important to
the Congress is to recognize that the elderly population is going to be
highly politicized and extremely effective in the voting booth and
they’re going to demand services that are convenient, low in energy
requirements, physical personal energy, convenient at low cost. And
that has to be integrated into any public service thinking.

The Postal Service has consistently overlooked a number of its
opportunities which incidentally market as a pseudobusiness. It fails
attention to a principal asset—40,000 sites from which it operates, It
has no vision of a sense of alternative services, new developments that
it might feed into, the possibility of becoming a major agency for the
dissemination of information from the Federal Government, and other
information related services. Essentially, that’s a core asset that is
almost totally ignored in almost all planning. .

One could very well imagine these 40,000 sites being centers for com-
puter consoles that would be wired into a variety of complex other
information services. '

Another opportunity that must be faced in the question of future
vulnerability of any new system, but rather than continue to list these
major changes, let me just summarize the difficulty as I see it, that the
difficulty is of the Postal Service in coping with the future is that
they’re locked into a single traditional sense of mission. They have no
positive sense or image of the future. They have no vision of what
should the Postal Service be, and clearly, if they continue with their
single mission strategy, they’re going down the tube. Yet their future
can be quite bright 1f they look at the question of what should their
future be.

So putting that together in planning for the future, I would sug-
gesti) 1three congressional actions as important, straightforward, and

oable,

First, is to lay on the Postal Service and its Government regulators
a requirement to come forth with three, four or five radically different
alternative developments for the Service over the next two or three
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decades and that this be made a mandated requirement for oversight
hearings and that the Congress be quite insistent that those alterna-
tives be truly radical.

. Let me point out that the current work of OTA which is quite good
in this area lacks this positive image, this sense of positive image, and
lacks the textured alternative future for the Postal Service.

The second thing which I think is extremely important is to unequiv-
ocably discharge the organizational uncertainty that the Service is
faced with. It's almost inconceivable that any new body of informa-
tion, any collection of facts or data, will discharge the intrinsic uncer-
tainty about the ways in which telecommunications will develop. So
that’s a sterile avenue to pursue. It is however open and quite possible
to clarify the organizational uncertainty rather than to continue the
congressional perturbation for the future.

And then, finally, it seems to me that the Congress should endorse
expectations that among the images the Postal Service creates for its
own future there be frank opportunity for public-private cooperation,
opportunities for privatizing some information services, opportunities
for joint public-private ventures, and that the Postal Service in its
planning explicitly consider social role for the 21st century that would
be good and useful to perform.

1t must not be arbitrarily constrained. When T say this, T mean the
Postal Service, its governors and it regulators. As you heard today,
they must not be arbitrarily constrained in their imaginations of pre-
conceptions about the future. They must not be committed to a single
view of putting it on a business basis.

So with that, it scems to me that the summary sense which I find
absent from most deliberations on the Postal Service is the fact of
radical changes in the future; and radical change must in fact be
radical, Thank you, Senator.

[The prepared statement of Mr. Coates follows:]

11-3%1 0 - 82 -
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Preparep STATEMENT oF JosepH F. CoATES

Were the U.S. Postal Service a new organization, let's say one
founded within the last twenty years, it would be a smashing success in
anyone's book. It works seven days a week. It has close to 40,000 offices
and branches. It delivers to 82 million sites and employs two-thirds of
a million Americans. It moves over 106 billion items, and its productivity
is rising. Statistically, it ranks with such recognized suécesses as
McDonald's with its billions of hamburgers, and Sears with its mountains
of products. Why then is it such a troubled and troublesome organization?
Why is there nearly universal dissatisfaction with its performance and great
anxiety over its future? And finally, why is it so nettlesome an issue

for the Congress?

I will address these questions from the perspective of trends and
forces operating within the American society which are creating an upheaval
in the primary product of Postal Service activity -- information. To
jump ahead to some basic conclusions, the anguish over the Postal Service
is largely bureaucratically induced and Congressionally exacerbated. It
results from a defensive mentality in the face of inevitable and visible
momentous changes consequent on the mass introduction of telecommunica-
tions and computer technology throughcut American society. The Postal

LService's pseudo-business structure precludes operating on a businesslike
basis in terms of setting its rates, innovation, experimentation, and so

.on. It is further saddled by a group of social concerns which are them-

selves, at any given moment, of intense concern to some stakeholders but

which in the long pull are of diminishing importance.

The Postal Service now seems condemned to a backward view of its
glorious past with no positive images about what its future could be like.
Psychologically, it is in the position of the automobile industry in the
mid-70's, the railroad industry of the last 30 years, and the housing
industry today -- linked to a bygone past, with 1ittle organizational
vitality and few incentives, committed at best to holding actions. Its
fearful engagement of the future and overly timid experimentation and
innovation condemn it to second rate performance and steady decline should

no radical interventions occur.
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Technologies of the past, which the Pustal Service, then the Post
0ffice, so vigorously embraced, such a$ railroads, trucks and air mail
delivery, all shared one characteristic. They clearly were able to
enhance a well-defined and monopolistic mission. The new major forces
now visible, or barely over the horizon, with regard to the Postal Service
are of equal, if not greater, importance but with a quite different
characteristic. They are evolving cutside the postal system and effec-
tively and vigorously cutting intc the same market for information transfer.
The new functions and organizations are technologically and institu-
tionally rapidly evolving. They are motivated by profit. They are
“more fleet footed, more experimental, and feel less threatened tnan the
slow moving behemoth bureaucracy typical of most American institutions.
U.S. Postal Service knows very well how to manage growth but does not
have an effective management strategy for radical change.

In the remainder of my remarks I will address the bases for radical
change and propose two or three rather straightforward steps to begin the

move in meore effective directions.

The two universally recognized technological changes affecting the
Postal Service's mission are the growth of electronic funds transfer, which
will radically modify a prime source of its business, namely, the movement
of bills and checks; and the development of electronic message systems
which will alter the origin, handling, use, style, and delivery of most
forms of written messages. These developments have received most of the
policy analytic attention by the several groups that have looked into the
future of the U.S. Postal Service.

There are other forces for change, however, which may more drasti-
cally modify its customary services. The wiring of the natien for cable TV is
proceeding rapidly. Interactive, two-way cable will, over the next decade
or two, cut into the advertising and catalogue business of the Postal
Service. Active call-up systems will permit householders and small busi-
ness and large business purchasing agents to go directly from desktop video
screen to a systematic interrogation of the market for the items and products
of interest. The extent and scope of video catalogue shopping could sharply
shrink bulk and catalogue mail, The effects in detail are obscure since we
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do not know what the price structure and the consumer acceptability will
be. We also do not know the degree and kind of novelty these new forms
of adver?ising will take. The only thing we can demonstrate absolute
confidence in is that in all commercial information delivery radical

changes are coming.

Not everything affecting the future of the Postal Service is in
“terms of electronics and information handling. A set of tacit assump-
tions about the workforce permeates most discussions of the future of
' the USPS. Those assumptions are open to question, America is moving
to effective full-time employment of women on parity with men. We are
also moving toward large scale use of alternative work schedules such
as flextime and compressed work schedules. In the long pull, i.e., over
the next decade, the growth of dual income households and the growth of
households with unconventional living arrangements may make larger numbers
of people more interested in discretionary, part-time, and flexible
employment. Assumptions that the USPS will, except in holiday time, be
dealing with a fixed, permanent labor force could be radically incorrect
and a dead weight on its planning.

Similarly, the matter of the Postal Service as minority employer
seems to overlook the fact that Blacks, Hispanics, and other minority
groups are making substantial progress and are being integrated into the
larger socioeconomy. On a ten to thirty year perspective it is obsoles-
cent thinking to frame any development for the Postal Service around
conditions of minority employment. But if the nation does not find means
to further integrate minorities into the overall economy, any actions
vis-a-vis the Postal Service will be trivial. In other words, the pfob-
lems of Black and other minority employment will either become history
or the nation will be in very deep trouble.

Another neglected factor affecting the long term role of the Postal
Service is the combined demographic, business, and industrial migration
patterns. They are changing the location and concentration of people
across the face of the land. There is broad forecaster consensus that
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the U4.S. will continue to be an urban, metropolitan nation, but. that the
population within metropolitan arcas will be more spread out than it has
been in the past. Morec spread ocut implies, presumably, new needs, forms,

and styles of delivery of information.

Demography also tells us that the population will, on the average,
be older, and that there will be substantial increases in the elderly
population who will exhibit, by and large, two important characteristics.
They will need convenient services brought to them at low cost and not
demanding heavy physical energy or monetary expenditures. Secondly,
they will be'strongly peliticized and prepared to vote and campaign for
) their needs. Directing services to an aged population and to an even
larger mature population will be an important federal mission. Demo-
graphic patterns further tell us that the present supply of entry-level
workers will decline in the 90's as the baby bust enters the workforce.

Tied to these changing demographic and social needs are the possi-
bilities of taking advantage of a very special rescurce of the U.S. Postal
Service -- its some 40,000 sites. The opportunity to be more than post
offices by making them federal information gutlets for the Government
Printing Office, for various federal agencies or centers delivering many
public services, particularly information services, could be quite attrac-
tive. In general, these funclions imply that the U.S. Postal Service
view itself in new ways and as having new missions. Its positive future
lies in being a broad information delivery service to all our citizens.
Information is an increasingly dominant factor iam our society. Hence,
modes and means of delivering it will become imbortant. One can well
imagine the day in which computer consoles and informetion call-up systems
will be commonplace services in post offices.

Other factors entering into the movement into electronically mediated
information systems raise important questions of vulnerability of the
system to planned or unplanned disruption. The physica)l vulnerabilities
to storms, floods, natural hazards, technological disasters, needs to be
more effectively integrated to Postal Service planning. 0On the other hand,
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new vulnerabilities may arise or evolve in special ways tied to the pos-
sibilities of disruptions by its workforce due to strikes or other actions.

One could summarize many of the difficulties that the Postal Service

has in coming to grips with radical change as being due to its being
11ocked to a traditional sense of mission. In contrast, its opportun-

ities lie in developing and framing radical, not incremental, new missions.
,‘Thé consequence of being locked into old missions and limited perspectives
is painfully illustrated by the sad condition of the U.S. railroads. The
railroads hgve never seen themselves as in the transportation business --
but merely as railroads. The sense of the change of mission is not a
trivial consideration. In the private sector we see the profound impli-
cations of a redefinition of missions in petroleum companies. Esso
reframed its mission, changed its name, and in a real sense ceased to

be a petroleum company and became an energy company. A change of mission
is not a trivial relabeling but a fundamental restructuring and revitalization

of what an organization is about.

A second major limitation in the future of the Postal Service is its
Jack of positive images of the future. It can not and now does not want
to answer the question, "What could the Postal Service be?" Until there
are three, four, or five explicit, well-elaborated, and different alter-
native missions, neither will the Postal Service be in a position to
advocate, nor the Congress be in a position to decide, how and what the
new roles should be.

Against that background I see that a major opportunity for the
Congress in coping with and helping to frame and mold the future of the
U.S. Postal Service is to lay on them an immediate requirement to begin
to define alternative new missions, and to begin to define a variety of
distinctly and radically different images. I believe that a year is ade-
quate to do this. I believe that it cannot be done solely by the present
Postal Service staff. I believe that framing oversight hearings a year
from now on those missions would, all in all, be most beneficial. Even
the current OTA work on the U.S. Postal Service lacks any positive images

or-well textured alternative structures for that organization.
A
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The most important action, as I see it, that the Congress can take,
in view of the intrinsic uncertainty about the impacts of cumputer and
telecommunications development on the system, is lo unequivocally discharge
the organizational uncertainty which is effectively paralyzing the public
and private sectors in the de;elopment of new information systems in
relation to the Postal Service. As | see it, it is far more valuable to
discharge the grganizational uncertainty soen than it is to indefinitely
wait for some never-to-be-available critical information.

Finally, it seems to me that the Congress should endorse an expec-
tation that among the images that the Postal Service creates for its
future should be frank attention to opportunities for public and private
cooperation, new opportunities for privatizing some information services,
and joint public and private ventures. On the other hand, the new mission
must also consider the social roles for the 21st Century which a new
Postal Service could provide. The Postal Service, its governors and
regulators, must not be arbitrarily constrained in their imagination by
preconceptions of being or not being on a "business basis.” Nor must they
fear social missions which may or may not be a la mode. Radical change
should be radical.

Thank you.
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Senator Symms. Thank you very much, both of you, for excellent
statements. The Chair will state that I do have several questions that
we would like to ask both of you to be in the record, but due to the
time constraints, I'm going to submit those to you in writing if you
would accept that. Then we will try to get our last two witnesses up.
So thank you very much.

We would like to hear from William A. Robinson, director, DHL
Corp., a document courier service; and Patricia H. Brennan, of Roch-
cster, N.Y., formerly the owner of a private mail delivery service 1n
Rochester.

I might ask—I understand, Patricia, that you’re from New York,
and, Mr. Robinson, are you from here in Washington ?

Mr. RoeinsoN. San Francisco. o

Senator Symums. Do either of you have a quick plane that you’re try-
ing to catch?

Ms. Brenwan. No.

Mr. Rozsinson. No.

Senator Symms. OK. Since we’re going down the list, we'll hear
from you, Mr. Robinson. :

STATEMENT OF WILLIAM A. ROBINSON, DIRECTOR, DHL CORP.

o Mr. Roeixson. I’'m very pleased to testify today on behalf of DHL
orp.

In case you are unfamiliar with our company, DHL and its foreign
affiliates comprise the world’s largest private international courier sys-
tem. We transport time-sensitive blueprints, intracorporate memoran-
dums, checks, bills of lading, shipping documents, data processing
programs, and other commercial media for most of the world’s com-
panies and governments. DHL serves more than 260 cities in 65
countries.

I would like to begin by commending the subcommittee on holding
these hearings. Postal policy is not the most glamorous issue. There 1s
no immediate crisis which will guarantee headlines for the subcom-
mittee’s work. And there are substantial interests which have grown
comfortable with the current law. Nonetheless, all would agree that a
sound governmental policy toward documentary communications is
extremely important to the long-range health of the Nation’s economy.
Most would agree, as well, that many of today’s postal policies—in
particular the postal monopoly—are outdated and in need of review by
Congress. In short, we believe that the subcommittee is today under-
taking the sort of difficult and unheralded work which represents Con-
gress at its very best. In the same spirit, I would like to state that
DHL will be glad to assist the subcommittee in any way we can.

In our response to the subcommittee’s questionnaire, we have pro-
vided detailed answers to many of the points raised in these hearings.
While I would be happy to address any questions regarding any of
our written submissions, with your permission, I would like to begin
with a short statement summarizing our views with respect to the
international postal monopoly. I believe that it is on this topic that
our company may have something unique to add to the subcommittee’s
hearings.
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The postal monopoly over domestic letters and the postal monoply
over international letters pose very different policy questions, The
main differences may be summarized as follows: ’

. First, international postal service, far more than domestic service,
1s totally inadequate to modern commercial needs and is very poor
compared to private alternatives.

Second, since the enactment of the current postal monopoly law in
1872, international commerce has become vastly more important to
the United States. Moreover, the type of international business con-
ducted by American firms is highly dependent upon good worldwide
communications.

. Third, the U.S. Postal Service has no control over the quality of
international postal service. It cannot control foreign post offices, many
of which are beset by problems not faced by the 11.S. Post Office.

Fourth, unlike the domestic postal monopoly, the international
postal monopoly is not an important generator of U.S. postal revenues.
. In a nutshell, the main problem with international postal service
is that it is inadequate, at least for the purposes of international husi-
ness. In 1978, DHL retained an outside consnltant to review inter-
national air mail from New York City. The world postal system took
abhout 314 days to deliver a letter to Europe, more than a week to the
Far East, and more than 2 weeks to the Middle East. Althongh this
study is now 4 years old, there is no reason to believe that the world-
wide postal situation has improved.

The deficienies of the Worfdwide postal system are especially serious
for the United States because America’s business dealings with the
rest of the world have mushroomed in the last decade. Its main prod-
ucts—expertise and high technology goods—are highly dependent
upon fast and reliable worldwide communications. Between 1970 and
1979, total U1.S. exports of merchandise increased from $43 to $182
billion while American assets abroad increased from $188 to $513
billion. In recent years, the Treasury Department has estimated that
fully one-third of all American corporate profits are derived from
international activities of American firms,

For the American businessinan abroad-—whether trying to establish
foreign banking relations, to manage overseas construction projects or
to sell highly sophisticated aireraft—the need for good communications
to and from the United States is self-evident, As one would expect,
given the increasc in international trade, communications between the
United States and the rest of the world have exploded. Outbound over-
seas (;Telephone calls jumped 262 percent in the 6-year period from 1972
to 1978.

Despite the dramatic increase in international trade and, especially,
international telecommunications, international postal communications
have actually declined in the last few years. During the same period
that telecommunications jumped 262 percent, the number of interna-
tional air mail pieces registered a 12-percent deeline.

In short, the worldwide postal system has completely failed to keep
pace with the communications needs of U.S. international commerce.

I hasten to add, however, in fairness to the U.S. Postal Service, that
the inadequacies of the international post office are largely the result of
factors beyond the control of the Postal Service. The Postal Service
must work with foreign post offices that are frequently not up to Ameri-
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can standards. Tn some parts of the world postal officials do not read
English and do not make local deliveries. In other parts of the world,
postal strikes are not uncommon. Countries suffering postal strikes in
recent years include Australia, Canada, England, Iran, Ireland, Ttaly,
and Tsrael. The fact that all international postal documents are handled
by at least two post offices makes control and tracing difficult. As if
these intrinsic problems were not enough, an international treaty limits
ordinary international letter delivery to packages weighing 415 pounds
or less. The international mails are thus closed to a large percentage of
blueprints, specifications, financial forms, shipping papers, and other
international business documents.

The world post office’s inability to keep up with the escalating de-
mand for rapid and reliable international communications has, of
course, led to the development of private international delivery services.
Examples include DHL and Purolator and airline express services such
as Pan American’s “Clipper Pack.” These private companies do not, in
truth, compete with the national post offices. We do what they do not do.

The vital importance of rapid and reliable private international
document delivery services to the U.S. economy may be contrasted
with the relative insignificance of international letters to Postal Serv-
ice’s revenues.

Unlike the domestic monopoly, the international postal monopoly
generates virtually no extra postal revenues. In fiscal 1980, inter-
national air mail accounted for only about 214 percent of postal reve-
nues and 14 of 1 percent of the mail volume. International surface
mail amounted to an additional 1 percent in revenue and 15 of 1 per-
cent in volume. Moreover, as a practical matter, even with a total
exemption for international letters, only a small fraction of this small
fraction of postal revenues would be diverted to private carriage. After
all, only the Postal Service has a universal pickup and delivery net-
work and only the Postal Service has a special relationship with the
foreign post offices.

In view of these special considerations affecting the international
postal monopoly, we suggest that the public interest would be served
by immediately and statutorily abolishing the outdated monopoly over
international letters. :

Such a reform in the United States would cause no adverse impact
on the Postal Service. It would tend to improve the vital flow of inter-
national documents. Most importantly, such a step would stimulate
other nations of the world to reconsider the appropriateness of their
international postal monopolies. As we have seen in many other eco-
nomic initiatives, a good example in the United States exerts a power-
ful and persuasive influence upon other countries. Thank you.

Senator Symms. Thank you very much, Mr. Robinson, for a very,
very excellent statement. I think that’s a very interesting proposal
which you make on just abolishing the part of the monopoly that
would not pose any immediate threat or perceived threat, I should say,
to the postal systems. It will be interesting when Mr. Bolger comes
and we might ask what his opinion of that would be.

Ms. Brennan.
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STATEMENT OF PATRICIA H. BRENNAN, ROCHESTER, N.Y.

Ms. Brenvan. P. H. Brennan Hand Delivery Co. was founded in
March 1976 to provide fast, dependable hand delivery service to the
business and legal communities of Rochester, N.Y.

This service provided guaranteed same-day delivery of any and all
materials entrusted to its carriers at a cost of 10 cents per envelope.
Tho system was so designed that it was possible to send a message and
receive & written reply the same business day.

The cost of such a service was well within the range of small busi-
nesses and legal firms who would not otherwise be able to effectively
compete with larger firms who could afford the luxury of a full-time
stafl messenger.

Based on the low-operating costs and the availability of excellent
manpower, the concept could easily be expanded to include the busi-
ness districts of any urban center, thus providing the essential timeli-
ness necessary to the efficient running of these concerns.

Citing the current postal monopoly, insured by the Private Express
Statutes, business is hampered by the time waste incurred in using the
mails. Businesses are now forced to employ “special messenger” sys-
tems that exist only under exemptions to the Private Express laws.

In the history of P. H. Brennan Hand Delivery—214 years—no let-
ter was ever lost, misplaced, misdelivered, or delayed. The Service car-
ried upward of 3.000 letters dailv to all parts of Rochester, N.Y. ,

At the time of the forced closing of P. H. Brennan Hand Delivery
in August 1978, it was a self-sustaining, money-making, tax-paying
employer of five persons. These 5 people covered the same geographic
area, carrying more picces per person, than 12 U.S. Postal Service
letter carriers.

The P. H. Brennan Hand Delivery Service demonstrated unfailing
roliability as illustrated by its fast and phenomenal growth and the
fact that its hand-date cancellation was accepted by the local court
system as evidencs of timely service.

When Federal law attempts to regulate the affairs of business and
restrict private competition in areas where it is unable to provide ade-
quate public service, it becomes necessary to repeal or amend those
laws which are contrary to the public good.

I sit here and I feel somewhat like an endangered species in that T
am the only extant member of a private express company still around,
and perhaps I'd like to say simply that private express companies can
exist; they can exist profitably; they pay taxes into the general fund
and. unlike the Postal Service. do not deplete from the gencral fund.
They provide jobs for people. The sanctity of the mail has been assured.
Nobody but the Federal Government would be interested in what’s in
the mail and I could only think with amusement this morning when
the Chairman of the Postal Rate Commission stated that the private
companies wonld have to provide equal service to the Postal Service,

If we provided equal service, we couldn’t exist. It is that key, that
we must provide better service, more timely service, more cost-com-
petitive service, that makes private carriers as important as they are
to the future of hard copy dell)ivery and there still will be a market for
legal documents and original signatures that are timely and must be
delivered within a bnsiress dav and it's unfortunate that the Postal
Service cannot provide that kind of public service.

s
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Last, I draw the subcommittee’s attention to the comments of the
U.S. Department of Justice, March 13, 1979. Their antitrust division
addressed all of these issues that we’re discussing today and came up
with a report, again dated March 13, and I think that you will find
that even the Justice Department feels that some areas of the private
express statutes may in themselves be illegal and, second of all, should
be repealed. Thank you.

Senator Symwms. Thank you for a very, very excellent statement.
Could you, just for my edification and for our record’s edification, tell
me just briefly, what was the process which the U.S. Government used
to close you down ? What were you charged with?

Ms. BrennaN. It was very interesting. It was a civil suit where the
U.S. Postal Service attempted to get a permanent injunction against
our continuing in the service that we had started, and it took them 214
years to do it. They were on to us approximately 3 weeks after we had
started and we did not even know we were in violation of the law. The
local bar association and their legal experts could not see that we were
a private express company in that what most of what we carried was
exempted anyway—blueprints, checks, legal documents, time-sensi-
tive materials. And why they decided to pursue it, I’'m not sure. May-
be to make an example of these urban carriers.

Senator Symms. Let me get this straight. If a giant company, 3
huge corporation that did a lot of business in Rochester, N.Y.—like, is
Westinghouse up there ?

Ms. Brennan. Kodak or Xerox.

Senator Syumms. OK. So a huge corporation like that, where they
could hire their own person and put them on the payroll, they’re ex-
empted ¢

Ms. Brennan. Absolutely, perfectly legal. You may have your own
private messenger.

Senator Symms. But then, if a small company that couldn’t afford
this wants to hire you as a service—

Ms. BrennaN. It can’t be done because we’re a private express com-
pany.

Senator Symms. You can’t do it.

Ms. Brennan. If I work for vou exclusively, that’s fine. But if I
work for a variety of Senators then I become a private express com-
pany which the private express statutes prohibit. So it’s all or noth-
ing. I could work for you exclusively, but I can’t work for a variety.

Senator Symms. Well, how much money do you suppose the U.S.
Government spent to close you down?

Ms. Brennan. A fortune, I hope.

Senator Symas. A fortune?

Ms. Brennan. A fortune.

Senator Symms. Did they have a lot of lawyers up there? Where
did they come from ? The antitrust division?

Ms. Brennan. No. The Justice Department was on our side. Most
interesting, the postal unions who had a lot at stake in this particular
situation, they sued as friend of the court for the Government. The
Postal Service did not feel the Justice Department was adequately
handling their case, so they intervened. It got messy and it took 2%
years, and I imagine it was terribly expensive.

Senator Symms. And did you have to incur a great deal of expense
yourself to try to fight them off ?
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Ms. Brennaw. No, because the legal community of Rochester, N.Y.
banded together and supported us with the best constitutional lawyers
that they had, and they did a2 marvelous job. So it didn’t cost—I
believe the term is pro bono, They did for the public good because they
thought these services were necessary for the legal community.,

Senator Syaars. Who’s fulfilling these services now ?

Ms. Brexnan. The Postal Service is attempting to. There are no
private carriers.

Senator Symas. Have they instituted any daily delivery in Ro-
chester?

Ms. BrRexnan. No, sir.

Senator Syms. Just the regular mail?

Ms. Bren~aN, Yes, sir.

Senator Syarms. Well, that's very, very interesting. I'm happy to
hear the Justice Department was on your side. At least that’s more
consistent because, as you know, the taxpayers of this country spend
millions of dollars to pay the lawyers at the Justice Department to
try to go out and enforce laws prohibiting price fixing and monopo-
listic practices. So it certainly would be an irony if they had to hire
the same ones to go and prosecute the private express conipanies,

Ms. Brennan. Absolutely. This statement is from the antitrust
division and I'm convinced that some of those lawyers were also in on
the other side, too. So they were playing both sides of one point.

Senator Symys. What ‘would you think would happen if we ex-
tended your concept to rural areas?

Ms. Brennan, We would have an excellent postal service in the
United States.

Senator Sy»ms. What would happen if we would do as I asked Mrs.
Steiger earlier—if we just did this piecemeal. In other words, there’s
a great deal of fear, as you know—and every time you mention “re-
peal the monopoly,” everybody has a flutter and their blood pressure
goes up and everybody says it would ruin the Post Office. What
would happen, in your opinion, if we just do away with the monopoly
on international letters for the first year, and in the second year
do away with the monopoly in rural areas? Would P. H. Brennan Co.
go out and get the rural service?

Ms. Brennax. Sure. There’s no reason to stop it. Why P. H. Bren-
nan? Why not United Parcel Service? Why not General Motors?
Why not any major corporation who wants to pursue that particular
service ? Ang the interesting thing is, once we have competition, the
competition sets the standards and you would find those standards in
the prices. You'd get better service at lower prices for the day-to-day
delivery of materials.

Somebody made the analogy, What if the automobile corporations
were under Government monopoly. Can you imagine what you would
be driving?

Senator Symus. Edsels,

Ms. BreN~an. I don’t even think they would be that well designed.

Senator Symms. Horses?

Ms. Bren~aw. Probably. But the whole idea 1s, when you have
products and services, and people want it—Milton Friedman—they do
get better. A free market is the idea.

Senator Syymums. So you're saying freedom is really the issue here.
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Ms. Brexnan. Free market. I think open competition. Then you
would not get a sluggardly lackluster Postal Service who really
doesn’t care. And that’s another thing. Private carriers are personally
responsible. Every letter that I carried, T was solely responsible for,
whether it was a $30,000 check or a bill of goods. However, if you
ever try to trace something through the Postal Service, there is no

ersonal responsibility. I mean, they will put a tracer on a letter, but
1f you’ve lost it, that’s too bad.

Senator Symms. Did you ever lose one single letter?

Ms. Brexnan. Not one, and never late.

Senator Symms. Never what?

Ms. Brexnan. Never late.

Senator Symms. Never late and never lost one?

Ms. Brennan. No; and we operated on days when the Postal Serv-
ice did not. They had to close down because of snowstorms which we
do get periodically in Rochester. We were on foot. We just climbed
over the snow. We didn’t have to drive through it. And the business
community was served that day by the one and only Postal Service
that was in operation that day.

Senator Symums. Well, a remarkable story.

Mr. Robinson, do you have anything to add?

Mr. Ropinson. No, I don’t think so.

Senator Symus. Well, T certainly wish to thank you. We may have
some more questions. I appreciate those of you who came in from out
of town to make this hearing. I'm only sorry more of my colleagues
weren’t here today. I hope that we will be able to expand on this issue
because I do believe that there is a point here. What I would like to
bring about at least is a healthy discussion on some of the ironies of
how it is that we got there. I think that the history of the Postal Sys-
tem that was presented to us this morning by Professor Fuller brought
very helpful information to our hearing as well as the testimony from
the members of the Postal Rate Commission, I thank all the witnesses
on the telecommunications and the new technology. So, I think this
will be very helpful and I would look forward to continuing to pursue
this issue in a very rational light just to bring out what some of the
facts are and what the American people may or may not be depriving
themselves of. I think, Ms. Brennan, your testimony certainly ought
to strike the hearts and minds of all people of good will who realize
that you actually were charged with a violation of the law for simply
trying to engage in a legitimate entrepreneurial activity providing a
service that is not being provided.

Ms. Brennan. By the way, Senator, it is a felony.

Senator Symus. It’s a felony?

Ms. BRENNAN. Yes.

Senator Sysmms. Were you convicted ¢

Ms. Brennan. No. It ‘was a civil suit. That’s another interesting
thing. It can go either direction at the discretion of the judge. It can
either be civil or criminal, and at 21 years old when I was doing this
I don’t think they wanted to pursue the criminal.

Senator Symms. How did you get the idea in the first place?

Ms. Brennan. Oddly enough, T got a letter from Idaho of all places
that was 2 weeks getting from Pocatello, Idaho, to Rochester, N.Y.,
and I decided there has to be a better way.
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Senator Symums. I have a very good friend and supporter of mine
and Intellectual godfather named Ralph Smeed, who puts little stick-
ers on his letters. Ther say, “Don’t vote. Tt only encourages them,” in
refcrence to politicians. The other one says, “Repeal the postal monop-
oly” and then it goes “* * * 4nd give your postman a raise.” And I
think the postal worker himself says, “Oh, you're trying to get my
job,” which is really not the case. If this were to come about they would
have the opportunity to go to work for U.S. Postal Service or P. H.
Brennan.

Ms, BrexNan. And private enterprise would draw on the experi-
enced personnel, not the deadwood, but we would draw on the people
who had proven themselves to be efficient at what they do. And that’s
snother nice side effect of private enterprise.

Senator Syaas. Thank you very much. The subcommittee will stand
in recess until Monday morning at 10, Thank you.

[ Whereupon, at 12:35 p.m., the subcommittee recessed, to reconvene
at 10 a.m., Monday, June 21, 1982.]

[The following information was subsequently supplied for the
record :]

RESPONSE OF HON. JANET D. STEIGEE TO ADDITIONAL WRITTEN QUESTIONS
PoseD BY SENATOR SYMMS

PosTAr RATE COMMISSION,
Washington, D.C., September 3, 1982.
Hon. STEVEN D. SYMMS,
Russell Senale Office Building,
U.8. Senale, Washington, D.C.

DEear SENATOR SyMMs: Your interest in further views on the private express
statutes is appreciated. Enclosed you will find responses to the questions you
sent on this subject and related issues.

In trapsmitting this set of responses, it must be acknowledged that in many
intances, final answers (if in faet there are any) would require considerable
additional research and discussion. Indeed, while it may well be that more
thought would have to be given to the application of theoretical economics to
these issues, it seems that, at a minimum, the purely postal aspects, especially
operations and marketing, are extremely complex and require more detailed
attentlon before conclusions can be reached with respect to the consequences of
repealing the private express statutes. Of course, these areas for study are
recommended only Hhy way of example ; undoubtedly others who are also familiar
with postal matters could suggest additional aspects of the postal system that
warrant particular attention in any review of the postal monopoly.

It is with this in mind that the enclosed cominents are sent: accordingly,
definitive conclusions are not always reached, but a sincere attempt has been
made to provide Information and insights developed by the Commission in its
role as an expert agency.

Pleass contact me if I can be of additional assistance.

With king regards,
JANET D. STEIGER, Chairman.

Enclosure.

Question 1. This Postal Service statement [regarding whether any segment is
generating revenues greater or lower than its expenditures] is of fundamental
importance because, if true, it would insulate the Postal Service from any mean-
ingful cost analysis. Surely, there must be some reasonable means of deciding
whether various segments of postal operation are self-sustaining or not. Could you
please comment?

Answer. I think the Postal Service’s statement reflects the fact that its acconnt-
ing practices are oriented toward developing cost segtuents for postal ratemaking,
which focuses on the four major classes of mail, and for management and conirol
and not ou small post offices or suburban delivery or other aspects of postal opera-
tions that some might consider identifigble segments.
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It might, in some cases, be possible to develop costs for the latter although, as
we note below, total costs for rural service as a separate service or “segment”
probably eannot be reliably defined with current data collections. We must, how-
ever, point out that “slicing the orange” in this manner differs markedly from
slicing it for current ratemaking purposes. At the outset, it would be necessary to
reach agreement on a definition of rural service, which is a term much broader
than the existing rural carrier cost segment that is used in ratemaking. At a mini-
mum, I think a satisfactory definition of rural service would have to include—and
quantify—not only the strictly operational aspects of our postal system, but also
certain demographic aspects connected with reaching a satisfactory definition of
what is “rural.” (We discuss this problem further under Question 5.) Whether a
single such set of definitions would satisfactorily permit your inquiry to be an-
swered in all its ramifications is not, of course, clear. As mentioned above, current
data systems are oriented along operational rather than demographic lines; they
are used, for example, to develop cost information by size of post office (an opera-
tional distinetion), but not according to whether the office is in a rural or urban
area (a demographic distinetion). .

In principle, it may be possible to arrive at a useful answer by an appropriate
combination of:

(1) Existing data which may or may not be presented in a form yielding an-
swers to this question—because current needs do not require such presentation ;

(2) Adaptation of existing data collection mechanisms to generate variant data
bases specifically directed to answering this question ; and

(3) An unavoidable residuum of special studies (which could be extensive).

A list of the twenty cost segments currently used in postal ratemaking follows.
I believe the Service's systems for accumulating and recording data related to its
twenty cost segments have almost always been found reliable and that the existing
mechanisms for postal ratemaking and classification insure that the Postal Service
is not immune from meaningful cost analysis ; proceedings at the Commission in-
volve presentation of evidence by witnesses, discovery, cross-examination and oral
argument on many aspects of Postal Service finances. Still, the extent to which
these data are useful in determining the cost of a particular segment or groupings
of postal operations—such as rural service—is difficult to assess ; different assump-
tions and objectives are involved once we depart from the context in which the
data systems were designed to function.

COST SEGMENTS

1. Postmasters
II. Supervisors and Technicians
III. Clerks and Mailers, CAG A-J
IV. Clerks, CAG K
V. (Vacant—formerly Clerks, Mobile Units)
VI. City Delivery Carriers, In-office
VII. City Delivery Carriers, Out-of-office
VIII. Vehicle Service Drivers
IX. Special Delivery Messengers
X. Rural Carriers .
XI. Custodial Maintenance Service
XII. Motor Vehicle Service
XIII. Miscellaneous Operating Costs
X1V. Purchased Transportation
XV. Building Occupancy
XVI. Supplies and Services
XVII. Research and Development
XVIII. Administration and Regional Operations
XIX. Support Services
XX. Depreciation and Service-Wide Costs

Question 2. What criteria does the Postal Service use to determine whether to
close a post office? Surely these criteria provide a measure of the profitability of
segments of the service?

Answer. The criteria the Postal Service uses to determine whether to close a
post office are those specified in the 1979 amendments to the Postal Reorganiza-
tion Act. They are:

(A) the efiect of such closing or consolidation on the community served by
such post office;
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{B) the effect of such closing or consolidation on employees of the Postal
Service employed at such office;

(C) whether such closing or consolidation is consistent with the policy of the
Goverument, as stated in section 10i (b) of this title, that the Postal Service shall
provide a maximum degree of effective and regular postal services to rural areas,
communities, and small towns where post offices are not self-sustaining ;

{D}) the economic savings {o the Postal Service resulting from such closing or
consolidation; and

(E) such other factors as the Postal Service determines are necessary. 39
U.S.C. § 404(b) (2) (Supp. 1979).

In our review, we decide the sufficiency of the Postal Service’s treatment of each
statutory consideration; that is, whether the Postal Service has made, on the
record, the findings it is required to make arnd whether those findings are sup-
ported by substantial evidence on the record. My response to Question 8 discusses
the Commission's role in more detail, but I would like to briefly peoint out that
with respect to small post office closings, we function essentiaily as a reviewing
court; correspondingly, we cannot prevent a closing, but can remand to the
Postal Service for reconsideration of the applicable eriteria.

While the term “profitability” is not used in the criteria set out above, the
phrase ‘“‘economic savings” appears in (D). In practice, the Service generally
compiles, and the Commission reviews, information relating to ‘“‘economic sav-
ings” in terms of employee wages and salaries, rent, utilities, star route costs,
receipts from postage and fees, ete., at the individual post office. (See Attachment
A for copies of PS Form 4520.)

This method of determining economic savings aims to estimate the net system-
wide savings from closing & post office and substituting a cheaper form of service.
It is not intended to show whether the office, considered alone, brings in more
revenue than it costs to run. Indeed, the answer o this question would depend
on how one decides to allocate a proper share of indirect costs—such as adminis-
trative costs of the Management Sectional Center—to the office. This is a matter
likely to be controversial even among costing experts.
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ATTACHMENT A

R U.S. POSTAL 3ERVICE \. DATE PREPARED
B . -POST OF FICE CLGSING OR CCNSOLIDATION PROPOSAL.

N - 02-06-78

Fact Sheet
. NAME b. STATE . 21P CODE
POST Lope Grove . X 78646
OFFICE
. . msc fe. COUNTY
Austin TX 78710 Llano

3. PROPOSAL «e-

Close post off:.ce and provide service by Star Route box delivery
dad through new facility at Bluffton, 5.3 miles from Lone Gruve.

a POSTMASTER . 5. HOURS OF SERVICE
@ NAME b, LEVEL c. APPOINTED . STANDARD,
. Mrg. Kathryn C. Kerr 2 09-30-63
[ RETIREMENT STATUS N_] Eligible by age. (72 Years) jp. PROVIOED
. | Will meet vears of service requirement on 09-30-78 . .8
8. NUMBER CUSTOMERS SERVED . DAILY VOLUME
lo. GENERAL DELIVERY 0 TYPES OF MAIL REC orsp
b. PO 8OX ’ o 25 : FirsT cLass 25 15
e CITY DELIVERY 0 Ib. NEWsPAPER 1 0
d. AURAL DELIVERY N 0 k. PARCEL 0 1
- sTaR ROUTE BOX 0 . Komer 0 0
TOTAL © 25 e. TOTAL 26 16
TRECEIVING DUPLICATE DELIVERY
SERVICE - : ;
&Tﬂ@NSAcnONs 9. |a. RENTAL {Dollars per month) 1b. EXTENOED LEASE
{Daily average) (1) ALLOWANCE (27 AGREEMENT  |(1) DOLLARS FER ANNUM _ |(2) EXPIARES
gls ~ 42.84 s s
n E K. USPS MUST VACATE BY [d. OTHER QUARTERS AVAILABLE
<| el 8 ¥O
a
10. SCHOOLS IN SERVICE AREA 11. BUSINESSES IN SERVICE AREA .
None
Nearest school is in Llano, 7.8 miles Postmasters limited grocery stock
southwest of Lone Grova. which will close.

. RECEIPTS . EXPENSES N-2 c FY
12. FINANCES s 903.90 s 6,148.78 | 77
13 NEAREST POST OFFICE
oo NAME  §-3 . MILES AWAY ¢. LOCKBOXES AVAILABLE
Bluffton, Texas 5.3 200

14. REMARKS
N-1 Postmaster plans co retire when she reaches service requirements on 9-30-78
N-2 Expenses include salary, reatal allowance and operating cost.
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Question 3. What criteria does the Postal Service use to decide whether or not
to serve a rural route itself or contract it to a contract carrier? Why cannot more
of the routes be contracted in exactly the same manner.

-Answer. Since it is a well-settled principle that the Postal Reorganization
Act was intended to give postal management broad freedom to make internal
administrative choices (see, e.g., Buchanan v. U.S. Postal Service, 508 F. 2d 259,
262 (5th Cir., 1975), the precise criteria the Postal Service uses to decide be-
tween rural service or contract service are not within the Commission’s knowl-
edge; however, the Domestic Mail Manual may be instructive in that it points
up the differences in function between these types of routes. Thus section 156.21,
dealing with rural routes, provides :

“A petition signed by the heads of families desiring establishing of a rural
route shall be submitted to the postmaster of the post office from which delivery
service is desired, or to the Postal Service. . . . The general rule is that a newly
established route should serve an average of at least one family per mile. Un-
usual conditions such as volume and type of mail will be considered. On routes
of less than 10 miles, an average of at least 6 families per mile should be eligible
for service before a route is established.”

In contrast to this emphasis on house-to-house delivery, section 157.1 states
that highway contract service provides “for the transportation of mail between
post offices or other designated points where mail is received or dispatched.”
(Emphasis supplied.) These applicable regulations would lead one to believe that
postal managers consider highway contract carriers when the major need is mail
transportation, not simply the traditional Postal Service function of household
delivery.

Establishment of a rural route or highway contract route per se generally is not
within the Commission’s jurisdiction, and thus the reasons for the choice are
generally outside the Commission’s knowledge. That being so, we are not in a
position to estimate how far the Postal Service could extend the employment of
either of these media.

Question 4. In general, what is the best method of public funding of services
which may be in the public interest but not commercially self-sustaining? An
indirect internal cross-subsidy or a direct subsidy appropriated by Congress?

Answer. Since the Commission’s statutory role in ratemaking and classification
has never included responsibility for determinations regarding the best method
of public funding of certain postal services, I cannot offer a definitive answer to
Question 4, but I think the reports of the two major commissions Congress
created to review national postal policy provide some insights on the funding
issue that might be of interest to the Subcommittee.

In brief, the Kappel Commission (which preceded the 1970 Postal Reorganiza-
tion Act) recommended, among other things, that if there was to be a subsidy,
its size should be fixed by Congress; that the policy on which users would be
subsidized should be determined by Congress; and that specific subsidy rates
should be set by the Post Office pursuant to Congressional guidelines. It also
recommended that postal subsidies be paid by the general mail user and limited
to a fixed percentage (e.g., three percent) of the postal revenue requirements.

The Commission on Postal Service, which issued its findings in 1977, said:

“The ability to place a dollar value on public benefits, such as enhanced social
and intellectual communication, is beyond present capacity. It is also extremely
difficult to determine the costs associated with providing services that are in
‘excess’ of those that might be commerecially viable because the level of service
that is commercially viable is itself a matter of judgment in the absence of

1Tt is true that in certain limited circumstances—generally small post office appeals
pursuant to section 404(b) of title 39—the Commission might be required to review Postal
Service rural route or star route deteminations in the context of whether the record find-
ings comport with the applicable statutory criteria. In ‘Commission Docket No. A81-1
(Decided July 1, 1981}. certain persons served by the Dalton, Georgia post office appealed
a Postal Service decision that. among other things, would have transferred fifteen Dalton
area families from general delivery to highway contract (star route) carrier. The Com-
mission found that the administrative record which addressed the type of postal services
the highway carrier would provide and the anticipated economic savings. adequately sup-
ported the Postal Service’s decision. However, in an earlier decision (Docket No. A78-1.
Commission Order No. 208, issued August 18. 1978), the Commission found that it had
no Sectlon 404(b) jurisdiction over a Postal Service decision to consolidate rural df;livery
routes in Gresham, South Carolina. The court decision most relevant to Commission’s con-
clusion on this jurisdictional point is Martin v. Sloan 432 F. Supp. 616 (W.D.N.C., 1977)
in which the Service’s motion to dismiss petitioner’s complaint regarding rural route con-
solidation in Morven, North Carolina was granted when the judge found that “. . . nothing
in Title 39 appears to require notice or hearing for those affected by rural route consolida-
tion nor to empower this court to review a decision to consolidate.” 432 F. Supp. at 617.
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extensive market research. ¥or example, if present levels of rural delivery are
in ‘excess’ of mailer needs, before determining the cost of the ‘excess service’
one must determine how much of the present service is ‘in excess.’ Only then can
a price be put on the public service aspect.”

Economie theory can also furnish a perspective on this question: if we evaluate
the two alternatives described from the standpoint of theoretical economic
efficiency, it Is virtually axiomatic that a direct subsidy funded by a general
tax is preferable to an indirect internal cross-subsidy. That is, the same subsidy
(in terms of dollars) can be provided directly at less social cost than an indirect
cross-subsidy.

However, I believe a postal subsidy—its desirability and the amount or form
it might take in light of our national budgetary priorvities—is a matter of public
policy for Congress and the Administration.

Question 5. Does the postal monopoly support postal service to small towns?
Exactly how?

Answer. As discussed in more detail in my testimony, the Commission analyzes
costs and revenues in terms of the four major classes of mail, not in terms of
gervice to small towns or urban areas. Consequently, we cannot say whether—
or to what extent—the postal monopoly, in ifself, supports service to small
towns.

In order to answer the gquestions posed here, one would need to address, at
a minimum, the following questions.

1. What is a “small town”?

2. How much money could the Postal Service save if it ceased or reduced serv-
ice to small towns? In particular, are we to assume that absent the monopoly
the Postal Service would cease {o serve these areas, leaving them dependent on
private mail services, or that it would reduce the degree of service, retaining all
or part of the trafic but in effect shifting part of the cost of service to the
patron?

3. How much revenue does the Postal Service obtain from mail sent to and
from patrons in small towns?

4. Does the Postal Service obtain significant revenues in excess of attributable
and assignable costs from mailers of matter other than letters (e.g., periodicals
or parcels)?

With respect to the first question, certain costs that at first glance might
appear to benefit small towns actnally benefit snburban areas as well. For ex-
ample, small post offices sometimes exist in the suburbs of large cities. Simjlarly,
some rural carriers operate in suburban areas, not in sparsely populated
rural areas. One cannot obtain a reliable estimate of the cost of serving small
towns simply by adding the costs in segments and components such as “Post-
masters. CAG LL Offices,” “Clerks, CAG K Offices,” or “Rural Carriers.” Other
segments contain costs some part of which must be associated with serving small
towns—for example, those relating to transportation—but what chat part might
be cannot be determined rellably from current data.

With respect to the second and third questions, one would need to know
whether the costs that could be avoided by abandoning service to small towns—
and we have suggested above the difficulty of defining these costs reliably—exceed
the revenues obtained from postal patrons in small towns {(or from mail sent
to them, which wounld not be sent if they received no service) before one wonld
have any reason to believe that small-town service is being subsidized by anyone.
These questions also point up the need to know whether in some small town
markets the Postal Service might arrive at & compromise between service and
price that wounld let it retain traffic without monopoly.

With respect to Question 4, one would need to eliminate the possibility that
the Postal Service makes a per-piece positive margin on nonletter mail before
one could conclude that the postal monopoly alone supports Postal Service to
small towns.

Question 6. Is there any reason why a direct subsidy system like the one
used to support small town air service could not also be used to support rural
postal service? Could the Commission prepare g rough draft of the legislation
needed so that the subcommittee could bave sowe idea of what it might look
like?

Answer. If Congress decided to fund rural postal service with a direct subsidy,
I think developing a satisfactory definition of rural service—and arriving at
a price tag—pose the most serious diffienlties; I do not think any other legal or
administrative problems would be serious threats to implementation.
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The Commission staff is familiar with some of the legislative models that
have been developed for transportation subsidies and I would be happy to have
them dispuss these and other related issues with you in more detail.

Question 7. If Congress were to employ a direct subsidy to support rural postal
service, how much would it cost? Do you think it would be feasible to fund this
through a trust fund established by an excise tax on all document carriers,
public and private? Would this more or less desirable than funding from gen-
eral appropriations? '

Answer. As I indicated in my response to Question 5, many preliminary ques-
tions need to be answered before an estimate of the size of a rural subsidy can
be made. And while I suppose that a trust fund supported by an excise tax on
document carriers is a theoretically plausible option for funding a subsidy, the
Commission’s expertise generally does not include familiarity with the tax policy
questions it raises. Thus, other persons or organizations knowledgeable in tax
matters are probably in a better position to provide the Subcommittee with
relevant information. Apart from the tax issues involved, I think the trust
fund concept raises some problems of administration. One problem, for example,
is that the total amount of the trust fund might be expended even if it later
turned out that a smaller subsidy could have supported the agreed-upon level
of rural service. Conversely, a tax on one activity for the support of a different
activity may run into a “mismatching” problem if revenues from the tax fall
short of the current needs of the supported activity. If the latter is essentially a
capital investment program—for example, highway construction—it may be
possible to’ restructure one's expenditure priorities and timetables to match
available funds. It seems likely, though, that this would be less possible if the
supported activity’s funding needs are mostly for current operations that can-
not be postponed.

Question 8. To what extent, in practical terms, does the law and the Commission
prevent the postal service from closing post offices that are losing money?

Answer. Section 101(b) of the 1970 Postal Reorganization Act provides:

“(b) The Postal Service shall provide a maximum degree of effective and
regular postal services to rural areas, communities, and small towns where post
offices are not self-sustaining. No small post office shall be closed solely for
operating at a deficit, it being the specific intent of the Congress that effective
postal services be insured to residents of both urban and rural communities.”

Pursuant to Section 404(b), the Postal Service must consider, among other
things, whether its determination to close a post office is consistent with the
fundamental policy set out above.

The Commission’s responsibilities with respect to reviewing appeals from
closings or consolidations are described in Section 404(b) (5). It provides:

« . The Commission shall set aside any determination, findings, and con-

clusions found to be—

“(A) arbitrary, capricious, an a
ance with the law;

“(B) without observance of procedure required by law ; or

%(C) unsupported by substantial evidence on the record.

«The Commission may affirm the determination of the Postal Service or order
that the entire matter be returned for further consideration, but the Commission
may not modify the determination of the Postal Service. . . .

In practice, the Commission decides the sufficiency of the Postal Service's
treatment of statutory consideration ; that is, whether the Postal Service has
made, on the record, the findings it is required to make and whether these findings
are supported by substantial evidence on the record. This is analogous to the
traditionally limited scope of review exercised by appellate courts sitting to
review agency decisions. Like those courts, the Commission is restricted to the
administrative record made by the agency and does not conduct its own fact-
finding investigations or hearings. In addition, we may not return a case to the
Postal Service because in our judgment a different result might equally well or
better comport with the record evidence. The action we take must follow from our
application of the same statutory standards of review that are used by a Court
of Appeals in administrative agency appellate proceedings. 5 U.8.C. § 706 (19.77 ).

Thus, the law clearly stipulates, among other things, that the Postal Service’s
determination to close a post office is not to be based solely on whether the 9ﬂice
is operating at a deficit. It also provides that the Commission’s reyiew is to
include an inquiry into the adequacy of the Postal Service's ﬁpdings with respect
to the policy of providing effective and regular postal services to areas wpere
post offices are not self-sustaining and into the economic savings to be derived

from the closing.

buse of discretion, or otherwise not in accord-
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Under the standards of review in the statute, the Commission must affirm the
determination to close a post office unless the inquiry described above discloses
inconsistency with the law. Even then, by returning a determination to the
Postal Service, the Commission does not rule that the Postal Service may not
close the office at issue, but rather that it must follow the statute before closing it.

Question 9. With respect to the Postal Service’s E-COM service, could you
identify exactly what aspects of this service would, in your opinion, not be pro-
vided by private telecommunications companies? If there is a profit to be made,
why would not private companies provide such services? If there is no profit,
why would the postal service seek to provide the service?

Answer. The characteristic features of the E-COM service—tbat is, those op-
erations which distingnish it from ordinary first-class letter mail—could physi-
cally be performed by private firms; indeed, a number of such firms are now
doing so. The operations involved are the reception of messages in electronic form
{often condensed into & common text and a list of addresses and text inserts),
the explosion of the text into complete messages, printing, and enveloping. It is
our understanding that some telecommunications firms are offering services in
which these functions are performed and the resulting letters are then entered
into the first-class mailstream. Examples include Western Union's Mailgram 11,
Tymnet’s Tymegram and one version of Graphnet's Faxgram,

The Commission does not regulate telecommunications firms, but we would
assume that as business-managed firms the companies offering them hope to do
so at a profit. Whether particular operations in the sequence are profitable or not,
of course, would depend on how one allocated costs within the electronic mail
undertaking as a whole. (This would be true for either the Postal Service or the
telecommunications firms offering competing services.)

Questions 10-11. Does the postal monopoly allow the Postal Service to charge
more in certain areas or for certain types of service than it could in the absence
of the postal monopoly ? What precisely are the areas and the services?

How much is this price increase per letter? How much in total? If you cannot
give an exaci figure, how about an order of magnitude? 100 million dollars per
year? 1 billion? 10 billion?

Answer. Pursuant to its status as a type of regulated utility, the Postal Serv-
fce—like most such regulated utilities—has developed groupings and classifica-
tions of its service offerings. This practice does not merely reflect its monopoly
positions; ease of administration and the convenience of the customer are cer-
talnly especially valid considerations. The practical result—that the rate actu-
ally reflects an “averaging” of the charges for the group or class of customers
deemed to be similarly situated—essentially expresses the economic theory that
existence of monopoly power always entails an ability to “overcharge” some
consumers and to subsldize others.

Economic theory alse holds that an unregulated, profit-maximizing monopolist
has no incentive to do other than overcharge consumers and that a profit-con-
strained or nonprofit monopolist faces an almost irresistible incentive not only
to overcharge, but also to distribute those profits to other consuimers. Given this,
one might ask whether it is possible (or probable) that the Postal Service is in
a position to overcharge mailers of letters. Economic theory predicts that it
could ; accordingly Congress added several constraints to the Service's monopoly :
it charged the Postal Rate Commission with carrying out the detailed mandates
of the Postal Reorganization Act’s ratemaking scctions; it directed the Board of
Governors to insure that management actions were in the public interest; and
it expressly stipulated that the Postal Service could not close small post offices
simply because they were not selfsustaining. These requirements—and others of
an even more decidedly noneconomic nature, such as delivery standards, uni-
versal service and location of retail facllities for the convenience of the public
rather than simply for the most efficient handling of the mails—are interwoven
with the existing postal monopoly; I think their pervasiveness suggests that
we cannot simply look to a pure economic model for identification of the areas
or services where the monopoly allows the Postal Service to chargea higher price
than it would in the absence of the monopoly. Given this, I cannot estimate the
amount of any “overcharges” associated with the postal monopoly.

Question 12. Suppose the postal monopoly had been abolished in 1870 so that
competitors, prices and costs had been adjusted by now to reflect the new con-
ditions. What would have been the effect on the Nation’s cost for document de-
livery assuming that direct subsidy were used to maintain necesgsary services.

Answer. Economic theory predicts that mail matter previously covered by the
monopoly would pay less and other mail matter would pay more, provided the
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Postal Service is not an unsustainable natural monopoly. (The testimony Chair-
man Miller of the Federal Trade Commission presented to the Subcommittee
discusses the unsustainable natural monopoly theory in relation to the Postal
Service.) Whatever subsidies might have been enacted, to the extent they sup-
ported document delivery, would have been a part of “the nation’s cost for docu-
ment delivery.” Assuming efficient conduct of the subsidy in the administrative
and economic senses, economic theory predicts that total cost for the nation’s
document delivery would have gone down.

Question 13. If there are some areas or services where, by virtue of the postal
monopoly, the Postal Service is charging more than it otherwise could, then
could the postal monopoly be eliminated in the other areas without injury to
the Postal Service or the Nation’s document delivery network?

Answer. Theoretically, eliminating the postal monopoly in areas where the
Postal Service is not currently charging more than cost should not have any
effect—either beneficial or injurious—unless the Service is significantly less
efficient than a potential competitor. In that case, the pure economic model
predicts that the partial monopolist would use its power to lower prices to
meet competition and raise prices in markets where it retained its monopoly in
order to make up for losses in the new competitive markets. As discussed in the.
response to questions 10 and 11, there are several constraints on the Postal Serv-
ice's ability to exploit its monopoly position. One of these is the Rate Commis-
sion, which has a responsibility to check the tendency to cross-subsidize.

Question 14. What other changes in the law would be required by an abolition
of the postal monopoly in these areas? Would there be any need for commission
supervision of postal rates and services in areas in which there is competition?
. Answer. In addition to the changes in title 39, the eriminal code (title 18) and
postal regulations would have to be revised to reflect partial repeal of the postal
monopoly. In any event, continued Commission oversight would be needed to
prevent the Service from improperly cross-subsidizing competitive services with
revenues from monopoly services. Competition between entitles would undoubt-
edly raise complaints about allegedly predatory pricing; as long as these are
made, it would probably be fore effective to have an expert agency that could
resolve them administratively rather than requiring parties to file lawsuits as
their only means of relief. For example, the Federal Energy Regulatory Com-
mission has developed a coherent body of doctrine for dealing with price-
squeeze arguments, a not uncommon form of anticompetitive pricing controversy
in the regulation of whole electric power transactions. Having these questions
handled by FERC rather than the 89 U.8. District Courts promotes uniformity
and allows the cases to be decided by an already expert tribunal.

Question 15. Over the long run, is the economy of the United States better
served by a postal monopoly or not. If not, how can we abolish it in a manner
that will not lead to disruptions of service? What about the postal workers who
have built their lives on a particular system? Do we not have an obligation to
them to disengage in such a way that is not unfair to them?

Answer. Since the U.S. economy has developed with the government’s letter-
mail monopoly as a given, this question raises a classic chicken-and-egg problem.
For instance, my response to question 4, where I said that economic theory pre-
dicts that the benefits of the postal monopoly can be more efficiently and more
equitably attained by means of a direct subsidy funded by a general tax, argues
in favor of the proposition that the economy is, again theoretically, better served
by repeal of the private express laws. But since, as mentioned above, our econ-
omy has developed from its earliest days with some form of the private express
statutes as a major element in the structure of the nation’s postal system, it is
difficult to determine precise cause-and-effect relationships and thus difficult to
say ﬁategorically that the economy would, indeed, be better off without the mo-
nopoly.

As suggested above, the continuing presence of the postal monopoly suggests
that it has, in itself, had a significant impact on the way the economy has de-
v;loped. Congress perceived this in the Postal Policy Act of 1958 ; it found then
that: :

“The postal establishment was created . . . to advance the national economy. . ..
The development and expansion of these several elements of postal service [com-
munication of intelligence, dissemination of information, distribution of articles
of commerce and industry, ete.] . . . have been the impelling force in the origin
and growth of many and varied business, commereial, and industrial enterprises
which contribute materially to the national economy and the public welfare and
which depend upon the continuance of these elements of postal service. .. .”
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‘Thus, it is overwhelmingly probable that If one of the major features of our
postal establishment were eliminated, we could expect major changes in the
development of the economy. Whether this would be for the better cannot be
known in advance. Professor Fuller has suggested that in the absence of the
monopoly, some paris of the country might be ill-served or pay a much higher
péice for service. To that extent, some sectors of the economy might not be better
off.

With respect to postal workers, there is, of course, a powerful equity argument
that persons who have served a government agency in a speciaiized trade deserve
some consideration if a major policy change eliminates their jobs. How far this
accountability should go—whether, for example, the government should provide
an allowance for retraining—might depend largely on the ability of the private
sector to absorb these workers.

Question 16. If the postal business is a “natoral monopoly” as some suoggest, is
there any reason to bolster this natural monopoly by means of a legal monopoly?

Answer. As discussed in the response to questions 10 and 11, the Postal Serv-
ice—like most regulated utilities—has developed classifications of its service
offerings.

From a practical standpoint, there must be a limited number of these classifi-
cations which means that mail pieces with some degree of heterogeneous cost
characteristics are necessarily grouped together. Thus, users within particular
classifications pay identical rates, aithough the actual costs associated with pro-
viding service to individual users within the group may differ somewhat. In
purely economic terms, this can be thought of as a form of cross-subsidization.
Whenever there is cross-subsidization, even of this secondary and unavoidable
kind, I believe it creates the potential for entry by competitors into selected sub-
markets. In the postal arena, of conrse, there are submarkets where capital costs
are minimal (for example, because of limited geographical scope) ; in such cases
there are less formidable economic barriers to entry.

In order to meet currently effective policy goals without the private express
statutes, one would have to find that the Postal Service Is a natural monopoly as
to every distinct submarket Otherwise, it would, logically, be either an “unsuas-
tainable” natural monopoly in the sense described in FIC Chalrman Miller's
testimony before the Subcommittee, or no natural monopoly at all.

Question 17. Is the uniform first-class postal rule in the public interest?
What are costs and benefits?

Answer. Although I am not aware of any data that specifically identify the
economic costs and benefits of the uniform first-class postal rule, Congressman
Udall’s statement during floor debate preceding passage of the 1970 postal re-
organization bill summarized one benefit as insuring “that no city or place in
the United States or in its territories or possessions, wonld be required to pay
more for the delivery of its mail to other citizens in the United States just be-
cause of its remoteness or distance from the continental United States or its
centers of population,” (August 6, 1970 Congressional Record, p. 27608).

The Commission has not reviewed the uniform first-class postal rule in terms
of cost-benefit analysis, but addressed several ratemaking aspects of the existing
uniform-rate concept in Docket No. MC6-1, which involved proposals to establish
& new subclass for local first-class mail. The details are discussed i{n the response
to Question 18.

Queslion 18. Is there any reason to offer uniform first-class postage for any-
thing but personal correspondence?

Answer. Although the uniform first-class rate is often associated with personal
correspondence, several parties appearing before the Commission on behalf of
business interests unrelated to the personal greetings industry have made a case
for a uniform rate “local” subclass of first-class mail.

In Docket No. MC76-1, for example, the American Retall Federation stated
that it favored the establishment of a distinct classification for local mail. It said
“, . . the local classification would be a strong incentive for businesses now
delivering their own mail to return such mall to the Postal Service.” The Couneil
of Public Utility Mailers recommended that “the Commission determine that local
rates for cards and letters should be established, determine the scope of the local
category, and direct the Postal Service to implement such loecal eategories. . . .”
In addition, the National Industrial Trafic League filed a brief in support of the
concept of local and nationwide subeclasses for first-class mail. It shounld be noted
that these parties supported the lower-rate local subelass in the context of a nni-
form nationwide rate. They did not address the issue of “zoning” first-class mall
over longer distances.
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In short, filings in Commission proceedings indicate that there has been sub-
stantial interest not only in a uniform rate for personal correspondence, but also
for certain business mail. The Commission’s position, as set forth in the Docket
No. MC76-1 decision, was that:

“We find that the phrase ‘uniform throughout the United States’ requires that
rates for letters sealed against inspection be available on the same terms na-
tionwide. It does not prohibit rate distinctions between letters sealed against
inspection.” The Commission also said :

“The language of § 3683(a) provides a plain indication that the Congress did
not consider the requirement of uniformity and the prohibition against variance
with distance as being synonymous terms. They considered these two concepts
as separate and distinet. Congress did not add to section 3623(c) the separate
prohibition that rates for letters sealed against inspection must not vary with
the distance transported. Congress only required that they be uniform throughout
the United States, its territories and possessions. Therefore, we conclude that the
Congress did not proscribe the adoption of distance related, local rates for first-
class letters sealed against inspection.” -

Question 19. What changes, if any, should be made in the charter of the Com-
mission in order to allow it to do its job more effectively?

Answer. In brief, some of the desirable changes relate to expedited mail
classification proceedings, subpoena power and final decision aunthority. The mail
classification language proposed would make formal trial-type proceedings dis-
cretionary rather than mandatory. Subpoena power and final decision authority
would among other things, aid in fulfilling the Commission’s information-gather-
ing needs and in achieving a quicker resolution of rate and classification cases.
1 would be happy to discuss these and other Commission recommendations with
you and your staff.

Question 20. Over the long run, should the Federal Government be in the docu-
ment delivery business at all? Why should not such services be provided by the
private sector, perhaps under some sort of government regulation, like the tele-
communiecations serviees? .

Answer. Since the private sector ean (and does) provide document delivery
service, the validity of continued federal government involvement in this area is
naturally open to periodic reexamination. As 2 starting point, one must consider
the scale on which private companies provide document delivery service. To my
knowledge, it is not comparable to the scale on which the Postal Service provides
this service; nor is it clear that the private sector—even if subsidized or regu-
lated—would provide comparable service if the Postal Service’s role in document
delivery was diminished or eliminated.

As discussed in more detail in the response to questions 10 and 11, the scale
of service the Postal Service provides is attributable not only to its monopoly
position, but also to Congressional directives regarding nationwide delivery re-
quirements, service standards and maintenance of a readiness-to-serve capacity.
Since it is doubtful that the private sector would agree to provide document
delivery under these same conditions, I think the question then becomes whether
the public policy considerations Congress bas endorsed to date ‘as an integral
part of the national postal system are to continue: if they are, it seems to follow
that the federal government should also continue to be in document delivery.

RESPONSE OF R. STEPHEN FISHER TO ADDITIONAL WRITTEN QUESTIONS POSED BY
SENATOR SYMMS

THE ASSOCIATION OF IDATA PROCESSING SERVICE
OreaNIZATIONS (ADAPSO),
Arlington, Va., August 23, 1982.
Hon, STEVEN D. SYMMS,
Russell Senate Ofiice Building, Washington, D.C. )

DearR SENATOR SymMMs: This is in response to your additional questions re-
garding the U.S. Postal Service and its entry into the electronic mail and message
service business.

1. I do not know of any aspects of the ECOM service that would not or could
not be provided by the private sector. There are today a number of companies
offering electronic mail and message services—and at a profit. These include
Compuserve's Infoplex, Tymshare’s Tymnet, and the other offerings referred to
in ADAPSO's position paper.!

1See the ADAPSO position paper referred to, pp. 98 and 99.
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2. Although not in a position to describe fully the public debate on postal tele-
communications, it has long been ADAPSO poliey that competition, innovation,
and productivity are better served when goods and services are provided by the
private sector rather than the government. Accordingly, government shonld not
compete with the private sector. More specifically, it is unfair to allow U.S.
Postal Service entry into the telecommunications marketplace without requiring
the Services to show a profit. The private sector should not be forced to compete
with Postal Service offerings which are subsidized by revenues from direct mail.

3. T do not helieve that Congress intended to authorize Postal telecommuniea-
tions. Postal telecommunications were seen as a possibility as early as 1966, by
which time several private sector companies, including IBM, General Electric,
and ITT, had established their own telecommuniation networks.

More specifically, S. 898, the Telecommunications Competition und Deregula-
tion Act of 1081, adopted by the Senate, allowed the 11.8. Postal Service to engage
in the electronic delivery of messuyges but only through a “separate organizational
entity.” Moreover, an cxtended collogny bhetween Senators Packwood, Stevens,
and Schmitt clearly established that S. 898 would not have allowed U.S. Postal
Service competition with the private sector in the provision of eleetronie message
services without explicit Congressional authorization for such.

HL.R. 4758, introduced in this Congress by Representative Glenn English, would
generally precinde federal agencies from using their automatic data processing
and telecommunications facilities to provide services for anyone other than an-
other federal agency. Although in introducing the bill Mr, English noted that it
would not restrain the Postal Service’s ECOM offering, he did say that it would
prohibit the Service from providing telecommunications services generally unless
pursuant to Congressional authorization.

4. Telecommunications technology has already started to rednce the demand
that some documents be printed and mailed. The reduction, however, is hardly
noticeable because nse of direct mail as a marketing tool is growing even faster.
The transition from direct mail to telecommunications will be slow. It is an
expensive substitute today. Although the technology has been developed, the
costs have not yet become competitive “across the board” with direct mail.

Today the business community is the primary user of electronic message
switching. Many companies have established central computer data bases of in-
formation which can be accessed from remote locations. Data (i.e., messages)
can be ealled up on distantly located cathode ray tubes (CRT’s) using standard
telephone lines. Several companies have even gone so far as to establish “electron-
ic mail boxes” within their companies’ computers. Messages can be routed to
one or one hundred “mail boxes” by simple command to the computer. Security
systems are very good and acknowledgement of message receipt can be estab-
lished by the computer (showing even the recipient and time of receipt).

Geography is no problem. With the use of In-WATS lines centrally located
computers are accessible from all parts of the country. Additionally, large remote
computing service vendors such as GEISCO, Control Data, and Tymshare have
established communications networks linking all major cities in the U.8., Eu-
rope. and around the world.

The range of opinions on demand for electronic message switching is quite
narrow. All acknowledge that the technalogy is here and improving very rapidly.
About the only difference is the speed with which this new technology will be
implemented. Costs seems to be the major stumbling block, although they con-
tinually being reduced as more and more private sector competitors enter the
field.

5. As stated in my written testimony at pages 11, 12, and 18, if the Postal Serv-
fce is allowed to enter the electronic message service marketplace, it should
compete fairly withont the benefit of cross-subsidies derived from its direct mail
monopoly.

Moreover, legislation should be enacted requiring the Postal Service to con-
duct its activities through a separate subsidiary with stringent accounting and
structural separation requirements designed to detect and nullify any oppor-
tunities for cross-subsidization and other competitive abuses. Additionally, this
separate subsidiary should be required to report to the Postal Service for its pro-
fitability but should not be governed by the Postal Rate Commission as to rates.

Again, ADAPSO appreciates the opportunity to be of service to the Subcom-
mittee, If we may be of additional service, please do not hesitate to call upot us.

Sincerely,
R. STEPREN FISHER.
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U.S. SENATE,
Washington, D.C., May 19, 1982.
Mr. RoBERT L. OAKS,
P.0. Box 901,
Silver Springs, Fla.

DrarR MR. Oaks: Thank you for your letter. I certaintly appreciate hearing
from you.

The Private Express Statutes preserve the United States Postal Service's
(USPS) monopoly of the delivery of first-class mail. Furthermore, the USPS
is bound to the principle of single rates for this mail, whether it be sent from
one side of town to another or from coast-to-coast. Some critics of the Postal
Service have suggested that if competition were allowed, the consumer would
ultimately benefit from the rates determined by the marketplace. Although this
coneept appears appealing at first glance, the introduction of private competition
would not benefit the nation as a whole,

The high cost of providing mail delivery to rural areas is offset by the returns
from low-cost high-volume urban areas. Elimination of the Private Express Stat-
utes while retaining the uniform first-class rate requirement would allow com-
petitors to undercut the Postal Service in urban areas. To counteract this loss, the
USPS would have to raise postal costs and the higher price would be borne pri-
marily in those rural areas which only the Postal Service is required to serve.
Even if the uniform rate requirement were eliminated for the Service to retain
a competitive posture in urban areas, the cost would still be carried in the rural
areas or subsidized by the American taxpayer. Neither represents an attractive
alternative.

Competitors vying to serve both urban and rural areas would represent the
ideal scenario. However, economics dictate that private companies would not
service unprofitable routes which the Postal Service is bound by law to serve.
In view of the aforementioned facts, I believe it ill-advised to tamper with this
uniform system which has worked since 1775 and which is so vital to our nation’s
commerce and communications infrastrueture.

Finally, I sincerely hope that this belated reply will not preclude you from
contacting me in the future on matters of importance to you. Be assured that I
will endeavor to address your comments and concerns in a more timely manner.

Sincerely,
HowArDp H. BAKER, Jr.



THE FUTURE OF MAIL DELIVERY IN THE
UNITED STATES

MONDAY, JUNE 21, 1082

CoNeress oF tiE UN1TED STATES,
Suscoanrrrer ox Econoyic Goars
axp INTERGOVERNMENTAL PoLicy
oF r1ie Joint Ecoxorre CoMaurres,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10:05 a.m., in room
5110, Dirksen Senate Office Building, Hon. Steven D, Symims (member
of the subcommittec) presiding.

Present: Scnator Symms.

Also present: Samuel J. Rouston, legislative assistant to Senator
Symms; and Taylor R. Bowlden, stafl assistant, Senator Symms’ office.

OPENING STATEMENT OF SENATOR SYMMS, PRESIDING

Senator Syaras. Good morning. The Subcommittee on Economic
Goals and Intergovernmental Policy of the Joint Economic Committee
will resume hearings which began last Friday. I wish to welcome all of
you who are here this morning as we begin this second day of hearings
on the future of mail delivery in the United States.

We have previously completed one session of these hearings at which
time we heard from expert witnesses which provided much valuable
information and testimony on mail delivery in this country,

The purpose of thesc hearings and any subsequent action is to pro-
vide a forum for discussion on this issue. As I said in my opening state-
ment, we must as a nation review onr present mail delivery arrange-
ments in light of certain revolutionary changes in technology and na-
tional mail delivery needs.

I'm delighted that we have again a list of may knowledgeable postal
experts in these hearings today and I’m anxious to hear and read their
testimony. Our first witness is the Postmaster General of the T.S.
Postal Service, Mr. William F. Bolger, who has a very distinguished
record in public service. He came up from the ranks through the post
oftice to become the Postmaster General and, Mr. Bolger, I heard on
the news this morning that you reported that because of the slowdown
in inflation and the more efficient means in which the Postal Service is
operating this year you will be in the black, and I commend you for
that.

The Cable News Network station reported that there would be no
increase in the first-class postage stamp price this year and I think
you're probably pleased about that as are millions of other Americans.
You may or may not have seen my opening statement last Friday, but
I did want to repeat for your benefit and for the benefit of the men and

(153)
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women in the Postal Service that I am one who will not take anything
away from them for the job that they do.

Over 650,000 Postal Service employees now handle approximately
110 billion pieces of mail and 200 million packages each year. This vital
service has, for the most part, met our national needs quite adequately.
Nevertheless, as a nation—we should review our present mail delivery
an&angements in light of certain revolutionary changes in technology
and needs. :

That was part of my statement that I made Friday and I wanted you
to personally hear that and as far as Pm concerned I will say that our
postal system is the best in the world. However, I think even in view of
that fact, these hearings are essential for this question of whether or not
we are holding back what might be better mail delivery in this country.
We may have a static situation with laws that don’t allow for change
to keep up with the times.

I ask unanimous consent that the statement from Senator Barry
Goldwater of Arizona be placed in the record. I think it’s interesting
to note Senator Goldwater mentioned that he thinks the burden of
proof is on those who would change the private express policy and, in
his opinion, this burden has not been met. So he favors the retention
of the private express statutes and I'll submit that for the record.

[The statement of Senator Goldwater follows:]

STATEMENT OF HoN. BARRY M. GOLDWATER, A U.S. SENATOR
FROM THE STATE OF ARIZONA

Senator Symms, thank you for the opportunity to comment on S. 1801, a
bill to repeal the private express statute in order to open up first class main serv-
ice to private competition. Although I generally support unrestricted private
enterprise activity, I am concerned that repeal of the private express statute will
lead to destruction of public mail service and leave many citizens, who live within
inner-cities or rural areas, without regular and relatively low cost services.

My concern is that repeal of the private express statute would mean an end
to uniform postal rates and a massive 'decline in the 'availability of services
to inner-city and rural locations. In addition, the loss of a major share of
first class mail volume would most likely drive rates up steeply for any remaining
service. The subsidies needed to support continued postal operations as a pro-
vider-of-last-resort and at reasonable rates would be enormous, a need that is
. not addressed at all by S. 1801.

I am especially concerned that repeal of the private express statute would
bring very highly priced postage rates to rural communities, or the complete loss
of service. If uniform rates are no longer granted and first class mail is primarily
or solely determined by route density and distances, and if total mail volume
carried by the Postal Service is seriously cut, this would surely result in very
harmful consequences for rural commaunities.

It is true that some services, such as the delivery of milk and eggs, can be
successfully provided by private carriers in rural areas, but these are often pro-
duced locally and there are no problems of interconnection equivalent to the
delivery and pickup of mail which flows in a nationwide communication system.

Until T ean be persuaded that elimination of the private express statute will
not destroy or seriously damage one of the country’s fundamental and necessary
institutions, the university available, affordable and regular public mails, I
must oppose the proposed experiment. The burden of prooof is on those who
would chiange the private express policy and they have not met it.

Senator Syams. Mr. Bolger, I would certainly like to have you go
ahead and commence with your statement and we’ll probably have a
few questions for you afterward. Mr. Cox, we welcome you also this
morning. I guess that you, Mr. Bolger, will do most of the speaking

but you’re accompanied by your general counsel of the Postal Service,
Louis Cox. Is that correct ?



Mr, Borsen, Yes, sir.
Senator Symms, OK.

STATEMENT OF HON. WILLIAM F. BOLGER, POSTMASTER GENERAL
OF THE UNITED STATES, ACCOMPANIED BY LOVIS A. COX, GER-
ERAL COUNSEL, U.S, POSTAL SERVICE

Mr. Boreer. Thank you very much, Senator, and thank you for your
very generous and kind remarks about the Postal Service. On behalf of
all the postal employees who really do the job, I want to express my
appreciation.

Senator Syms. I know a lot of them think that I'm some kind of
an enemy of the post oflice for bringing up this question of competi-
tion and the monopoly and whether or not it serves our national inter-
est, but nothing could be further from the truth. Somebody is going
to be delivering the mail and everybody has to have letters delivered.
It’s a fact of life. So people in that business will still have the oppor-
tunity to work, no matter what the result will be.

Mr. Boraer. Senator, I know from our personal conversations, and
not just our exchange of correspondence, that you feel very delighted
that we have a good postal system in this country and you certainly
have no ax to grind with the postal employees. I know that.

Senator Syas, Thank you.

Mr. Borger. Senator, there are two topics that T wish to address in
my opening remarks to you today: (1) Why we have the private ex-
press statutes; and (2) why the private express statutes continue to
be in the public interest. We have submitted for the record much more
detailed material in answer to the many specific written questions
which you provided in March.

First of all, I want to go on record that the only reason to retain
the private express statutes should be that they are still needed in the
public interest. I don’t believe they should be retained for the benefit
of postal management, postal employees, or the postal unions.

A hearing on the private express statutes could just as well be
labeled as a hearing on the public policy of universal postal service
provided by a Federal postal system. Without the private express
statutes, we could not afford to maintain a universal Federal service;
and apart from the need for such a service, there would be no reason
to have these statutes.

Let me explain what I mean by a universal Federal Postal Service.
There are two aspects to it.

First, by law, the U.S. postal system must serve everybody. We have
over 39,000 postal facilities and about 175,000 delivery routes through-
eut the country, so that people and businesses in every community can
have ready access to mail services on a daily basis. And we can’t play
favorites 1n order to try to earn profits. We are required to do our
reasonable best to treat everyone equally.

This includes having a uniform rate structure. Whether you mail a
letter in Idaho or Alaska, here in Washington or in New York, and
no matter where it goes within the United States, as a matter of na-
tional policy you pay the same rate.

These universal service and uniform rate policies are not just the
Postal Service’s or the Postmaster General’s notion of what is good



156

for the country. These policies were developed by the Congress of the
United States, and are written into the laws of the land. The managers
and employees of the Postal Service have been hired as public servants
to put these fundamental public policies into effect.

This leads me to the second ‘aspect of a universal Federal Postal
Service. It is a service provided for all of the people by the Federal
Government. So its mission and its basic policies are prescribed by law.
While the Postal Service has been given considerable operational flex-
ibility to try to perform its job as efficiently as possible, its perfor-
mance is subject to continuing congressional oversight, as it should be.

These two aspects of the postal system—a universal service, a service
which the people can demand from their Government—are deeply
imbedded in tradition and popular expectation in this country. Even
though postal services are now largely paid for directly through post-
age, the American people still regard their mail system as more than
simply a matter of dollars and cents. They see its services as part of
their rights as citizens.

Universal postal service is also part of the basic economic and social
fabric of this country. The universal postal system helped this Nation
to grow into the prosperous, powerful, and unified Nation in which
we live today. During a period of 200 years, to a great extent, the coun-
try’s daily activities have grown around and come to depend upon the
assumption of a universal postal service available to all and linking
everyone together. :

A good clue to how people would react to a major shift away from
a universal Federal postal system is how they have reacted to pro-
posed service changes in the past and how they react to marginal
changes in the present network. I can tell you that when it comes to a
possible closing of a local post office or a change in delivery, people
have very strong opinions. By and large, they strongly prefer what
they have and they want to keep it.

I firmly believe that a universal Federal postal system with uniform
rates serves the public interest best—and I know that the other officers
and the Governors of the Postal Service share my view on this. Our
national postal system linking everyone together, with the stability
and assurance that comes from the 'knowlegge that it is required by
law, works to the advantage of all types of mailers all over the coun-
try—individuals, small business, and big mail-order firms; in the rural
West, in the suburbs of the sun belt, and in the South Bronx, New
York City. Everyone benefits from the simplicity, security, and basic
fairness of a universal service.

I am not one of those who consider uniform rates, small post offices,
6-day delivery, and the like as “uneconomic” or inefficient. From time
to time, we find a few post offices which lose their utility and can be
closed, when we can meet our service responsibilities more efficiently
on a rural route or in some other way. But we need the vast majority
of our post offices, we currently need 6 days of delivery, and we need
o uniform rate structure, just to fulfill our universal service obliga-
tions to the public. '

Now I have heard the argument that overall economic efficiency
might be improved if there were free competition among many pro-
viders for all postal services. No doubt, Government involvement in
assuring there is at least one universal service available for everyone,
in conformity with Federal policies and restrictions, does involve some
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costs as well as benefits. But there is also a strong ease to be made that
universal service by a single postal system is the most efficient means
of providing service,

Certainly, it is for you, the elected representatives of the people, to
assess on & continuing basis what it is the people want in this area and
what will best serve their needs, just as your predecessors have done
when they established and maintained tge universal service require-
ments and the Private Express Statutes over 200 years. Based on my
years of dealing with the public from within the postal system, my
personal reading js that any attempt to abandon universal Federsl
postal service would run into fierce opposition from the people of this
country who know the value of the service they have now and don’t
want to risk losing any of it.

Exchanging universal Federal postal service for whatever private
entreprencurs would offer would also pose some massive practical
problems which Congress would have to face. For example, an absolute
necessity for any postal network is the ability to connect each and
every individual, both in this country and throughout the world.
With a number of competing local or regional services, how would
mail exchanges be assured? How would mail forwarding be pro-
vided for the millions who move every year? Who would assume this
country’s responsibilities and relationships to the postal administra-
tions of other nations? How would the sanctity and security of the
mail be protected? Would the public still be protected against the
mailing of obscenity and the like, and against mail-order deceptions?

What would be done with the U.S. postal system? Would Congress
be prepared to give it total freedom to compete fully with the private
sector? T don’t think it would. If some Federal services were re-
tained, how would it be decided which ones, and at what price? Can
the taxpayer afford it? This year, after all, it looks like the Postal
Service will not receive any public service appropriations from the
taxpayer at all,

The Congress would need to address all of these problems and ques-
tions, and answers would not come easy. I don’t have answers for these
difficult questions, and I haven’t yet seen anyone else come up with
2 cohesive policy for dealing with these issues in a manner which
would uphold the public intcrest.

If we want to retain our universal, nationwide postal system and
uniform rate structure which we have today, the Postal Service must
remain a high volume system. QOur system runs on volume, It is
simply commonsense that we couldn’t support the cost of a U.S. post
office in every community, with a route running daily to virtuall
every delivery box, unless we continue to move large volumes of mail
throughout the system. In recent years, as volume has soared to over
110 billion picces annually, the Postal Service has made remarkable
advances in its productivity, in part by increasing the mechanization
in what remains a labor-intensive operation. The number of pieces
handled per labor workyear has increased for 7 consecutive years, as
we experienced growth in mail volume in all but one of these years.
Our cumulative productivity increase since 1970 now exceeds 38 per-
cent. As we move toward the automation of mail processing over the
next several years, a continuation of volume growth will help us
to extend this record of improving productivity, which is essential if
we are to keep postal rate increases within reason.

11-3%1 0 - 82 - 11
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Our job in the Postal Service is to continue to provide the service
which Congress has outlined, and to provide it as efficiently and eco-
nomically as we can. I believe the record of the past 10 years shows
that the management of this particular Government service has a very
strong incentive to work to improve efficiency and productivity, and
that our efforts continue to bear fruit. I regard the Private Express
Statutes as essential to the performance of the service role which has
been assigned to us.

The Postal Service is older than the Constitution. Throughout its
history, the Postal Service has fostered the economic and cultural de-
velopment of this country, and helped it to grow into and remain the
great Nation it is. T believe that the Postal Service will be as necessary
for the economic, cultural and individual well-being of this country
and its citizens in the future as it has been in the past. But I also
recognize that it is ultimately for the Congress to chart the course
which we will take, to monitor our progress, and to make any adjust-
ments that it feels the public genuinely wants and needs.

That’s the end of my prepared statement. I’ll try to answer any
questions you may have.

Senator Symus. Thank you very much for a very excellent state-
ment, Mr. Bolger. and your entire statement—not only the one you
gave but some of the answers we’ve requested. will be made a part of
the hearing record and we appreciate those replies.

You made a comment to the effect that by and large people. when
it comes to a possible closing, people prefer what they have and want
to keep it. And somewhere here there was something about the over-
whelming majority of the American people want to keep the Postal
Service. : ’

What do you say about the NFIB poll that they recently took where
79 percent of all the respondents nationwide of small business people
said that they favored a fundamental change in the mail delivery
system and only 22 percent favored maintainine the present system
Do vou think it’s because they haven’t thought through all the ramifi- -
cations of it? C

Mr. BoreEr. Senator, I'm not prepared to answer that because I
haven’t seen all the questions and how that was approached. Although
T haven’t personally seen it, it’s something that needs to be explored.
I am interested in that information. I will dig into it and see just what
it means. I'm talking on the basis of the polls that we have conducted
or had conducted in the past or others had conducted. '

Senator Symus. In the view of the Postal Service, what percentage
of first, second, third, and fourth class mail is covered by the postal
monopoly?

Mr. Borcer. Every letter is covered by the postal monopoly and
generally people think only first class mail is covered by the postal
monopoly. It’s any addressed letter, which includes a great deal of our
third class.

If you ask me—without exploring details—I would say that over 50
percent of the current mail volume we handle is covered by the postal
monopoly.

Senator Symus. As I understand the postal monopoly extends only
to the carriage of letters. Disregarding any administrative suspen-
sions, does the postal monopoly over letters as interpreted by the post
office—and T’l1 just present a list of items and maybe if you’re unsure
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of some of them we can get the answer later—include printed adver-

tisements ?

1 Mr. Borczr. It all depends. If they’re individually addressed, they
0. .

Senator Symms. Then they would be covered?

Mr. Botger. T'll let my lawyer kick me in the shins here if T start
straying. He knows a lof better than I do.

Senator Syms. He can certainly correct you. Checks and stock
certificates in general.

Mr. Borcer. Again, in general, yes,

Senator Syaus. Fishing licenses?

Mr. Borger. Again, its questionable, Individually addressed, yes.

Senator, I think that maybe we would both be better off by my
answering those for the record.

Senator Symys, OK. I'll just submit the list. We've got a whole
group of very different things like credit cards, computer printouts,
and so forth, :

Do you have a definition at the Postal Service of what a letter is?

Mr. Borger. I'll defer to my learned counsel, if you don’t mind.

Mr. Cox. Yes, sir. We have a definition which is published in postal
regulations appearing in title 39 of the Code of Federal Regulations,
barts 310. and 320, which I happen to have in my hand, Part 310.1
ays out a number of definitions, including the definition of the term
“letter,” and “letter” is defined here at some length and T'll just read
the very first part of it to you. “‘Letter’ is & message directed to a
specific person or address and recorded in or on a tangible object,
subject to the following”—and then it goes on to describe what a
gan%]ible object is and is not and what a message is and is not and so

orth.

Senator Symus. How could that definition be expanded in the fu-
ture to cover electronic data, or is it apt to be?

Mr. Cox. In my opinion, there is no way under the existing statutes
that electronic data, intangible electronic impulses and that kind of
thing, would come within the reach of the statutory definition of the
word “letter.” Only the hard copy.

Mr. Boraer. But let us not take a chanee on somebody’s other opinion
or definition, I think that connsel is absolutely right on that. Senator,
what T have recommended and I still continue to recommend is that
cither the Postal Reorganization Act or the Communications Act of
1934 be amended to make sure there is language put in there prevent-
ing the Postal Service or any other government agency for that matter
from providing terminal-to-terminal services; the so-called Genera-
tion IIT electronics.

Senator Syars. Preventing them from doingit?

Mr. Boirger. Preventing them. Absolutely prohibiting the Postal
Service from getting into terminal-to-terminal or Generation IIT type
electronic services, It was decided long ago in this country that that
belonged to the private sector and that's where it belongs.

Senator Syams. So, in other words, yon don’t want to get the Postal
Service into the business of electronic impulses and so forth?

Mr. Borgez. I don’t want to myself, but whether I want to or not,
they shouldn’t be in it. We should use electronic technology as a trans-
portation system to move mail from point to point where it still has
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tSo be converted into hard copy and delivered by a system like the Postal
ervice.

Senator Symus. So, in other words, could you describe what would
be an example of that? You send an impulse through a telephone to a
post office, say, to Idaho and then it’s typed up.

Mr. Boreer. Let me give you a current example of what we’re doing.
The E-COM system, the electronic computer originated mail, involves
information that’s stored in a computer, a postal customers’ computer.
People using the E-COM service purchase this transmission portion
from telecommunications common carriers—one of many that offer the
service, not from us—and it’s moved over the private phone transporta-
tion system to a post office that also has a computer. We pick up that
information on our computer and we translate it into hard copy and
we envelope and deliver it.

The reason why we have to be involved in it is simply because that
hard copy still needs to be delivered. If you had that terminal in your
home or that company could access you at your home at that electronic
terminal, even if you had it printed out at home, that’s not our busi-
ness and we don’t belong in it.

Senator Symms. Well, for example, these mailgrams that people
send. That’s Western Union ?

Mr. BoLcer. That’s Western Union. :

Senator Symums. Do they deliver those personally or do they send
those through the post office ?

Mr. BoLair, We deliver for them. We have Western Union under
contractual .arrangements we’ve had since 1970. They transmit over
their system to our receiving post offices and we simply take those—
they’re printed on their equipment—and we envelope and deliver the
mallgrams for them for a price which is currently 37 cents per mes-
sage.

Qenator Syamus. So, in other words, if a person wants to send a mail-
gram, they send it through Western Union and they send it to the
post office box with the address and it can be delivered the next day?

Mr. Borger. That’s correct.

Senator Symms. Thirty-seven cents?

Mr. Boreer. Thirty-seven cents. That’s handling and delivery
charges that we charge. That’s our current contractual price.

Senator Symms. That’s right reasonable, isn’t it?

Mr. BoLger. Well, the mailgram is not 37 cents. That’s what Western
Union pays us. The mailgram is more than that. I don’t have the price
right off the top of my head.

Qenator Symms. 1 see. Well, if this informational transmission
through electronic means, in which the post office is not involved, be-
comes terminal-to-terminal and becomes more and more prevalent, do
you have any figures on how that will affect the revenues of the Postal
Service?

Mr. Borger. I'm not an ostrich and T don’t put my head in the sand.
I know new technology is advancing. Incidentally, electronic tech-
nology has been costing the Postal Service business for years. Way
back in 1923 the telephone companies of this country exceeded the
mails. measured by total message units. I see the Postal Service at
some point in time being further impacted by the further use of elec-
tronic technology, particularly terminal-to-terminal. But by the same
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token, I see a lot of growth in the Postal Service and the hard copy
delivery service provided two things happen—we keep onr service
at acceptable levels or better, and we keep our prices from accelerat-
ing too rapidly and certainly below the rates of inflation.

If we do those things, I see the growth. 1 know that several years
from now, maybe 8 to 10 years from now, there will be 10 or 15 million
more home terminals for people to use. I know that for sure. But I also
know that there will be 20 to 25 million new homes out there, addi-
tional places that need hard copy delivery service. So T think——
hSenator Syarms. We hope there will be 25 million new homes out
there.

Mr. Borger. There’d better be, Senator.

Senator Syarms. There sure better. I don’t know whether you got to
read all the testimony Friday, but one of the witnesses was somewhat
critical of the Postal Service for not having a vision of the future and
for being a dinosaur in the facc of change.

Do you feel that under the present structure the Postal Service can
adapt to radical change? What bothers me sometimes is, can you actu-
ally get the decisions made without running amok of the politicians?
You know, we had this big effort to zap the ZTP last year—an effort
which I didn’t participate m and opposed because I felt if you’re going
to run the Post Office you ought to have the opportunity to make deci-
sions on the line and not have some of us nonexperts trying to tell you
what to do. But you still have to face the political reality that even in
spite of the separation of the Postal Service now from what it used to
be, there still 1s a great deal of political pressure involved. The Postal
Rate Commission may not always want to raise the rates when they
need to be raised when there are other pressures and so forth, What’s
your viewpoint on that for the future?

Mr. Boiger. In the overall, I think the Postal Reorganization Act
has been a very good service to the country, not just for the Postal
Service. It serves the country well. Surely, it isn’t a perfect instrument
and there may be some changes needed in the future.

By the same token, T think we've had the Iatitude we need to make
sound business decisions through our pelicy group, the Board of Gov-
ernors of the Postal Service, and for the most part we have, T think
it’s unfortunate that we get a setback that prevents ns from ntilizing
the things that are availahle to us to further imnrove our efficiency.

Senator Syaums. How did the nine number ZIP finally come out ?

Mr. Borarr. Well. we have ZIP+4. It’s the current 5 digit ZIP
code plus a 4-digit add-on. The Budget Reconciliation Act of 1981 re-
stricts us from implementing the ZIP+4 until October 1, 1983, I
think that was a most unfortunate thing. But as you say, as a Govern-
ment agency, we certainly are part of politics, not. partisan politics,
and I respect Congress anthority as thev see they’re representing the
public interest. I think it was a mistake. I’'m sorry it happened. I hope
there isn’t any further delay.

Senator Symms. Well, it appears to me it’s a mistake. I think that
you've demonstrated that you've improved the efficiency of the Post
Office with the present ZIP code; isn’t that correct ¢

Mr. BorgeRr. Yes, we have. We have gone far from when wo first got
our new equipment and the 7ZTP code. By 1970, 7 vears after we put the
ZIP code into effect—the 5 digits—we only had 25 percent mechanized
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sorting of first class of letter size mail. Today it’s up over 70 percent,
and we did this because we were able to make businesslike decisions
and make capital investments in equipment and buildings and what
have vou. That was one of the favorable results of the Postal Re-
organization Act of 1970.

Senator Symms. Now I have visited a couple of these centers, the
one in Boise particularly, where they sort all the mail and use machines
to route the letters. These operators sit there and intensely watch these
letters come by. There has heen a study released which indicates that
postal workers’ productivity is 40 percent less than that of workers
in the private sector and wage benefits are up 40 percent with less pro-
ductivity per worker. '

When 1 watched that operation I was amazed that you could get
people to do it at all; I mean, to sit there intensely and run one of
those machines. How is the morale of those postal workers who have
to intensely stare at that machine and hit those numbers?

Mr. Boreer. I think the morale of the Postal Service is generally
very high. That is a boring job. It really is. We don’t sit them there
for hour after hour without some break and some relief from that type
of activity. If you look at the letter sorting machine operation, it’s
not just the 12 keyboard operators there. There are people loading.
There are people in the back of that machine sweeping mail. So we
rotate the people that operate that. They’re on a rotating basis so
there is some relief from that boredom, but it is a boring job.

Senator Symms. Are there any places in the country where you still
do it the old way? .

Mr. Borger. Oh, sure. There are a lot of small places. Most of our
mail is concentrated in about 220 locations around the country, so we
take the maximum advantage of the mechanization. But we still do a
lot of hand sorting. The machines you see are generally confined to
sorting mail that goes from place to place and with some high degree
of specialized knowledge, what we call schemes, they can sort mail
down to carrier routes and delivery points.

The nine digit code, the fonr digit add-on. will allow us to use
. optical character readers to read the information on the envelopes of
the mailing piece, transmit it to a computer, and then get it sorted
all the way down to a carrier route, all the way down to a post office
box, all the way down to an individual if they have sufficient mail to
justify a unique ZIP+4 code.

Senator Syas. Well, how about the discrepancy on productivity
and benefits?

Mr. Borcer. Well, our productivity has increased. It's up around 40
percent. Our benefits have increased greatly, but we came from a very
low base and in the major urban areas of the country back in the 1960’s
and 1970’ and even into the early 1980’s, our postal employees were
grossly underpaid compared to like jobs in the private sector. We're
not on area wage scales. We have a general wage scale that we negotiate
through our labor contracts. You can probably find by examining this
from point to point around the country that some of our erpployees
appear overpaid for like jobs in that particular community. But
overall, T think our wages, our fringe benefits, are in keeping with
those for similar jobs in the private sector. This is required by law.
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We did have some acceleration of our labor rates and our fringe
benefits carly on in the postal reorganization, but they should not be
misunderstood. A great many of those were catchups because we were
so far behind.

Senator Sysms. Well, the reason I asked the question about the
hand sorting is that I would think just for a guy's psychological and
physiological well-being he would be happier sitting there tossing
those letters into the carts—you would get more personal satisfaction
from that than running that machine. To me that looked like—I took
my hat off to them. T don’t know how you can get a guy to concentrate
that intenscly for long periods of time without having him just become
very unstable. Obviously, there’s 2 way that you can get it done.

Mr. Boiger. Well, Senator, I wouldn’t care to do it myself.

Senator Syas. If I was doing it, I would rather be the guy walk-
ing up and down the strect delivering the mail where there was a little
bit of the personal touch to it. :

Now I had 2 question about third class mail I did want to ask you.
I don’t know how much time we have here this morning. We’re prob-
ably going to have to submit a few more questions to you for the rec-
ord. I'll ask you one more question and then we'll submit others to you.

In general}, what would you consider to be the best method of public
funding of services which may be in the public interest but not com-
mercially self-sustaining?

Mr. BoigEr. As an official, I'm going to answer as the Postmaster
General, if you don’t mind. I think the decision of how we spend the
taxpayers’ moncy belongs to the elected representatives of the public,
the Congress and the President.

Senator Syaus. Is an indireet, internal cross-subsidy, such as air-
lines and the post office have historically used, or a direct subsidy
better—that’s the question I want to get at. I understand that the
Congress ultimately would have control, but do you think it’s best to
have a direct subsidy by Congress such as now used to support air
service to small towns, or an indirect cross-subsidy by having first
class pay for fourth or second class and so forth?

Mr. Bowger. That’s prohibited by law now. Each class and sub-
class of mail is not. allowed to cross-subsidize another class or subelass
of mail. Our rates are set so we will not have any subsidy from one
class to another.

Senator Syarms. There have been some people who have suggested
that maybe there should be some kind of excise tax placed on delivery.
How would you feel about that ?

Mr. BowgEr. Excise tax placed on delivery of mail?

Scnator Syarass. To subsidize it and to pay for it.

Mr. BoLGeR. You mean repeal the Private Express Statutes and have
an excise tax that would subsidize the Postal Service ?

Senator Synmus, Yes. '

Mr. Boveer. Idon’t know, Senator. I frankly feel that the approach
that the Congress used in developing the Postal Reorganization Act
and finally enacting it is the best long-term way for the Postal Service
to go. It provided in that act that the people who use the mail scrvice
would pay for those services. It put in a provision that for a period of
time in the transition, going over a 10-year period, a public service
subsidy would be allowed, and it also provided some temporary sub-
sides in transition for certain mailings, particularly for nonprofit or-
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ganizations. There was a certain amount of subsidy and still is for these
nonprofit organizations. But the intent all along was that the users of
the Postal Service would eventually pay all the costs of the Postal
Service. They left some questions open for further consideration and
that’s where we are today.

Senator Symms. Let me just ask one last question. There was one
witness last week who suggested that the very small percentage of in-
ternational mail that we have could be deregulated without doing any
damage to the integral system and it would make it better for the
consumers. What was the other area they suggested? Do you think
there are any areas that could be deregulated that would not do vio-
lence to the system as it now operates?

Mr. BoLoer. We have, under our administrative authority, sus-
pended the Private Express Statutes and when there is 4 need we
would continue to do that.

In the international field, we only control international mail that .
goes over post roads and post routes in the domestic United States.
We do not have any control of the mail until it hits our shores. After
it leaves our shores we just don’t have any control.

In general, I don’t think we have the Private Express Statutes ap-
plying to the international mails category. The mail that originates
here that’s moving out into international fields, while it’s in our
custody going over our post routes and post roads, is covered by the
Private Express Statutes. Inbound, it’s not until it reaches our shores.
There are other ways of getting international mail in and out of the
country over which we have no control. So basically, it is deregulated.

Senator Symus. Well, I appreciate very much your excellent testi-
mony and I thank you very much, Mr. Bolger, for being here. We will
send you some more questions because we do want to have a very well-
rounded hearing record when we complete these hearings and your
testimony will certainly be a very important part of what considera-
tions might be taken in the future. So I thank you again for your
time and wish you the best in the future.

[The following information was subsequently supplied for the
record :]

RESPONSE OF HON. WiLLiAM F. BOLGER TO ADDITIONAL WRITTEN
QUESTIONS POSED BY SENATOR SYMMS

THE POSTMASTER GENERAL,
Washington, D.C., September 21, 1982.
Hon. STEVEN D. SYMMS,
U.8. Senate,
Washington, D.C.

DEAR SENATOR SYMMS : This is in response to your July 20 letter posing twenty-
nine additional questions to be answered for the record of your hearings on the
future of mail delivery in the United States. Enclosed, please find my responses.

I would like to again take the opportunty to recommend that we all look at
this issue in terms of its public service aspects. The issue is not solely whether
there ought to be Private Express Statutes. The threshold question is whether
the citizens of this country want to continue the longstanding policy, memorial-
ized most recently in the provisions of the Postal Reorganization Act, of univer-
sal postal service at uniform rates. Once this question has been answered, then
we can examine whether the Private Express Statutes remain viable.

If you require any additional information, please contact me or have your
staff call Assistant Postmaster General Edward E. Horgan, Jr.

Sincerely,
WiLLiaM F. BOLGER.

Enclosures.
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QuesTioNs CONCERNING THE U.S. PostiL SeeviceE Monorory

SCOPE OF THE POSTAL MONOPOLY

Question 1. As 1 understand it, the postal monopoly extends only to the
carriage of “letters”. Disregarding any administrative suspensions, does the
monopoly over “letters”, as interpreted by the Postal Service, include:

Printed advertisements?

Checks and stock certificates, in general?

Fishing licenses?

Walt Disney posters?

Football tickets?

“Orientations of magnetic particles in & manner having a predetermined
significance” ?

Data processing programs?

Computer printonts?

Gasoline company credit cards?

Contracts?

Invoices?

Bills of lading?

Addressed boxes of merchandise with printed sdvertisements?

Memoranda between two offices of the same corporation?

Blueprints?

Photographs? i

Answer. While the Private Express Statutes, which do not truly create a
“postal monopoly,” do not themselves define the term “letter”, Part 310 of title
39 of the Code of Federal Regulations contains a definition adopted through the
notice-and-comment rulemaking procedure which reads, “ ‘Letter’ is a message
directed to a specific person or address and recorded in or on a tangible ob-
Ject, . . .". The regulations continue by clarifying the component words and
phrases of the definition and by setting forth a list of a number of items which
are specifically excluded from the definition of “letter”. This list Is not intended
to be inclusive, but it does contain those items about wbich gnestions most fre-
quently arise. Assuming that the particular material in question does satisfy
the definition in postal regulations, there still remains the question of whether
the circumstances of its carriage involve one of the five exceptions described in
39 C.F.R. 310.3 or one of the five suspensions described in 39 C.F.R. 320, the
broadest of which permits the private carriage of “extremely urgent letters”.

As you can see, whether the items listed in the question are “letters” for the
purposes of the Private Express Statutes and, assuming that, whether they
can be carried by a private courier without the payment of postage cannot be
determined conclusively without more specific information. Perhaps an example
would be instructive. Whether a printed advertisement is a “letter” wounld turn
on an analysis of whether it was addressed to a particular person; whether it
was printed in a newspaper, book, or magazine ; whether it was being sent to or
from & records center for storage or retrieval; whether its physical character-
istics indicated that it was intended for posting on & wall or billboard ; whether
it was copy being sent to a printer or page proofs or printed matter being re-
tarned to the sender; or whether there were packets of identical printed letters
containing messages the vast majority of which were intended for dissemina-
tion to the public. In addition, if a printed advertisement is included within a
merchandise shipment “directed to a specific person or address,” it thereby be-
comes a “letter” if other portions of the definition are satisfied.

The Postal Service's definition of a “letter” and its application to specific items
have been upheld on several occasions. In 1978, the Second Circuit Court of Ap-
peals held that the Congress’ delegation to the Postal Service of the authority
to define “letters” or “packets” was constitutional (United States Postal Scrv-
ice v. Brennan, 547 F. 2d 712 (2nd Cir. 1978), cert. denied 439 U.S. 1115 (1979)).
The court went on to note that, in view of the myriad methods of communica-
tions which now exist, the authority of and necessity for the Postal Service to
define “letter” was obvious. The District of Columbia and Tenth Circuits have
likewise upheld the Postal Service’s definition of “letter” and its application to
the situations presented to the courts. {National Association of Leller Curriers,
AFI-CIO v. Independent Postal System of America, Inc., 336 F. Supp. 804 (W.D.
Okla. 1971), Aff'd. 470 F. 2d 265 (10th Cir. 1972) ; Associated Third Class Mail
Users v. United Siates Postal Service, 600 F. 2d 824 (D.C. Cir. 1975), cert de-
nied 444 U.S. 837 (1979).) We are not aware of any court which has found
unteward the Postal Service’s administration of the Private Express Statutes.
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I would point out, however, that many of the items listed in this question
have been the subject of advisory opinions issued by the Law Department of
the Postal Service, which opinions are strictly limited to the facts supplied in
a particular request. If any individual is interested in determining whether items
which he intends to transport are “letters” and whether the contemplated method
of carriage and delivery would, in the Postal Service’s opinion, fall within the
coverage of the Private Express Statutes, he or she may write to the Assistant
General Counsel, General Administrative Law Division, United States Postal
Service, Washington, D.C. 20260.

Question 2. In your view, what percentage of first, second, third, and fourth
class mail is covered by the postal monopoly?

Answer. It should be pointed out that whether an item is a ‘“letter” for the
purposes of the Private Express Statutes has no relevance with respect to its
mail classification. Consequently, the Postal Service does not attempt to track
the percentage of each mail classification which might be “letters.” Nevertheless,
some generalizations are possible. While all mailable matter may be mailed at
the First Class rate of postage—meaning that not all First Class Mail is
“letters’’—it is safe to assume that the overwhelming majority of mail within
this classification constitutes “letters.” Although the mail classification defini-
tions of “newspaper” and “periodical” differ from those used in the regulations
implementing the Private Express Statutes, a very high percentage of second
class mail would not constitute “letters.” Since third class mail consists of all
printed matter not mailed or required to be mailed as First Class Mail, not
mailed as second class mail, which weighs less than sixteen ounces, it can be
fairly estimated that a substantial proportion of third class mail consists of
“letters.” Most of these mailings are individually addressed advertising circulars,
and solicitations and other correspondence from mass mailers, such as qualified
nonprofit organizations. Fourth class mail would invelve very few “letters”
inasmuch as it contains mostly merchandise shipments, bound printed matter,
books, films, sound recordings, and printed musie.

Question 3. As I understand it, the Postal Service’s position in the Associated
Third Class Mail Users case was that the postal monopoly over “letters” in fact
includes all “matter properly transmittable in the United States mail except for
newspapers, pamphlets, magazines, and periodicals.” Is this understanding
correct?

Answer. In Associated Third Class Mail Users v. United States Postal Service,
600 F. 2d 824 (D.C. Cir. 1979), cert. denied, 444 U.S. 837 (1979), the issue before
the Court were whether addresed advertising circulars constituted “letters” for
the purposes of the Private Express Statutes and, if so, whether the application
of the Statutes to such circulars deprived the members of the group of their
constitutional rights. In its brief submitted to the Court of Appeals, a copy of
which is attached,' the Postal Service took the position that addressed advertis-
ing circulars were “letters,” as defined by the Postal Service’s implementing regu-
lations, and that no constitutional problem was thereby presented. The positions
were sustained by the court. Nowhere in this brief does the Postal Service assert
the position that the restrictions on the private carriage of ‘“letters” imposed
by the Private Express Statutes cover all “matter properly transmittable in the
United States mail except for newspapers, pamphlets, magazines, and periodi-
cals.” Please refer to Pages 11-22 of the attached appeallate brief ' for a discus-
sion of the evolution of private express laws in the United States.

Question 4. During the Depression, many persons delivered letters out of the
mails. In the 1930’s, Postmaster General Brown testified that:

We have a monopoly only of first-class mail. That is the trouble, If
Congress gave the Post Office Department a monopoly of the first, second,
third, and fourth classes, then we would get all of the business, but we
have a monopoly of only sealed-letter mail. We have come into competition
with every sort of carrier on everything else. ’ )

Of course, I do not expect anyone, including the Postmaster General, to be
absolutely perfect in every statement. Nonetheless, do you not think that. the
current position of the Postal Service represents expansion over the views
stated by Mr. Brown? Has the postal monopoly law changed from then until
now?

Answer. The references made by Postmaster General Walter F. Brown during
his October 18, 1930 appearance before a Subcommittee of the House Appro-
priations Committee to “sealed letter mail” and “first class mail” as that mail

1 The appellate brief may be found in the subcommittee file.
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covered by the Private Express Statutes were imprecise. General Brown was
undoubtedly indulging in the not-uncommon tendency to refer to mailable matter
in terms of its classification for rate purposes and was surely distinguishing the
treatment of “letters” under the Private Express Statutes with that accorded
second class mail matter, the topic he was discussing with Chairman William
R. Wood. Indeed, the Postmaster General incorrectly limited the application
of the Private Express Statutes to sealed “letters”. {See United States v.
Bromley, 53 U.S. (12 How.) 87 (1851)).

The position of the Postal Service and its predecessor, the Post Office Depart-
ment, that the Private Express Statutes apply to “letters”, has been consistent
through the years. Since 1930, there bave been two substantive amendments to
the Private Express Statutes, neither of which significantly affected their
coverage. The Act of June 29, 1938, Chapter 805 (52 Stat. 1231) amended Sec-
tion 239 of the Act of June 8, 1972, Chapter 335 (17 Stat. 312) to permit the -
carriage of letters outside of the mails with postage afiixed by the sender rather
than in government stamped envelopes only and explicitly extended the Post-
master General's anthority to suspend the Statutes to “any part” of the section.
Earller, the Act of June 22, 1934, Chapter 716 (48 Stat. 1207) limited the existing
special messenger exception to the carriage of 25 letters.

Question 5. None listed.

FINANCIAL EFFECTS OF THE POSTAL MONOPOLY

Question 6. I believe that it is the Postal Service's position that if the postal
monopoly laws were repealed, private companies would skim the cream in
some areas, such as downtown urban areas? Is this correct?

Answer, It is the Postal Service’s position that if the Private Express Statutes
were repealed, private companies would “skim the cream” of the letter delivery
business by selectively offering that service in those segments of the market
which would offer the highest profitability and the lowest rates. It seems
probable that one segment which would have these characteristics would be
found in those sections of metropolitan centers having a high concentration of
business and professional offices. It seems less probable, however, that a private
company would attempt to serve every office, store, and apartment within even
such limited geographical areas. Nor is it likely that a private company would
accept all of the mailable matter, regardless of destination, that even its selected
customers would wish to send.

Question 7. Could you be specific as to the areas and types of services in which,
by virtue of the postal monopoly, the Postal Service is able to charge more than
it otherwise could be a more competitive environment?

Answer. An aunswer to this question necessarily requires that one keep in
mind the purpose of the Postal Service's rate structure. Some of the benefits
of a uniform rate structure have been discussed previously in the answer to
Question G—4. A uniform rate selected to recover total costs will fall between
the highest and lowest cost of any particular delivery. Generally, mail at the
low-cost end of that speetrum is subject to “eream-skimming” and represents
that business which the Postal Service might have to reduce its charges to keep,
in a situation of price competition. .

While it is often convenient, and generally accurate, to use the analogy of
cream-skimming when referring to that portion of mail with a very low variable
cost, it should not be inferred that such mail can be readily distinguished from
other mail or that such malil is confined to, or all-inclusive of, a particular
service, geographic area or route. As a result, the concept of what mail con-
stitutes “cream” is elusive, and there are probably no geographic areas or types
of services which, when taken as a whole, constitute “cream”, It is not possible,
therefore, to specifically identify or isolate such areas or services. However, it is
possible to identify some of the charaecteristics which can inerease or decrease
the cost of delivering some mail and then to consider what mail has those charac-
teristics. Density of mall volume and distance traveled are important factors,
leading to the conclusion that intra-city mail could be a likely candidate for
creawm skimming. Obviously, picking up a large volume of mail to be delivered to
very few locations would be a more attractive service to skim than middling
volumes going to many locations. In addition though, some prevailing local
conditions such as labor costs, gasoline costs, traffic and climate, and the size of
the business district would have an affect on profitability and therefore on the
attractiveness of a route.

Question 8. All together how much eream could be skimmed by private com-
panies? That is, how much in revenue would be lost? How much costs would
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be saved? If you cannot give an exact figure, how about an order of magnitude?
100 million dollars per year? 1 billion? 10 billion?

Answer. Since what constitutes “cream” depends upon so many variables that
it cannot be specifically identified, it follows that projecting lost revenues is im-
possible. We believe, however, that the amount would be substantial.

Question 9. If some areas or operations provide net revenue or “cream’” which
is necessary to support the other areas and services, then there must be other
areas or operations which lose money on a net basis. Which areas or services are
these?

Answer. Just as high-volume, short-distance mail is generally less expensive
to deliver, a piece of cross-country mail tc and from remote locations is more
expensive although it does not follow that all mail delivered at any particular
geographic area or by a particular service is delivered at a net loss. As was dis-
cussed in the answer to Question G-20, the conclusion that rural operations, for
instance, are not financially self-supporting has been based on the shortfall be-
tween revenues taken in at small post offices and their costs. However, it is
probably impossible to isolate all the costs and revenues associated with a par-
ticular segment of the postal network because of the interrelationship of opera-
tions necessary to provide universal service.

Question 10. Would the Postal Service object to repeal of the monopoly for
these ‘“‘non-cream” areas or services? To give an example, suppose we abolished
the monopoly for all letters traveling between places outside the cities? Sup-
pose, at the same time, we relieved the Postal Service of the duty to provide
universal service? .

Answer., Whether the delivery of a particular mailing might be done profit-
ably by a private company depends on a number of variables. Not all of the mail
for any particular geographic area or service would fall into the ‘“‘cream” or
“non-cream’ category. As a result, we do not think it possible to base an amend-
ment to the Statutes on this distinction.

Repealing the restrictions for letters carried between rural areas would be most
unwise. Because of the Postal Service's obligetion to provide universal service,
the total delivery network must remain in place. This creates a situation of rel-
atively high fixed costs as a percentage of total costs. Therefore, any reduction
in rural mail volume would exacerbate any revenue shortfall that may already
exist at small post offices.

We also do nct believe that relieving the Postal Service of the duty to provide
universal service would be feasible. In the first place, individuals fiercely protect
the level of postal services which they currently receive, as evidenced by the
controversy which often accompanies a proposal to close a post office or modify
service, and would not tolerate any abandonment of an area of the country.
On an operational level, the Postal Service operates a highly integrated network,
portions of which cannot be eliminated without affecting the rest of the system.
In addition, the system envisioned by the example cited in the question does not
appear workable since it does not address the issue of mail moving between
urban and rural areas. Any cost savings realized by not having to deliver mail
moving within rural areas would be eliminated by having to maintain a delivery
network, featuring a high ratio of fixed to variable costs, to handle urban-to-
rural and rural-to-urban mail. In general, mail delivery systems, whether rural
or urban, are more economically efficient when fueled by higher volumes. Chang-
ing the system in any way so as to significantly reduce the volumes moving
through it, would result in corresponding revenue reductions.

Question 11. Another strategy might be to abolish the postal monopoly only in
downtown areas where we know the market would provide good service. Then all
carriers, postal and private, could be taxed so that the postal and private carriers
together make the same contribution to other postal operations as is now made
by the postal operations alone. Would you care to comment upon the feasibility
of such a limited deregulation?

Answer. As we suggested in the response to Question Seven, it is not accurate
to assume that all intra-city mail is “cream”. We believe that the market would
not provide the comprehensive services now available in downtown areas and
that private firms would undertake only the most profitable deliveries, leaving
the rest to the Postal Service. It should also be noted that the deregulation and
tax proposal outlined in this question would apparently result in high administra-
tive costs, in that it would require duplicative delivery systems, would require
business to distinguish between intra-city and other mail for delivery and rate
purposes (if uniform rates were to be abolished) would require some appropriate
authority to assess and collect the contemplated tax, and would add to the com-
plexity of enforcing the Private Express Statutes.
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Question 12. Ilow about the international postal monopoly? Ilow can you
justify retaining a monopoly over a service which the Iostal Service itself does
not provide and cannot guarantee?

Answer. The question is partially correet in its assumption that the Postal
Service has no control over international mail before it enters the United States
or after it is dispatched. The P'rivate Express Statutes apply to international
mail only when it moves over post roads or routes within the United States.
Nevertheless, we would point out that many of the trading partners of the
United States bhave imposed their own restrictions on what items may be carried
by private couriers.

Question 13. What other changes in the law would be required by an abelition
of the postal monopoly in any given area ? Would there be any need for Commission
supervision of postal rates and services in areas in which there is competition?

Answer, Aside from the fact that we find it difficult to envision g satisfactory
way in which certain geographic areas could be exempted from the application of
the Private Express Statutes, but assuming for argument’s sake that this could be
done, there would still remain the guestion of what role would continue to be per-
formed by the Postal Service,

If the Postal Service were to continue to be expected to provide universal service
at uniform rates, it is possible that no statutory changes would be required.
Depending on the extent to which the limitations on the applicability of the Pri-
vate Express Statntes cansed a diversion of letter mail to other carriers, the
resulting diminution of postal revenues might require either an increase in postal
rates or, if the diversion and revenue loss was so large as to render compensatory
rates politically or economically unacceptable, the appropriation of general tax
revenues as a subsidy to the Postal Service. In the event that the latter was neces-
sary, statutory authorization limits would have to be changed and the “break
even” requirement in current law repealed. On the other hand, if the Postal Serv-
ice were to be placed in a position to compete fairly and freely with private firtns
engaged in the delivery of letters, much more extensive statutory changes wonld
be required. These changes were discussed in the answer to Question G-7.

The authority of the Postal Rate Commission with respect to the rates and serv-
ices in effect in an area excepted from the coverage of the Private Express Statutes
would also depend on the role of the Postal Service in that area. If the Postal
Service were allowed to be fully competitive, we see no need for the continued
existence of the Postal Rate Commission. We would point out, however, that the
Commission now exercises jurisdiction over the rates for newspapers, periodicals,
and parcels even though their carriage by the Postal Service is afforded no protec-
tion by the Private Express Statutes and mention the potential for confusion given
(;ompetitive and regulated rate structures for different portions of the United
States,

Question 14. 1f the postal business is a “natural monopoly”, as some suggest, is
there any reason to bolster this natural monopoly by 1neans of a legal monopoly?

Answer. Recent economic research has shown that it is possible, under certain
conditions, that a natural monopoly may require legal protection from potential
competitors in order to make it less vulnerable to wasteful and duplicative com-
petition. This research focuses on the multiproduct natural monopoly and the con-
cept of sustainability. A firm is a muoltiproduct natural monopoly if the cost of
producing all its products in one firm is less than the sum of the costs of producing
the products in separate firms. The firm is then said to be & natural monopoly,
arising from economies of scale and economies of scope. The results of this rela-
tively recent economic research indicate that a natural monopoly may not be able
to sustain itself against competitors because of the prices it charges or because of
its cost structure. There is good reason to believe that the Postal Service exhibits
both economies of scale and of scope and that the cbaracteristics of its cost and
price structure may combine in such a way as to make it a natural monopoly that
cannot be sustained without legal protection. In this event, it would not be incon-
sistent for the Postal Service as & natural monopoly to need such protection from
competitors as the Private Express Statutes provide.

UNIFORM FIRST CLASS POSTAGE RULE

Qucstion 15, Is there any reason to offer uniform first-class postage for any-
thing but personal correspondence? Why should not a business pay the proper
costs of delivery for ifs nonletter business documents such as bank statements,
bills, and so forth?
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Answer. We should note at the outset that commercial information, in general
and bank statements and bills, in particular, have consistently been c0ns1dered
letters, for the purposes of the Private Express Statutes.

In our response to Question G-4, we pointed out some of the disadv antages of
abandoning the uniform rate for Blrst Class Mail. Prineipal among these would
be the increased administrative costs resulting from a very complex rate strue-
ture. We believe that business mailers would suffer great inconvenience if they
had to determine the proper rate of postage for each individual piece of mail. For
example, business mailers such as major public utilities and direet mail market-
ing firms who use the mails for advertising, billing, and collection would find this
particularly burdensome.

As we speculated in that earlier response, under a non-uniform rate structure,
rates would probably vary from place to place and by weight, size, and volume.
Other factors such as population density at points of origin and destination, the
volume of mail going between two points, and the distance between those points
would also affect the rate structure. These rates would probably vary from a
little lower than present rates for mail that, is easy to carry and deliver to mucli
higher than present rates for mail on routes more difficult to serve, resulting in
overall higher rates for some business mailers. The higher administrative costs
and the higher rates could depress mail volume and have an adverse affect on
business decisions to locate in certain geographical areas or to enter certain geo-
graphical markets.

RURAL POSTAL SERVICES

Question 16. In general, what is the best method of public funding of services
which may be in the public interest but not commercially self-sustaining? An in-
direct internal cross-subsidy such as the airlines and the post office have histori-
cally used or a direct subsidy appropriated by Congress such as now uszed to
support air service to small towns?

Answer. We would begin by pointing out that the Postal Service is now sub-
stantially self-sufficient and, under the provisions of the Postal Reorganization
Act and due to Congressional appropriations actions, will be self-sufficient in the
immediate future. In addition, the Act prohibits the cross subsidization of one
class of mail by another, requiring that each class of mail pay at least the direct
and indirect costs attributable to it.

If the “services which may be in the public interest but not commercially self-
sustaining” refers to rural mail service, we would reference our response to
Question G-20 where we mentioned that the traditional conclusion that rural
operations are not financially self-supporting has been based solely on the short-
fall between revenues taken in at certain small post offices and their costs. How-
ever, these post offices are part of an integrated universal system and deliver
mail which originates in urban and suburban areas, but collect none of the
revenues for such mail. Many of these rural post offices must be maintained to
provide effective and convenient universal service, from which all segments—
urban, suburban, and rural—derive benefits. It is stating the case too simply,
therefore, to say that rural operations are unprofitable.

It may be unrealistic, moreover, to attempt to draw an analogy between the
nationwide provisions of postal services and the provision of air service to certain
small towns. The Postal Service must serve every household in the nation,
whether or not it is profitable to do so. Air carriers, even though directly subsi-
sized, make no pretense of providing universal service to every small town and,
indeed, when a town makes insufficient use of the air service it currently has, it
may stand in jeopardy of losing the service altogether.

We think that there are too many possible variables to permit us to generalize
as to a single best method of funding public services that are not self-sustaining.
Given an abstract choice between an internal cross-subsidy and a direct subsidy,
we think that at least the following factors are relevant: the extent to which
the dollar amount of any subsidy can be determined with reasonable precision;
the extent to which the true beneficiaries of any subsidization can be identified;
the extent to which the service is of greater benefit to those who would bear the
burden of any cross-subsidy than to the taxpayers; the size of the subsidy in
relation to the total cost of the activity which would be the source of any cross-
subsidy ; and the consequences of a failure to appropriate some or all of a direct
subsxdy

- Question 17. Does the postal monopoly support postal service to small towns?-
Exactly how?
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Answer. The Private Express restrictions support universal service at a uni-
form kirst Class rate by protecting mail volume and postal revenues. Rural or
small town service, or inner city service for that matter, is but one indistinguish-
uble part of the fully integrated, nationwide service network and cannot, as
we mentioned earier, be successfully isolated from other segments of the net-
work. As we stated in our responses to several questions, rural or urban service
includes not onty maij which originates in rural areas and which may go to rural,
suburban, or urban areas, but also mail which originates in urban and suburban
areus and is destined ror rural areas. The Private Express restrictions support
the entire network and thus support “‘rural or urban service” to the extent that
it is & component of that network. We should be careful not to overdo the rural
America theme when we discuss the “break even” mandate of the Postal Service.
An argument can be made that a subsidy would be required to support many
services in cities where volume and revenue are low.

Qucstion 18. Is there any reason why g direct subsidy system like the one used
to support small town air service could not also e used to support rural post
service? Could the Postal Service prepare a rough draft of the legislation which
would be needed to establish such a system in the postal field?

Answer. The responses to several previous questions have indicated that be-
cause of the natore of universal service and the integration of the postal system
it is probably impossible to isolate all of the costs and revenues associated with
a particular segment of the network. “Rural” mail can be sent by virtually every-
one, anywhere and, for processing purposes, is commingled with all other types
of mail. Cousequently, it would be extremely diflicuit to determine the amount
of the proposed subsidy and to accurately target it, or to draft legislation to
implement the proposal.

Question 19. If Congress were to employ a direct subsidy to support rural postal
service, how munch would it cost? Do you think it wonld be feasible to fund this
through a trust fund established by an excise tax on all document earriers, public
and private? Would this be more or less desirable than funding from general
appropriations?

Answer, The Postal Service could not predict the amount of subsidy required
to support rural postal service. Whether to fund such a subsidy from general
revenues or from an excise tux on earriers is a question of tax policy, concerning
which the Postal Service has no expertise.

Question 20. To what extent, in practical terms, does the law and the Com-
mission prevent the Postal Service from closing post offices that are losing
woney ? .

Answer. Title 39, United' States Code, Section 101 (b) prohibits the Postal
Service from closing a post office “solely for operating at a deficit.” The economic
savings to be expected from closing an office is but one factor which the Postal
Service must consider when declding to close a post office. Title 39, United States
Code, Section 404 (b) lists four other criteria, requires adequate notice to patrons
served by the office in question, and provides for the appeal of a decision to close
an oflice to the Postal Rate Commission. Since the adoption of these procedures
in 1976, significantly fewer post offices have been closed than had previously been
the case.

Question 21. What criteria does the Postal Service use to determine whether to
close a post office? Surely these criteria provide a measure of the profitability of
segments of the service?

Answer. As a general rule, the Postal Service establishes and maintains post
offices where they are necessary to provide an adequate level of postal services.
Thus, the “profitability” of a particular office will become & factor only when it
appears that there is no indepeundent service justification for the continued exist-
ence of the office. In pructice, the justification for continuing an office is reviewed
when some independent event, such as the retirement of the postmaster, or the
loss of the lease on the facility, provides un opportunity to review the status of
the office. .

As required by law, when considering whether to close a post office, the Postal
Service would consider the effect of the proposed closing on the community served
and the employees at the office being considered for closing, whether the closing
would be consistent with the Postal Service's overall obligation to “provide a
maximum degree of effective and regular postal services to rural areas, communi-
ties, and small toswns where post offices are not sel{-sustaining,” and the cost sav-
ings which could result. This process would entail an exhaustive analysis of the
needs of the community and prevailing retail service costs, but would not address
the “profitabllity” of that segment of the postal network.
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Question 22. What criteria does the Postal Service use to decide whether or not
to serve a rural route itself or contract it to a contract carrier? Why cannot more
of the routes be contracted in exactly the same manner?

Answer. As with the issue of maintaining or closing small post offices, the deci-
sion to serve a given portion of the postal delivery network through rural deliv-
ery or through highway contract service is based upon service and cost considera-
tions and the availability of suitavle equipment and qualified employees. Our re-
sponse to Question G-22 describes in detail the criteria used to determine whether
rural delivery or highway contract service would be appropriate.

POSTAL SERVICE AND INNOVATION

Question 23. In 1975, a Postal Service staff report observed that:

Many of the standard features of the present postal systems were invented
by competitors during the 1840’s and 1850’s. Private express companies
pioneered the adhesive postage stamp, the streetcorner collection box, and
the predecessor of special delivery service. It seems likely that a revival of
postal competition would produce modern-day innovations of similar mag-
nitude.

Do you agree or disagree with this observation? Why ?

Answer. We would like to point out that the foreward to the staff study re-
ferred to in this question stated, “This document represents no official views of
the U.S. Postal Service or any other agency of the U.S. Government.”

As we stated in the answer to Question G-2, it is not really possible to know
what might have happened had different circumstances prevailed in the past
or might occur under varying condjtions in the future. As a general matter, of
course, competition may encourage innovative thinking. So may other factors
in an organization’s environment, such as the freedom and the rsources to imple-
ment innovations that might not otherwise be developed.

Question 24. In the Postal Service’s answers to the Subcommittee’s question-
naire, the Postal Service stated that it had “pioneered the now rapidly expanding
overnight delivery industry” (p. 5) and that private express delivery firms as a
rule fail to serve the broad geographic area that the Postal Service serves (p. 11).
This statement seems to undertate the role of the private carriers somewhat
in the development of this innovation. A study of couriers was included with the
1973 Board of Governors’ report on the Private Express Laws. This report,
written in May 1972, noted that :

The largest volume of “letters” carried outside the mails . . . is likely
handled by courier companies. . . . In addition to the practical problems
of detecting such violations and enforcing the (Private Express) Statutes,
there may be serious equitable considerations. Primary among these is
whether a postal service is offered which is comparable to that of the
courier in terms of convenience, celerity, certainty. and cost. The answer has
been negative in numerous investigations. (App. E at 13)

Does his report not suggest that the private couriers and not the Postal Service
truly pioneered express services?

Answer. As was stated in the answer to Question G-27, “the history of the
market shows clearly that the Postal Service was the first participant”. Cer-
tainly, private firms have followed the pioneering efforts of the Postal Service
in this field and offered new services. The portion of the report cited in the
question (Statutes Restricting Private Carriage of Mail and Their Administra-
tion, House Committee on Post Office and Civil Service Committee Print No.
93-5, 93rd Congress, First Session, June 29, 1973) indicates that the overnight
delivery service then offered by the Postal Service did not meet all of the needs
of its potential users, principally because of the lack of evening collections, and
thus drove them to use private couriers. With respect to current usage, it should
be noted that there are differences in the overnight services offered by the Postal
Service and private courier firms, such as the unique advantages of Ixpress
Mail mentioned in the answer to Question G-5. In view of this circumstance,
there is room for both Postal Service and private sector involvement in this
market. It should also be pointed out that in response to a demonstration that
the public interest would be served, the Postal Service suspended the application
of the Private Express Statutes to the carriage of “extremely urgent letters”

POSTAL TELECOMMUNICATIONS

Question 25. With respect to the Postal Service’s ECOM service, could you
identify exactly what aspects of this service would, in your opinion, not be pro-
vided by private telecommunications companies? If there is a profit to be made,
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why would not private companies provide such services? If there is no profit,
why would the Postal Service seek to provide the service?

Answer. The major aspect of the E-COM system which private irms cannot
and will not offer is its nationwide hard-copy delivery network. E-COM is an
effective marriage of private sector and government services, telecommunica-
tions technology and traditional postal practice, to better serve the public inte-
rest and meet the articulated needs of postal customers. In addition, the E COM
system is open {0 a multiplcity of communications common carriers and potential
users Lastly, it must be remembered that the Postal Service portion of B-COM
service is, by statute, a break-even proposition, while the charges levied by
contxpxon carriers for their services are based upon the private sector's profit
motive.

Question 26. What exactly is the statutory provision whick aunthorizes the
Postal Service to provide electronic mail? Would the statute authorize the
Postal Service to deliver mail electronically as well as receive it in electronic
form? If the Postal Service ig authorized to use computers to electronically as-
semble letters from a mailing list and standard text, is the Postal Service also
anthorized to assemble paychecks from payroll data? Monthly bills from credit
ecard receipts?

Answer. The Postal Service's statutory authority to offer E-COM service was
discussed in a January 21, 1982 pleading filed In Re Uinited States, No. 81-2402,
D.C. Circuit, April 20, 1982, a copy of which was an attachment to the responge
to Question G—41. In general, the Postal Service is directed and empowdered to
provide postal services and determine the best means to provide them. The Postal
Service sees E-COM as the next logical step in the evolution of efficient mail
transportation, from vehicles to trains to airplanes to electronic transmission,
With respect to the specific services mentioned in the question, it is unclear
whether they would constitute “postal services”. We should also stress the con-
sistent policy of the Postal Service that it will not and should not provide so-
called Generation I1I message services.

POSTAL SERVICE AND RATE COMMISSION AS INSTITUTIONS

Question 27. Chairman Steiger has suggested that the Commission be given
subpoena authority vis-a-vis the Postal Service. Do you support this sugges-
tion? Why?

Answer. The Postal Service is opposed to a grant of subpoena anthority
to the Postal Rate Commission since such a grant would be inconsistent with
the Commission’s purposes and responsibilities. While a grant of subpoena
authority may be warranted for a public atility regulatory body charged
with overseeing the return on investment of a publicly held firm, this wonld
not hold true with the Commission, which is not a regulatory ageney but
a body tasked with rendering recommended decisions. The Governors of the
Postal Service determine the appropriate action to be taken on those decisions.
The distinction between the Commission and a regulatory agency was recognized
in Governors of the U.S. Postal Service v. Postal Rate Commission, 651 F. 24.
108 (D.C. Cir. 1981).

The statutory scheme concerning ratemaking consists of a careful balancing
of the duties and responsibilities of the Postal Service and the Commission, re-
quiring both agencies to be sensitive to and responsive to each other's needs so
a8 to expedite proceedings. The Postal Service already supplies an abundanece
of data to the Commission during rate proceedings—over 1,500 pages of testi-
mony, 4,000 pages of workpapers, 54 library references comprising 7.000 pages,
€.000 responses to interrogatories, and several responses to Commission Notices
of Inquiry during the last general rate proceeding alone. Lastly, we would point
out that under current practice the Commission requires information not related
to specific rate or classification proposals. Attachment 2 is a list of the periodic
reports required of the Postal Service by the Postal Rate Commission. In addi-
tion, Commission Docket No. MC76-5, a serios of long-range classification studies,
has generated over 90 library references over several years. In short, the Com-
mission bas had no difficuity in obtaining the information necessury to perform
its function. L .

Question 28. Chairman Steiger has also suggested that the Commission’s deci-
sion be the final administrative decision on a rate or classification, elimina.tiug
the Board of Governors as an appellate body ? Do you support this suggc§txox}?
Why? What changes, if any, should be made in the charter of the Commission in
order to allow it to do its job more effectively ?

1i-341 0 - 82 - 12
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Answer. The Postal Service opposes granting final decision authority to the
Postal Rate Commission. In a study published on July 1, 1982, the National
Academy of Public Administration while noting that several changes in the rate-
setting process deserved consideration, rejected final decision authority for the
Commission, mentioning the difference between the Commission and a utility
regulatory body .and the exercise of Congressional oversight over the Postal
Service. Under current law, the Governors of the Postal Service, who bear the
responsibility for maintaining a viable and economically healthy postal system,
are given final rate authority, subject to the limitations on the actions they may
take on a recommended decision of the Commission set forth in title 39, United
States Code, Section 3625.

The only substantive change in the Commission’s charter which the Postal
Service might suggest is the separation of the Commission’s budget from that of
the Postal Service. This would perhaps insure direct accountability to the Con-
gress and enhance the independence of the Commission. .

Question 29. Over the long run, should the Federal Government be in the
document delivery business at all? Why should not such services be provided
by the private sector, perhaps under some sort of governmental regulation, like
the telecommunications services?

Answer. The question of whether the Postal Service should remain a Federal
function was considered by the President’s Commission on Postal Organization
in the late 1960’s. The result of the process which the Commission hegan was
creation of the Postal Service. There is every reason to believe that the Amer-
ican people wish the Postal Service, as a Federal agency, to continue providing
the comprehensive, universal mail delviery service which it now provides.

If this question is concerned, in a more limited way, with the role of the Fed-
eral Government in delivering materials other than correspondence, we think
that the answer is if anything, even more clear. So long as the Postal Service
is providing universal delivery service, there is no reason to deny it the authority
to continue to deliver all forms of documents.

ANNUAL REPORTS

(1) Revenue and Cost Analysis Report.

(2) Cost Segments and Components. :

(3) Audited Financial Statements (PMG’s Annual Report).
(4) City Delivery Statistics National Totals.

(5) Rural Carrier National Statistics.

(8) Civil Service Retirement Fund Deficit.

(7) Workmen’s Compensation Report.

(8) Annual Budget.
QUARTERLY REPORTS

(1) Revenue, Pieces and Weight by Classes of Mail and Special Services.
(2) Origin/Destination Information Report National Service Index.
(3) Investment Income Statements.

ACCOUNTING PERIOD'

(1) Cash Flow Statement.
(2) Summary Financial and Operating Report. .
(8) Trial Balances (not required by PRC Rules but furnished at PRC’s

request).
(4) National Payroll Hours Summary Report.
OTHER REPORTS

(1) Before/After Pay Increase Reports.
(2) Before/After COLA Cost Report.
(3) Copies of Handbooks relating to internal information systems and peri-

odic supplements and updates of such handbooks.
Senator Symns. The next witness is Bernard J. Wunder, Assistant
Secretary for Communications and Information, Department of Com-

1 A postal accounting perlod is 4 weeks in duration.
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merce; and Pat Murphy, Acting Associate Director for Subsidy I’ol-
icy and Prograins, Civil Aeronautics Board.

Mr. Murphy and Mr. Wunder, welcome to the committee and go
right ahead, Mr. Wunder.

STATEMENT OF BERNARD J. WUNDER, JR., ASSISTANT SECRETARY
FOR COMMUNICATIONS AND INFORMATION, DEPARTMENT OF
COMMERCE

Mr. Woxper. Thank you, Senator. I have a prepared statcment and,
with your permission, I'd like to have that inserted in the record.

Senator Syays. Without objection, your entire statement will be
printed in the record and you may summarize it if vou wish.

Mr. Wounper. First, Senator, let me say that the administration has
taken no final action on a decision on whether or not we would support
or not support repeal of the Private Express Statutes, but just as
you're doing, we are looking at the question.

I would say that the matter arose as a result of our inquiring and
looking at the question of the Post Office E-COM offering which we
did oppose, which the Justice Department litigated and is still litigat-
ing in an effort to stop the Post Office’s entry into that activity.

As a gencral proposition I would say, however, though, that we be-
lieve that competition will best serve the public interest and, second,
I'm aware of no factual basis for retention of the Private Express
Statutes. v

Interestingly enough, the President before he was President wrote
onc article and had one of his radio commentaries dirceted to this
subject and he urged at the time the decriminalization of the postal
laws, and what brought the issue to bear on the President at the time
was the case of Ms. Brennan, who was one of your witnesses at your
last hearing.

Let me say, Senator, that this came to me also in listening to Post-
master General Bolger’s testimony, that the arguments that are made
for retention of the private express statutes are exactly the same argu-
ments that were made by the telephone industry starting in the late
1960’s and early 1970's when the FCC undertook to introduce com.-
petition into telyecommunicat,ions. The universal service, the problems
i rural areas, higher rates—none of those have come to fruition as g,
result of 11 years of competition in the delivery of telephone services.

One point that Postmaster General Bolger made was that he an-
ticipated growth in the number of hard copy deliveries that have to be
made. That is exactly the same thing that happened in the telephone
industry. We have competition, we have growing competition, we have
growth in the market, and the tclephone industry has not been hurt
and competitors are growing.

In terms of the poll that you mentioned, I found that interesting
becanse you don’t hear people making the arguments that they made
about competition years ago, and I think one of the things that was
positive for them was the fact that Lou Harris does some annual
polling on behalf of AT&T and what those polls show by an over-
whelming majority was that the American people wanted alternatives
to the telephone monopoly. They favored retention of the universal
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network that AT&T had, but they did want a choice. And that is the
policy that the Government has followed for some time with the
telephone service.

So, m summary, I would say we have taken no position. We have
looked at the question. We will continue to look at it, but in our per-
sonal view I don’t at this time see a very compelling reason for the
retention of the private express statutes. Thank you.

[The prepared statement of Mr. Wunder follows:]



Preparep StaTemenT OF BERNARD J. WonpER, Jr.

Thank you for inviting me to discuss some of the important
public policy issues presented by the limited monopoly over
letter delivery the U.S. Postal Service {USP5) now enjoys under
the private express laws.

Interests of NTIA.and Commerce

By way of introduction, my agency is the National
Telecommunications and Information Rdministration (NTIA}, which
is part of the Department of Commerce. Over the past four years,
NTIA has developed considerable familiarity with postal policies
chiefly as a consequence of our extensive involvement in the
"electronic mail® controversy. Our expertise and principal
responsibility lies in the field of electronic communications.
As part of the Commerce Department, however, .we have other
broader interests at stake here. Effective mail and document
delivery systems are critical to the smooth cperation of our
free-enterprise economy. American business is the main user of
these conventional communications systems; it pays the largest
share of increasing Postal Service costs. Inefficiencies in mail
delivery systems produce ripple effects throughout our economy.
American business alsoc bears significant opportunity costs as a
result of the present limited USPS monopely. In many instances,
businessmen may be needlessly denied the chance to use more
"target efficient™ delivery options because of the private
express laws. While NTIA thus approaches many postal questions
from its perspective as an expert telecommunications agency, it
should also be noted that the broader constituency the Commerce
Department seeks to serve, American business, also has a direct
and important stake here.

Traditional Procompetitive Policies

The United States traditionally has relied on the premise
that minimal Government involvement, and maximum possible
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competition, will best further the public's interests. */
Competition, of course, tends to promote price and service
diversity and as well as innovation. It expands customer choice.
It has proven the most reliable means of achieving the most
efficient allocation of resources possible. */ In an
effectively competitive marketplace, suppliers have to consider
production costs against the prices people are willing to pay.
Suppliers are required to search out the most inexpensive
combination of input costs. Effective competition tends to
ensure that firms will be held fully accountable for their
marketing decisions and practices, and it thus encourages them to
put forth their best efforts to achieve success. A competitive
marketplace, therefore, tends to ensure maximum service
diversity, ‘innovation, efficient . resource allocation, and
marketplace discipline -~ all goals that are especially important
to our economy today.

Limited Exceptions to Serve

Clearly Defined Public Purposes

Congress obviously has determined that in some few fields,
our fundamental national commitment to competition must be
tempered by other considerations. The limited monopoly that the
Postal Service now enjoys over the delivery of letter mail is
such an example. ***/ Reviewing courts have ordinarily required
"in these instances, however;, _that any deviations from the

*/ See, e.g., National Assoc. of Professional Engineers v.
United States, 435 U.S. 679, 692 (1978); Cantor v. Detroit Edison
Co., 428 U.S. 579, 583 (1976); United States v. Topco Assoc., 405
U.5. 596, 610 (1972); United States v. Philadelphia Nat'l Bank,
374 U.S. 321, 350-51 (1963).

**/ See, e.g., Connell Constr. Co. v. Plumbers & Steamfitters
Local, 421 U.S. 616, 623 (1975); Northern Nat. Gas Co. v. EPC,
399 F.2d4 953, 959 (D.C. Cir. 1968). i

#*%/  See Associated Third Class Mail Users v. U.S. Postal
Service, 485 F.24 768 (D.C. Cir. 1978). Cf. USPS v. Greenburgh
Civic Assoc., 453 U.S. 114 (1981). :
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competitive norm be narrowly drawn, and limited to the extent
necessary to achieve some clearly defined public policy purpose
that could not otherwise be accomplished. ¥/ The trend in a
number of regulatory contexts in recent years, moreover, has been
increasingly to require some showing that the public policy
benefits of a monopoly exceed its direct and opportunity costs.

Absence of Fact-Based Evidence

We are unaware of any clear factual case for the present
limited usps monopoly. Nor do we now know precisely what
generally accepted public policy purpose the private express laws
are intended efficiently to further. In the past, the contention
was that the Postal Service was a “natural monopoly,® and to
sanction competition with it would thus be  wasteful and
inefficient. There are several cbvious flaws, however, in this
contention. First, as found in the second major Postal Rate
Commission rate case, there is today little credible economic
evidence showing declining average costs to scale in the Postal
business, or few of the other economic indicia normally
associated with a "natural monopoly.” The capital investment of
the Postal Service is modest, compared with other public utility-
like services ordinarily thought to be "natural monopolies.” The
largest fixed cost appears toc be labor. Postal costs per item
appear to stay flat or, indeed, even .to increase with increased
volume., As Judge Wenner- thus noted in his opinion, about the
only evidence adduced to date that shows the presence or absence
of "natural monopoly” characteristics in the Postal Service today

*/ See, e.g., Community Communications Co. v. City of Boulder,
_U.S. , , S0 USLW 4144, 4146 {January 13, 1982); City of
Lafayette v, Louisiana Power & Light Co., 435 U.s. 385, 406
(1978} ; FMC v. Aktiebolaget Svenska Amerika Linien, 350 u.,s, 238,
243 ({1968); Carnation Co. v. Pacific Westbound Conf., 383 U.S.

213, 218 (1966); Mid-Texas Commun. v. AT&T, 615 F.2d 1372, 1375

{5th Cir. 1980). Cf. Buckley v. Valeo, 424 U.S. 1, 44-45 (1976).
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is the testimony of USPS management, many of whom are convinced
that theirs is indeed such a business. */

A second difficulty with the "natural monopoly” thesis is
_that much of what the Postal Service now does is already subject
to competition. The Postal Service obviously competes with small
package delivery firms, such as United Parcel and Purolator, as
well as an expanding number of air express firms. The Postal
Service already competes with the newspaper business in
delivering advertising supplements and other materials to the
home. By virtue of the "time sensitive mail” exemption from the
_private express laws, the Postal Service and the courier industry
are now and have been in vigorous competition. I might add that
in none of these instances is it clear that any of the Postal
Service's "natural monopoly" characteristics have afforded it
decisive competitive advantage.

"Natural monopoly" seems less -a justification for the
present Postal monopoly than the practical result of it. Put
another way, we have seen and developed no economic evidence that
would convincingly support maintaining the present monopoly
situation with respect to certain classes of letter mail. Such
evidence may exist; but we have not yet seen or reviewed it.

Another traditional rationale for the Postal monopoly is the
need to maintain efficient and effective letter delivery
services, especially ‘in remotevtural areas. The contention is
advanced that some parts of our country can be served only at a
substantial loss, and thus a monopoly over the higher profit
markets is essential to preserve the Postal Service's ability to
cross-subsidize low profit or no-profit rural routes.

%/ See Postal Rate & Fee Increases, 1973 (Docket No. R74-1),
Initial Decision, vol. 1 at pp 78-82.




181

-5

Once again, there are flaws in this traditional argument.
Cross subsidization creats inefficiencies, because it distorts
prices relative to costs. Undoubtedly, conditions for rural
users will change under a competitive postal service, where
prices will be forced to more c¢losely correspond to costs.
Prices may rise for the existing rural delivery service.
However, the result may be that many rural users do not value
home delivery highly, and they can be content to pick up, their
mail at a central post office at a commensurably lower price.

Even if the price were to rise for each letter so as to
adversely affect low income individuals, direct income subsidies
are a more efficient method for resolving poverty than
subsidizing the prices of given products. .

In a competitive environment, prices for particular services
will tend to reflect their costs with attractive efficiency
producing results. Consumers who want home delivery could pay &
fixed fee for that service, which reflected. their long term
prorata share o©f the costs of the local distribution system.
Then, other services would tend to be provided at their marginal
costs, e.g., letters and packages. By increasing efficiency, the
total cost per letter sent and received would be reduced.

Reed for Further Study

These exploratory hearings will serve an invaluable purpose,
by affording the Postal Service and others an opportunity clearly
and factually to demonstrate why the present Postal monopoly is
needed. Congress, in ‘passing the 1970 Reorganization. Act,
instructed the Board of Governors of the Postal Service carefully
to survey and report on whether there remained any justification
for the private express laws. It is now some ten years since the
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Postal Service advanced its case for retaining these moncpoly
statutes. Given all of the tremendous changes in our economy and
society as a consequence of ensuing developments, including the
energy crisis and the very rapid emergence of telecommunications
.alternatives, it seems highly desirable for Congress to
investigate this area again. ’ ’

The Administration has reached no final conclusions
regarding the feasibility or desirability of reducing the scope
of the private express laws, or, indeed, eliminating any or all
of them altogether. I intend to study the record of these
exploratory hearings carefully. My suspicion, however, is that
the public policy or economic case for retaining these laws is
weak, pariicularly since there are probably alternatives
available to achieve any clearly defined public purposes.

Relevant Telecommunications Experience

Virtually all of the arguments for retaining the present
Postal' monopoly have analogs in the telecommunications field.
Until about a decade ago, telecommunications was overwhelmingly
dominated by a single, monolithic firm. Little, if any,
effective competition was 1legally sanctioned in the three
principal parts of the common carrier telecommunications
business: equipment, long-distance services, and local exchange.
The ostensible purpose -of the tight monopoly enjoyed by
established carriers, 'including AT&T, was to ensure the universal
availability of basic telephone service at affordable rates.
Regulators had generally prohibited new, competitive entry into
any part of the field on the ground that competition would'tesult
in "cream-skimming," changes in "nationwide rate averaging,"”

"inevitable service degradation,” and precipitous service
Areductions, especially, again, in those remote rural areas.

Facilitated by changes in technology and a series of
landmark Federal Communications Commission decisions, however,
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intensifying competition now characterizes at least two of the
three principal parts of the telephone business -- the equipment
and long-distance services sectors. */ None of the predicted
adverse consequences of competition have yet materialized;
indeed, the exact opposite has been true. Service quality has
not declined; in fact, there is some evidence that it has
improved, ‘as newer equipment has been brought intc use both by
the established industry and customers faster. Major new
companies and employers have developed. In 1981, for example,
the "interconnect industry”™ -- non-AT&T affiliated equipment
suppliers -- included more than 1500 firms and enjoyed domestic
sales exceeding $1.4 billion, or about four times the level in
1977. .A number of new long-distance service suppliers, such as
MCI, have emerged. Total revenues for these service suppliers
last year were about $600 million, or more than six times 1977
levels. See 1982 U.S. Industrial Outlook at pp 228, 371,
Aggregate demand for both equipment and services appears to have

accelerated with increased competition. While AT&T's market
share has slightly declined, overall revenues of the firm are up
significantly, as are profits. An old marketing rule of thumb
teaches that competition does not destroy markets, rather it
tends to build them, by stimulating demand for the relevant
services and products. This seems to be what has happened in the
communications business.

This competition, moreover, has had no known adverse impact
on significant customer groups anywhere in the country.
Virtually all consumers today have the option to lease or buy
phone equipment of their own choosing. Competitive long-distance
services are now available in all but the most remote rural

*/See, e.g., North Carolina Util. Comm'n v/ FCC, 537 F.2d8 787,
552 F.2d4 1036 (4th Cir. 1976-77);: MCI Telecom. Corp. V. FCC, 561
F.2d4 365, 580 F.2d4 590 {D.C. Cir. 1977-78). See also Carterfone,
14 F.C.C. 2d 571 {1968); Specialized Carriers, 29 F.C.C. 24 870
{1971). See generally Note, Competition in the Telephone
Equipment Industry: Beyond Telerent, 86 Yale L.J. 538 (1977);
Note, Intercity Telecommunications Competition After Execunet,
31 F.C.B.J. 117 (1978}, .
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areas, and there are no technical -- and few economic -- reasons
why such service options should not soon be available there.
Rates have not "skyrocketed" as a consequence of competition,
though they have risen slightly -- a function primarily of
- inflation.

We have recognized, of course, that there are potential
transitional questions raised by intensifying competition in the
telecommunications fiéld. Because we are sensitive to these
transitional equities concerns, we have indicated support for
reasonable, target-efficient ways of ensuring that the rates for
basic phone services do not rise precipitously, or the level of
sérvice available does not decline. The access-charges mechanism
that the Administration has generally indicated it could support
is one means of .ensuring reasonable rate stability in the
telephone business. This kind of "safety net" is similar in
approach to those proposed in other deregulation contexts. While
we have taken these precautionary steps, however, I want to
emphasize again that experience with competition in the
telecommunications field has been overwhelmingly positive.

Conclusion

I want to stress, in conclusion, that we fuily~appreciate
the public ané commercial need for modern and efficient mail and
document delivery systems. There is no fundamental disagreement
as to basic goals between us aﬁd Postal Service management, for
example. While we may differ as to the value of greater
competition in the Postal field, no final decisions have been
made. These exploratory hearings are a valuable and necessary
start in what is likely to be an extensive and time consuming
process. My agency, NTIA, and the Commerce Department as well.
stand ready to provide the Subcommittee with whatever additional
information it believes would be useful.
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Senator Syaars. I want to hear from Mr. Murphy, but since you
said that, what about Senator Goldwater’s statement that the burden
of proof is on those who wish to change the private express statutes?
In his opinion, we have not met the burden of proof.
hMx‘. Woxnber. T don’t know what the burden of proof would be,

No. 1.

Senator Syarss. Well, his point is that the mail deliveries are really
uniform and pretty equitable across the country and it’s something
that’s needed and until you can prove what you can replace it with
you shouldn’t change it.

Mr. Wowper. Well, T don’t know if anybody is talking about re-
placing it. Just as when we introduced competition in the telephone
service, we certainly didn’t replace AT&T. What we have done is in-
sert a measure of competition. As a general fact, Senator Symms, tele-
phone service has improved as a result of the introduction of competi-
tion.

I would say to those who say the burden of proof is on those who
would want to change them, I think that’s a rather strange statement,
given the free enterprise and procompetitive stance of the United
States. I think the burden of proof should be on those who would urge
monopoly over competition.

I think what’s happened here and what I'm suggesting is that we’ve
come to a point in time when we can begin to look at the question of
competition for the Postal Service because we do have universal
service, just as in 1934 there was not universal telephone service
in this country and one of the primary goals of that act was to achieve
that end. When the FCC undertook to authorize competition in the
area is when that goal for all intents and purposes, except for some
very remote rural areas, had been achieved, and it has not led to
diminution of service. It has not led to any degradation of service. It’s
led to more choice for the consumer and lower rates.

Senator Syaryms. T thank you very much for that answer. Mr. Mur-
phy, we’ll hear from you and then I'll have some more questions for
both of you.

STATEMENT OF PATRICK V. MURPHY, JR., ACTING ASSOCIATE DI-
RECTOR FOR SUBSIDY POLICY AND PROGRAMS, CIVIL AERO-
NAUTICS BOARD

Mr. Morenry. Thank you, Senator. T have a prepared statement that
I would like to insert in the record and I will just summarize it.

Ser(liator Syams. Your entire statement will be made part of the
record.

Mr. Mureny. I'd like to describe for just a few minutes the Board’s
experience with subsidy, especially in providing air service to small
communities,

Today, the Civil Aeronautics Board administers two subsidy pro-
grams. One would be the 44-year-old subsidy program that goes back
to 1938 which was designed to develop air carriers. That program has
been quite successful since most of the major airlines that we all know
today were recipients of those funds at one time or other.

However, as deregnlation came about, it was decided that type of
subsidy was no longer appropriate, so the Congress decided in 1978
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to phase out these developmental subsidies and to phase in the direct
subsidy to provide air service to small communities.

The old subsidy program amounted to $2 billion over the 40 years
that it was administered. In the last 3 years, as part of deregulation,
it has amounted to approximately $75 million a year.

Senator Syarms. How many billion to $75 million ?

Mr. MureHy. $75 million per year, Senator, and $2 billion over the
life of the program. )

Senator Symms. How much did we used to have in the subsidy
program?

Mr. Mureny. $75 million a year was the old subsidy rate. Today
projecting the new subsidy program will run about $45 million.

Senator Symwms. So it’s substantially less, particularly considering
the decline in the value of the dollar over the years?

Mr. Mureny. It actually, Senator, last year, with the old program
and the new one, the combined subsidy was a little over $100 million.
Next year we’re predicting $48 million or approximately one-half
savings in subsidy dollar.

With the new subsidy coming in, Congress decided that they did
not want any community to lose its air service as a result of deregula-
tion so they placed with the Board responsibility to administer an
essential air service program which means that 750 communities are
guaranteed air service for 10 years. And the Board is also left with
the difficult task of defining what is essential air service for every one
of these communities.

- Generally, that definition has amounted to two round trips a day to
a hub airport. For some communities, it’s two round trips a day to
each of two hub airports.

The new subsidy program differs from the old one in three funda-
mental respects. No. 1, it is geared to the specific needs of communities,
not to the development of airlines. Second, it is not limited to the major
certificated air carriers. As a matter of fact, the program relies almost
entirely on what we call commuter airlines. Those are airlines operat-
ing aircraft under 60 seats. Finally, under the new program we can
only subsidize essential air service.

‘We have two types of subsidies within the essential service program.
One is the holding subsidy. As the carriers are moving to a deregulated
environment, some of them are abandoning their small communities.
The Board in those cases can hold the carriers in place until they find a
replacement carrier. We spent only about $18 million total over 3 years
holding carriers in place. . '

Beyond that, we have the heart of the program which is the long-term
subsidy for the commuter carriers. This covers the commuter carrier’s
losses plus provides them a return on investment. Generally, we have
set fixed rates for these carriers. We negotiate a 2-year fixed rate. If the
carrier is able to generate more traffic than he forecast or we forecast,
he’s able to keep extra profits. Of course, if he carries less traffic, he
absorbs the losses.

But we've found the fixed rate provides the most incentive to develop
markets. Our approach is the opposite of the cost-plus system. The sub-
sidy is paid to these carriers on a monthly basis.

I might add, this is not a low-bid system. We do not seek the lowest
bid. If there’s one thing we learned in administering this program it’s
that passenger air service is too complex to go out for bids and really
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respond to lowest bidder. What we look for is the best price-quality
tradeoff and the Board selects from the varions applicants.

Now one question is how do we get these applicants? Basically, when
a carrier says he wants to leave 2 community, we go out with a solicita-
tion for proposals. Within 30 days we receive those proposals and, by
the way, there’s no shortage of proposals—we have 250 commuter air
carriers in this country and hundreds of air taxis—we then meet with
the applicants on an individual basis, go over their proposals, and agree
to what would be a fair rate for them.

Finally, we inspect each of the applicants onsite to make sure that
they’re capable of providing air service. Then the Board makes a selec-
tion. This process usually takes about 4 months,

We are now coming to the end of the 406, the old subsidy program.
As I said to you a moment ago, last year we spent $108 million in sub-
sidy. Next year with the new program fully in place, we expect to pay
848 million. The reason we can save so much money is a twofold reason.
First, the commuler air carriers in many cases pick up these small com-
munities with no subsidy. They replace a subsidized carrier with non-
subsidized air service.

Second, when they do provide subsidized service, they do it at a
fraction of the cost. We have been averaging $267,000 per point per
year under the new program. Under the olg program we averaged
$718,000 per community per year.

One last thing I'd like to mention is that Congress also built into the
new program a bumping rule which starts next year, which means if
any carrier feels it can provide air service cheaper or better than the
incumbent subsidized carrier, they can file an application to bump
that carrier off the route. If they can prove to the Board they can do
that, the route and the subsidy is theirs.

Thank you, Senator.

[The prepared statement of Mr. Murphy follows:]
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PrePARED STATEMENT oF PaTrRIcK V. MURPHY, JR.

Thank you for inviting me here today to explain the Board's Essential
Air Service Program and in particular our method of subgidizing air service
to small communities.

Before I explain the subsidy program which we have developed because
of the changes brought about in air transportation by the Airline
Deregulation Act of 1978, I would like to briefly describe the Board's
general exper;ence in the subsidy area.

The first program for subsidized air service in which the Board
wag involved dates back to 1938 when the Board's predecessor, the Civil
Aeronautics Authority, was founded. Authorization for government support
of air service was included in the Civil Aeronautics Act of 1938 and 1is
typically referred to as 406 subsidy. A

The intent of the original law, which remained basically
unchanged for 40 years until the Airline Deregulation Act, was to aid
the development of a national air transportation system by providing
assistance to air carriers until they achieved gelf-gsufficiency. The
idea was that if the carriers were financially stable they would con-
tinue to provide service and expand their operations. Consequently, the
Act dictated that the Board take into account the financial need of each
carrier in establishing subsidy rates.

While this approach worked well in building a transport system and
gradually ourturing carriers to gelf-sufficiency, it was not very cost
effective in procuring small community air service. As carriers developed
and became more financially successful they began to acquire larger
ajrcraft that were not well suited to serving the smaller points'on their
systems. The "carrier need” requirement also meant that profitable

services cross-subsidized their non-profitable services. These two
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factors —- cross-subsidization and the move to larger aircraft —- provided
little tncentive to carriers to maintain good gservice to small communities.
In fact, service declined {n quality and quantity in the 1968-1978 period
while subsidy costs for the services increased.l/ The total developmental
cogts over the 40 years from 1938 to 1978 has amounted to two billion
dollars. For the three figcal years preceeding the Atrline
Deregulation Act, the Board patd $72.3, $78.1, and $75.3 million dollars in
406 subsidies primarily for service to smaller communities.

The Afrline Deregulation Act of 1978 (ADA) ended moat government
regulation of domestic afr carrier youtes and rates, on a phased basis.
Afr carriers were given more freedom to commence service at new cities
a8 well a3 to discontinue services which they no longer wished to provide.
To ensure that small communities did not lose air service as result of
the ajrlines’' new freedom, the ADA established the Small Cozmunity Air
Service Program which guarantees for ten years air service to all
communitiee listed on an air carrier's operating certificate as of October
24, 1978, the date the law was enacted. The program also provides for the
payment of Federal subsidy to support these services. The overall progras
involves gusranteed service to over 750 cities. With only general
guidelines, the Board was given the substaﬁtial discretion to establigh the
details of the Small Community Air Service Program, including the level and
quality of service to be provided, the procedures and selection criteris
for securing replacement services and the policy for setting the rates of

'compensation for essential air service.

1/ 129 cities lost certificated alr service while subsidy reose from
$5.2 to 75.3 million dollars.

11-341 0 - 82 - 13
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Generally what we mean by "essential”™ air service is that service
which provides a community access to the national air tramsportation
system and/or service to some larger community to which it has close:
commercial, geographical and political ties. Our genmeral policy has been
‘to gudrantee at least two round trip flights weekdays and over the weekend
period to the point's primary community of interest. Service must be with

twin engine aircraft having convenient passenger cabin access. Two pilots

are required. The capacity level guaranteed depends on the ity's
historic traffic genmerating capability subject to a daily ceiling of 80

" geats inbound and 80 outbound from the point. The limit on 80 available
geats 1s based on our economic'analysie that service with appropriate-sized
aircraft can be prov;ded without subsidy support 1f the community enplanes
40 or more passengers a day and, thus, that Government funds should not be
spent on service beyond that level.

The subsidy program under the new section 419 to support these
gservices differs in three fundamental respects from the old 406 program.
First, the new program is geared to the specific needs of the small
communities, rather than the overall financial needs of the carrier.
Second, the new program is not limited to certificated carriers. In fact,
the ;aat majority of compensation is paid to commuter carriers, that
is, air carriers that érovide scheduled air service with aircréft having
60 geats or less. Smaller carriers were 1né1uded because their smaller
aircraft are more efficient to operate in short~haul markets and more
appropriately-sized for the traffic levels at the smaller communities.
Consequently, they were the moei likely candidates to serve the
communities. Third, under.the new program,.ve can only subsidize

~essential™ air services. We cannot provide compensation either
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to points not qualifying as "eligible” under the Act or for services in
excess of the essential air gervice jevel we have determined for the
community.

The program provides for two distinct types of coumpeasation that can
&e pald to carriers. The first is for forced services. If a carrfier ig
required to continue gervice in & market after filing notice of its
intent to discontinue such services, the Board is required to compensate
the carrier for the losses it incurs in providing the service until we find
a replacemencvcaerer. Except in unusual circumstances this ig paid for
only a short period of time. Carriers providing this gervice are generally
paid on a monthly basis pending selection of a replacement carrier and are
required to file operational and cost data to support their loss claims.
Since enactment of the Airline Deregulation Act, we have pald approximately
18.7 million dollars in force-in subgidies.

The second type of subsidy is the heart of the program. This
is longer-term compensation, or rates set for future perfods in markets
where the tarrier wishes to serve but cannot without compensation.

In setting these subsidy levels our goal is to ensure that the rate
reasonably compensates the carrier for its provision of essential air
services, or, in other words, covers the carrier’s losses for providing the
service plus a reasonable return while 8till encouraging the carrier to
provide the gervice {n an efficient manner and to develop the carket,

hopefully to the poiﬁt of self-gufficiency.
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To accomplish this goal the Board has favored a fixed rate
approach. This approach allows the airline to keep the benefits of
developing the market and, conversely, requires it to either absorb or
_share in absorbing the extra costs caused by inefficiency. Thus, the
fixed/rate allows us to rely upon the carrier's profit motive to encourage
efficiency and market development rather than imposing conditions which
might interfere with management preogatives. Our normal fixed rate period
is one or two years.

A variation that the Board has tried is the shared incentive rate.
This permits the Board and the carriers to share the risks and benefits of
deviations from pfojected results. That 1s, the Board absorbs some of the
shortfall below projected profits or conversely some of the excess profits.
This affords the airline some protection from unsatisfactory results and,
consequently, is also less likely to cause service disruptions once
operations have begun than a fixed rate that turns out to be too low. Yet
it still provides inducements for market development and efficiency. We
have used this type of rate very infrequently, however.

The Board's approach is the opposite extreme to setting rates on a
cost plus system. By that I mean a system whereby the Board would agree
to cover any losses the carrier incurred. That type of subsidy clearly

offers no inducement for efficient operations.
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In paying carriers, our policy is to pay on a monthly basis based on
the gervice the carrier actually provides. If the carrier does not
provide the service level agreed to, its subsidy is decreased accordingly.
48 the compensatfion is usually “paid out” on a per mile flown or per
departure basis, this is fairly easgily controlled.

- A fipal point I want t¢ make is that the 419 program is not a low bid
system. We are not looking for the cheapest way to purchase air services.
In fact, the Act specifically directs us to secure reliable gervice with
high performance standards that facilitate continuity in service, and
to pay falr and reasonable compensation for these services. The low bid
may not necessarily meet these criteria. If there is one thing we have
learned, it ia that a pure low-bid system would not work. There are too
many variables to set specifications that would allow an effective low-
bid system. Rather, we review all proposals and the five member Board
selects the proposal that offers the best quality/cost tradeoff.

The process of obtaining replacement services goes something Iike
this:

Within weeks of receiving notice to terminate service, the Board
issues an order goliciting proposals to provide replacement essential air
service at the affected point {unless & qualified carrier coanvinces us it

can begin such service without subsidy).
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Orders seeking proposals contain standard information requests to
cover fitness requirements plus standard formats for requesting subsidy,
and, finally, questionnaires aimed at obtaining information which indicate
the degree of reliability with which applicants may be expected to carry
out their proposals. The fitness information includes data for us to
assess the qualifications of the carrier's wmanagement, its financial
posture gnq ite compliance disposition. The reliability information
primarily includes data on t;E carrier's fuel accessibility, availagility
of back~up aircraft, historic performance levels and maintenance ptacticgs.
For rate setting purposes we require the carriers to provide us with
historic operational and cost data. This allows us to measure the accuracy
of their forecast costs and loss estimates.

Thirty days after we request proposals, we recgive them. In most
cases there 18 no shortage of(qualified applicants since there are over .
250 registered commuters and thousands of air taxis. When service proposals
are received they are evaluated in terms of how well they meet essential
air service requirements, and proposed subsidy levels are measured against
experience in other similar cases plus the average costs of operating
similar equipment by other carriers. Informal conferences are held with
the various applicants_to review rate proposals. This 1s done to assure
that the numbers on which the Board will make a carrier selection are as

accurate as can possibly be forecast.
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In addition, on-site inspections are performed to sscertain
1f the carriers are equipped to reliasbly carry out the essential service.
This 1s a crucial step and one we added only after some unreliable
carriers were selected in the early months of the program.

After the staff analysis and evaluation are completed and we have

recefved the views of the ity, rec dations sare prepared for the
Board which oakes the decision. The selection process from the time we
request proposals to the time a replacement carrier commences its service
averages approximately four months.

We are currently subsidfzing service to small communities under both
ghe old 406 and the nev 419 programs. Until a carrier receiving 406
gubgidy files notice to terminate its service, it continues to receive
fisancial support under its 406 rate. Congreas has proposed and we expect
that the old subsidy program, although originally intended to continue
through 1986, will be discontinued at the ead of Ff 1982. This deciston is
irimatlly a result of the tremendous cost savings we have accomplished so
far under the new program. There are currently 45 points in the
continental U.S. and 201 points dia Alaska still receiving subsidy under
the 406 program for which we pay approximately 38 million dollars per
year. We expect that gervice at these points will be converted to 419

subsidy ratee in FY 1983. :
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To illustrate the dramatic difference in costs between the two
programs, I would like to cite a few statistics. In FY 1981 we paid a
total of 94.3 million dollars in 406 subsidy and 13.7 million dollars in
419 subsi&y for a total of 108.0 million dollars for service to small
communities. 1In FY 1983, when we expect all small'communiiy service to
come under the 419 program, our total budget for small community services
is $48.4 million--less than one half what was spent in FY 1981, even
after inflation. One of-the reagsons for this vast difference is that many
of the points subsidizgd under the ol& program éan and are being served
without subsidy by commuter carriers because of the efficiencies of more
appropriately-sized aircraft for the markets.

The second reason is that when subsidy is necessary, it is
invariably much less expensive under the new program. Since e;actment of
the ADA, we have processed approximately 142 replacement cases. Of these,
78 csmmunities have required subsidized service at an annual rate of 20.8
wmillion dollars, or an average of $267,000 per point per year. Under the
old subsidy program the a;erage subsidy per point under the most recent
rate was approximately $718,000. I might add, that all this savings
is achieved at the same time communities receive quality air service. Our
experience is that most communities are pleased with their replacement
service. -

After January 1, 1983, we will have another tool to keep costs
competitive. Carriers will then have an opportunity to replace or “bump”
other carriers which are receiving subsidy. In the case of 419 subsidy,

bumping will be permitted only after a carrier has served a point for at
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least two years. The Act provides that this will be doae by filing an
application {n which the carrier geeking to bump would have to show that it
either would provide better service with no increase in subsidy or the gsame
service for less subsidy. The Board's decision, however, would be made
ouly after consultation wih the affected community. These procedures will
help ensure that subsidy costs remain at reasonable levels.

This 1s our program for supporting air service and oce we think
18 highly successful both in terms of irs responsiveness to the needs
of the eligible communities and in assuring that the Covernment's funds
are wisely spent. 1'd be happy to answer any questions you may have

about our program.
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Senator Sy3rms. Have you had enough experience with this bump-
ing program to know whether or not it will cause the ones that have
the contracts to not make anv eanital exnenditures? I can see if I was
a small carrier, my first thought would be that I’m not going to invest
any more money because somebody may bump me if we invest any-
more. Have you had any input on it that you start cutting corners on
maintenance and so forth?

Mr. Mureay. The full bumping program does not come into play
until next vear, but we have had limited experience with it. I think
one provision that saves some of that concern that you have is that
vou cannot bump a carrier until it’s been on a route at least 2 years. So
a carrier is guaranteed at least 2 years on a route.

Also, the Board does have some discretion. We recently had a case
which was very close to bumping and the Board decided to stick with
the incumbent carrier even though he was somewhat more expensive
because the communities were happy with that carrier and he had done
a very good job in developing the community’s air service. So in spite
of the bumping application the Board decided to stick with the in-
cumbent in that case.

Senator Syms. Well, T asked the question because we found in the
firefichting business in the Northwest that pure competitive bidding
ends up costing more money than it does if they can sign a contract on
a sustainable basis because of the maintenance problems and so forth
which offset the aircraft. And it is kind of interesting how the studies
and the figures and statistics indicated that in every case competitive
biddine or the threat of being bumped out, so to speak, didn’t neces-
sarily bring about the lowest price and the best service. It was kind
of interesting that that happened.

Now how would vou suggest we might apply the principles that
were applied to airline deregulation in our efforts to deregulate the
Postal Service?

Mr. Murpay. Well, Senator, the Civil Aeronautics Board has no
official position on that matter, but T would note that in the Airline
Deregulation Act there’s a provision which allows the Postal Service
to begin in the coming years to negotiate and contract on some of their
mail rates.

Now the CAB sets mail rates for the carriage of mail. We decide
what the airlines will receive from the Postal Service.

In the future, the Postal Service can necotiate directly and I would
think from our experience that that should be a very fruitful effort for
the Postal Service. They should end up with more efficiency and lower
costs,

Senator Symums. What do vou think about that. Mr. Wunder?

Mr. Wunper. In respect to vour question, Senator, it seems to me
that the model that has been described for the rural area is a model
that seeminglv could be followed in the Postal Service. Tt is verv much
like the similar model that both the Senate and the House have looked
at with resnect to the same tvne of issue with resnect to rural telenhone
service, tarceted money in areas that needed it as opposed to broad-
based subsidy, to be entirely efficient, and in terms of there being a
rural problem for the Postal Service—hioh cost. low density—the
same issue as in telephone service—the model that’s been described,
just thinking off the top of my head, could be clearly adaptable.
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Senator Symys. Mr. Wunder, just to follow along on that, Mrs,
Steiger in her testimony estimated that rural delivery costs the Postal
Service about $900 million. This was an estimate because the Postal
Service seems reluctant to provide the information necessary to deter-
mine where the costs are accrued. - :

The question I would like to ask, based on that information, is do
we need to establish a better means of requiring such information so
that we can make public policy decisions?

Mr. Wonber, Unequivocably, yes,

Senator Syams. How ? .

Mr. Wownper. I think what we need to do is to be in a position to
have the information to identify what the cost of service is in a given
area so that you can identify the magnitude of the subsidy and, once
known, once those facts are known, then what we can do then is make
more deliberative and informed public policy choices. 1 mean, it’s all
well and good for the Post Office to come in and say, well, there is
going to be gigantic problems in the universal system because we have
this %road averaging in postal rates, but not know clearly what the
magnitude of those are.

Senator Syarams. Well, in the telephone business, as you mentioned
about rural telephones, historically—long distance rates have helped
subsidize local rates. Do you think the same thing might end up
applying in the Postal Service?

Mr. Wonber. I think that’s entirely possible. That’s something you
need to know. The numbers based on the AT&T numbers, what we
had to do in the last Congress was to identify the telephone service
under various scenarios, how much it would take to hold the rural
areas harmless. And when I saw the figures, it was $500 million.

Senator Syas. It was how much?

Mr. Wuxnper. $500 million.

Senator Syarums. $500 million?

Mr. WouxNner. We could protect and keep local rates in every rural
area at the same rate for an amount of $500 million. T was guite sur-
prised at how small the number was.

Given this fact, unlike Postal Service, in many rural areas of this
country telephone service is cheaper—local telephone service is
cheaper than in urban areas by a magnitude of a third. The average
“telephone rate in rural areas was running about $6 at the time and the
average rate was running about $9 in urban areas.

Senator Syams. How do you explain that?

Mr. Wonper. T explain that for this reason: telephone company
pricing and what public service commissions do in various States is
place their tariff decisions and their ratemaking decisions based upon
value of service. Tf you’re in a rural area and you can reach through
local service only 8.000 telephones,.3,000 other people; but if vou live
in Washington, D.C., the local service can reach several million, So
the value of that service is greater because of the number,

I think that the second reason is that the total subsidy which has
been identified has been very significant in rural areas. The reason
for that, the reason for the gencrosity in the whole subsidv, is the fact
that they wanted to have a system of universal service and it pro-
vided the money for upgrading service and direct distance dialing, for
instance, which we didn’t have before. and it provided the where-
withal for the local companies who don’t have great wherewithal to
upgrade the service to accommodate that.
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Senator Symms. That’s very interesting. You know, one story that
T've told the phone company people that they should keep reminding
people of, when the Teton Dam broke in Idaho, it was in the middle
of the day, fortunately. It was about noon, and so it was at a time

when people weren’t necessarily asleep, which would have made it
" harder to get them to evacuate the flood zone. But the phone company
called all those houses and they alerted almost everybody who had a
phone in the house—it could have been an absolute disaster in terms
of loss of life. There were 11 people killed as it was, but it could have
been 1,100 if they hadn’t been notified to get out of the way because
there was a wall of water 30 or 40 feet high that came rolling through
the area. And it was amazing how the rural phones did play an im-
portant part in saving a lot of lives. ‘

Mr. Wunper. Senator Symms, the phone service in this country is
vital for those reasons and also it’s extremely vital for national secu-
rity reasons for many of the same purposes.

Senator Symms. For example, if we go into-a system similar to phone
and airline deregulation, Mr. Murphy, would you think that an excise
tax on all mail delivery would be a good way to subsidize the unprolit-
able routes?

Mr. MurpHY. Senator. I don’t think I'm in a position to answer that
question, I do know, however, that if there’s going to be Federal funds
or subsidies paid for rural deliveries, I think it’s important that every-
gpdy know how much they are and that it not be buried in cost subsi-

ies.

Airline subsidies for years, 40 years, were paid in a way that really
no one knew how much we were paying per community. Today we
know we’re paying $217,000 per community, and I think that’s help-
ful to the Board in deciding how much air service to put into certain
cities.

Senator Symms. Do you think it would be better to have it all up
front, then? A subsidy right out of the general fund, and say, “T'here
wil?l”be this much money and you just try to place it where it should
got

Mr. Wounper. That’s how air services are subsidized today. I don’t
know that I’'m in a position to know whether the postal subsidy should
be out of the general fund or not.

Senator Symms. One fellow suggested that what we should do is
repeal the monopoly on the rural areas and just see what happens. Of
course, the threat that everybody talks about is that if you had the
postal monopoly repealed then the rural areas, the back countries,
would not get mail delivery.

Mr. Wunbper. That’s an interesting thought. '

Senator Symms. It might be kind of interesting to go about it back-
ward and see what happened. :

Mr. Wonper. I might say that in some ways the airline deregulation
had s little bit of an example like that. The communter airlines have
never been regulated so that we were able to watch them develop with-
out the Federal Government telling them where they can fly and what
they can charge, and they became so successful that I think their suc-
cess helped lead to deregulation and certainly let everybody feel better
about the fact that small communities wouldn’t be totally abandoned.
Tn fact, the small carriers picked up those small communities. There
might be some good analogy there.
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Senator Symus. In other words, generally speaking, people have as
goodgair service, if not better, than they had before deregulation, don’t
they§

Mr. Moreny. I think that's correct. T have to say, though, that some

communities are upset when they learn that they’re going to be losing
their jet service that they were getting twice a day, often poorly timed
service twice a day, and they're going to have that replaced with high-
er frequency commuter service, and there is a resistance to that in some
communities at first. But generally we have found that traffic holds
up.
Senator Syaas. Of course, there’s been a lot of things happen since
this started with higher fuel costs and higher interest rates for new
equipment, and there have been a lot of things happen to the airlines
that deregulation really didn’t have anything to do with. But T don’t
seo how tggy could have continued to fly empty airplanes without hav-
ing flexibility to at least try to have 60 percent or more seat capacity.
It’s just not efficient to do 1t. And every time I get on an airplane if’s
always remarkable to me, if the plane is empty, people say, “Gee, isn’t
this nice to be on the plane when it’s empty?” And T say, “Well, not
really. If you fly as much as I do, you’ll find out that next week it will
be canceled if it’s empty.” And it’s the only thing they can do. They
can’t afford to fly and lose money.

But to go back over to you, Mr. Wunder, for another question, with
respect to the Postal Service’s E-COM service, could you identify
exactly what aspects of this service would, in your opinion, not be pro-
vided by private telecommunications companies and, if there is a profit
to be made, why would not private companies provide such services;
and if there is no profit, why would the Postal Service seek to provide
the service?

Mr. Wo~per. Private companies are today providing electronic
mail service in competition with the Post Offx}ce because they do see
that there’s a profit to be made in utilizing that service. The only thing
that a private company cannot do that’s engaged in electronic mail is
deliver the hard copy Kecause of the postal monopoly.

Quite frankly, one of the things that was discussed with Postmaster
General Bolger in discussions between the administration and the Post
Office about the electronic mail service was the notion of using the
Post. Office’s authority to exempt from the applicability of the private
express statutes that portion which flowed from electronic mail deliv-
ery by others who compete with him. I've seen no action on the Post
Office’s part with respect to that.

In terms of the Postal Service’s entry, I'll be very candid, Senator
Symms. I see their entry into that as being a recognition of the fact
that they face a potential loss as a result of the new electronic services
and they’re looking out for the future of the Post Office. Beeause if
you can deliver mail electronically, one of the great concerns that we
had was that the Post Office would go to the so-called Generation TIT—
they’re in Generation IT now and that’s what their current service
is—which would permit the Post Office to go from home to home, and
I think home-to-home electronic mail which is here today, which you
will see greatly increased by the end of this century, is going to be
a significant threat to delivery of hard copy mail.

If you're Shell Oil Co., and you can send out all your bills and show
up at the terminal in your house, why would you use the Post Office ?
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Senator Symms That’s true. Mr. Bolger touched on this, but what
exactly is the statutory provision which authorizes the Postal Service
to provide electronic mail ¢

Mr. Wounper. They cite language in the Postal Reorganization Act
which calls upon them to have an efficient service and to upgrade the
service. .

In terms of a specific authorization, I have found none and that was
one of the issues that has been litigated.

Senator Symms. Well, would the statute authorize the Postal
Service to deliver mail electronically as well as receive it elec-
tronically? Mr. Bolger said no. What’s your opinion on that?

Mr. Wuxnber. If you can take the statute and do the service that
they’re doing for one side, I don’t know why you couldn’t do it for the
other aspect of it. They told us the same thing with respect to Gen- -
eration ITI, that they were prohibited from doing Generation ITI so
we shouldn’t be concerned, and when I would ask them, “Well, where
is it that you find that in the statute,” they’d point you to language
which I never thought had any great applicability to the subject
matter.
~ Senator Symms. Well, if the Postal Service is authorized to use com-
puters to electronically send letters from mailing lists in standard
text, is the Postal Service also authorized to send paychecks from pay-
roll data or monthly bills from a credit card ¢ '

Mr. WunpEr. It wouldn’t be an illogical leap. That was another
concern of ours with respect to the activities in which the Post Office
was engaged, the assemgling and printing. So it would not be an
ill}(:gi(éal leap to say that if vou can do one, why is it you can’t do the
other?

Senator Symms. Well, thank you very much. I appreciate your
testimony and your statements, and I know they will add greatly to
our hearing record.

The next witness is Robert E. Smith, vice president of the United
Parcel Service: and James Baer, executive director of the Association
of Commercial Mail Receiving Agencies.

S Let’s hear from Mr. Robert Smith, vice president, United Parcel
ervice, :

STATEMENT OF ROBERT E. SMITH, VICE PRESIDENT, UNITED
PARCEL SERVICE :

Mr. Smrra. Thank you, Senator. I have a prepared statement for
the record and I would just like to touch on the highlights of that
statement. '

Senator SymMms. Your entire statement will be printed in the record.

Mr. Smrra. My name is Robert E. Smith. I am vice president of
United Parcel Service and a member of its management committee,
which is the group of executives who have overall responsibility for the
day-to-day conduct of the business.

Our company has become well known to the public as a national
parcel delivery service.

Although the Postal Service is our principal competitor, we, like all
other businesses, rely heavily on the Postal Service for the delivery and
receipt of letters and for the conveyance and collection of our bills.
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The mails are important to our business and we have a great interest in
having a healthy and efficient Postal Service. .

United Parcel Service now has operations in the 48 contiguous States,
and the District of Columbia, plus service to and from Oahu, Hawai,
and Anchorage, Alaska.

We make pickups and deliveries wherever shippers and receivers may
be located, whether in 1 city, town, or village, or at places outside any
populated area, such as farms and mines. I believe that no other carrier,
public or private, offers as complete and reliable service.

The availability and importance of our service to small towns and
rural America has been confirmed ‘in a number of recent studies con-
ducted by the U.S. Department of Transportation. About 25 percent of
our deliveries are made in rural areas. The fact is that UPS covers
many thousands of small towns and out-of-the-way places.

I should point out that the Postal Service’s competition with UPS is
not limited to just its parcel post service. It is onl y one of several classes
of mail which offer parcel delivery services. The Postal Service does
handle parcels as special rate fourth class; bound printed matter; li-
brary rate; parcels weighing less than 1 pound as third class; priority
mail; and express mail.

A postal monopoly was assumed to be an appropriate function of the
Government when the Post Office Department was established in 1789,

However, we are today in an age of rapidly changing technologies in
the fields of communication and transportation, Tt may well be that we
have reached the time when a comprehensive study of the private ex-
press statutes, both as to their present scope and the role they should
play in the future, should be undertaken. It is commendable that postal
officials support such a study.

If, as a result of such a study, the Congress were to repeal the private
express statutes, there is no doubt that the Postal Service would con-
tinue to have a virtual monopoly in the delivery of letter mail for years
to come. This is so because of tge extensive coverage of the postal sys-
tem. It would be a very long time before any private firm or firms could
challenge the Postal Service in providing nationwide letter mail deliv-
ery. Thus, even if the private express statutes were to be repealed, there
would continue to be a need for monitoring the cost allocations and
rates of the Postal Service.

At this point, I would like to make clear to you that UPS is not
anticipating entry into the business of house-to-house delivery of
messages and printed material if the private express statutes are
repealed or modified.

If the statutes are not repealed or relaxed, the Postal Service should
continue to be barred from extending its monopoly beyond the trans-
portation of letter mail, as that term ﬁas usually been understood.

There is no definition of a “letter” and therefore there is no descrip-
tion of the extent of the monopoly in any postal law. As a result, the
Postal Service today issues regulations and opinion letters in which it
defines a letter. In effect, the Postal Service now defines the scope of
its own monopoly.

In the past, there has been considerable friction between UPS’s
customers and the Postal Service as to whether or not certain items
carried in packages were under the monopoly. Examples of some of
the items arc: advertising matter enclosed in packages, driver’s
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licenses, football tickets, data processing materials, motor carrier
tariffs, blank insurance forms, and numerous other items.

We believe that a letter has a commonly understood meaning. A
letter is “current, private correspondence.” This also happens to be
how the Universal Postal Union defines a letter.

Tf there is a need for a forum to decide controversies over whether
any particular item is a letter, we suggest that the Postal Rate Com-
mission is a better forum for deciding the question than the Postal
Service. No monopolist should have the authority to define its own
monopoly and then act as inspector, prosecutor, judge and jury to en-
force that monopoly.

Of great importance to United Parcel Service is the continuation of
those provisions of law which proscribe the use of revenues from
monopoly services, especially first class letter mail, to cross-subsidize
those classes of mail which are competitive with firms such as United
Parcel Service. The temptation is strong to increase rates in those areas
where there is no competition in order to be able to hold down rates
where competition exists. -

Exhibit T demonstrates that since 1970 there has been a great dis-
parity as between first class mail rate increases and parcel post rate
increases. While the Consumer Price Index has risen 133 percent, first
class rates were increased by 233 percent but parcel post rates were
increased by only 95 percent, even though the act contains safeguards
intended to prevent cross-subsidization of competitive services. In
light of these comparative rate increases, the safeguards in the act
against cross-subsidies must be applied in & more effective manner;
certainly they must not be weakened.

In summary, UPS has successfully competed with the Postal Service
for many years. We believe that we can continue to do so, if the postal
competition remains fair. For us, that means proper costing and rate
setting by the Postal Service, and an enforced proscription against
cross-subsidy which uses monopoly revenues to cover costs of competi-
tive services. .

I Congress should eventually determine the need for continuing a
postal monopoly, we believe that the definition of that monopoly should
be spelled out to avoid encroachment by the Postal Service into areas
now adequately handled by the private sector. '

We appreciate this opportunity you have given us to discuss our con-
cerns as to the postal monopoly

[The prepared statement of Mr. Smith follows:]
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PreraRED STaTEMENT OF RoperT E. SMrrm

My name is Robert E. Smith, I am Vice President of United
Parcel Service and a member of its Management Committee, which is
the group of executives who have overall responsibility for the
day-to-day conduct of the business.

My principal responsibility includes public affairs and I
have participated actively in the preparation and presentation of
evidence in rate cases and other proceedings before the Postal
Rate Commission.

I have also testified before various committees of the
Congress on postal matters and other issues of importance to UPS.
Considering our long experience as a competitor of the

United States Postal Service, our views may be of some interest
to this committee as it considers the possible need for deregula-
tion of the delivery of first class mail.

I will first present a brief review of the nature of our
operations and of our competition with the Postal Service.
Second, I will briefly describe the concerns ¢f United Parcel

Service with the postal monopoly.

11-3%1 ¢ - 82 - 14
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DESCRIPTION OF UPS AND IDENTIFICATION OF ITS

INTEREST IN THE ADMINISTRATION OF THE POSTAL REORGANIZATION ACT

Our company has become well known to the public as a national
parcel delivery service.

Although the Postal Service is our principal compefitor, we,
like all other businesses, rely heavily on the Postal Service for
the delivery and receipt of letters and for the conveyance and
collection of our bills; The mails are importantvfo our business
and we have a gréat interest in having a healthy and efficient
Postal Service.

United Parcel Service now has operations in the 48 contiguous
states, and the District of Columbia, plus service to and from
Oahu, Hawaii and Anchorage, Alaska.

Our geographic coverage has grown by numerous expansions over
the past 30 years and today there is no deress in the 48 states
out of reach of the familiar brown delivery car and the UPS driver.

By combining the capabilities of our ground and air services,
shippers can send packages to any address in the 48 states in two
days or less. Many p&ints are served through our ground service in
one day. I believe that no other carrier, public or private,
offers as complete and reliable service.

We make pickups and deliveries wherever shippers and receivers
may be located, whether in a city, town or village, or at places
outside any populated area, such as farms and mines.

AThe availability and importance of our service to small towns
and rural America have been confirﬁed in a number of recent studies
conducted by the U.S. Department of Transportation. About 25% of

our deliveries are made in rural areas. The fact is that UPS
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covers many thousands of small towns and out-of-the-way places
every day.

In addition to our pickup service, we ﬁaintain a customer
counter open to the public at all of our Operating centers through-
out the country where a sender may turn over a package for delivery.
Millions of parcels are tendered to us each year at our receiving
counters by individuals; many commercial shippers also find our
receiﬁing counters éonvenient.

We deliver millions of packages every year to individuals at
their residences in both urban and rural areas. Indeed, I believe
you will be interested to learn that over 45% of our delivery stops
are at private residences.

To provide this service we have 110,000 employees who work at
over 1,100 locations and our automotive fleet consists of more than
60,000 vehicles.

In 1981 we delivered 1.5 billion packages.

UPS_COMPETITICH WITH THE USPS

I should point out that the Postal Service's competition with
UPS is not limited to just its parcel post service. It is only one
of several classes of mail which offer parcel delivery services.
The Postal Service does handle parcels as special rate fourth
clasg; bound printed matter; library rate; parcels weighing less
than one pound as third class; priority mail; and express mail.

The Postal Service actively competes with us in each of these
various classes of mail. Altogether, in all classes combined, the
Postal Service parcel volume amounts to more than 1.4 billion

parcels a year, which compares closely with the volume of 1.5

billion parcels handled by UPS in 1981.
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Thus, you can readily see that UPS and the Postal Service are
active competitors along with many other private carriers for
parcel delivery business throughout the nation.

And, we believe, the puﬁlic hés been the benefibiary by having
a variety of services available.

As both a competitor and user of the Postal Service, UPS has
maintained a strong interest in the laws that established the
pfinciples of fair postal competition with the private sector.

The Congress, too, has long recognized that parcel post,
though originally created to supplement the services of‘private
carriers, could, unless great care were exercised, compete unfairly
with the private sector.

As.a result, on a number of occasions during the past 70 years
since the start of parcel post service, ﬁhe Congress has adopted
legislation consistently supporting and strengthening the essentiéi
concept that parcel post rates should cover the costs of that service.

The 1970 Postal Reorganization Act was a continuation of that
mandate. it not only requires the Postal Service to achieve over-
all cost recovery, but also each class of mail must recover at a
minimum its attributable costs. To assure continuation of this
principle, we have over the years supported legislation related to

effective costing in the postal rate setting process.

REEXAMINATION OF THE POSTAL MONOPOLY

A postal monopoly was assumed to be an appropriate function of
the Government when the Post Office Department was established in
1789. It became concretely part of our laws in 1792, and has

‘persisted since that time.
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With the impending break-up of the Bell System the Postal
Service is by far the largest utility in our country, and it enjoys
a monopoly of immense proportions

We are today in an age of rapidly changing technoclogies in the
fields of communication and transportation. We have also, a renewed
sense that the Government should be the sole provider of a service
only in those areas where private enterprise simply cannot do the
job. It may well be that we have reached the time when a comprehensive
study ¢f the Private Express Statutes, both as to their presen
scope and the role they should play in the future, should be under-
taken. t is commendable that postal officials support such a
study.

If, as a result of such a study, the Congress were to repeal
the Private Express Statutes there is no docubt that the Postal
Service would continue to have a virtual monopely in the delivery
of letter mail for years to come. This is sc because of the ex-
tensive coverage of the postal system. It would be a very long time
before any private firm or firms could challenge the Postal Service
in providing nationwide letter mail delivery. Thus, even if the
Private Express Statutes were to be repealed there would continue
tc be a need for monitoring the cost allccations and rates of the
Postal Service.

At this point, I would like to make clear to you that UPS is
not anticipating entry into the business of house-to-house delivery
¢of messages and printed material if the ?rivate Express Statutes
are repealed or modified.

If the Private Express Statutes are not repealed or relaxed,
it is clear to us that any effort on the part of the Postal Service

to expand the statutory monopoly on letter mail to new areas by
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regulation or interpretation should be resisted. The Postal Service,
under any circumstances, should continue to be barred from extending
its monopoly beyond the transportation of letter mail, as that term
has usually béen understood.

~There is no definition of a "letter" ana therefore there is no
description of the extent of the monopoly in any postal law. As a
result, the Postal Service today issues regulations and opinion
letters in which it defines a letter and enforces them through the
Postal Inspection Service. In effect, the Postal Service now defines
the scope of its own monopoly.

In the past, there has been considerable friction between
UPS's customers and the Postal Service as to whether or not certain
items carried in packages were under the monopoly. Examples of some
of the items which in the past have come into contention are:

Advertising matter enclosed in packages with merchandise

Driver's licenses in bulk from state agencies to county

éourt-houses
Football tickets
Data processing programs, materials, either cards or tapes,
in bulk

Receipts or bilis going to a computer center

Motor carrier tariffs

Recreation facility brochures in bulk

Blank insurance forms, and

Records retrieved from storage.

We believe that a letter has a commonly understood meaning.

A letter is "current, private correspondence." This also happens

to be how the Universal Postal Union defines a letter.
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If there is a need for a forum to decide controversies over
whether any particular item is a letter, we suggest that the Postal
Rate Commission is a better forum for deciding the question than
the Postal Service. No monopolist should have the authority to
define its own moncpoly and then act as inspector, prosecutor, judge

and jury to enforce that monopoly.

MONOPOLY REVENUES SHOULD NOT BE USED

TO CROSS-SUBSIDIZE COMPETITIVE SERVICES

Of great importance to United Parcel Service is the continuation
of those provisions of law which proscribe the use of revenues from
monopoly services, especially first class letter mail, to cross-
subsidize those classes of mail which are competitive with firms
such as United Parcel Service which operate in the private sector.
The temptation is strong to increase rates in those areas where
there is no competition in order to be able to hold down rates
where competition exists.

Exhibit I demonstrates that since 1970 there has been a great
disparity as between first class mail rate.increases and parcel
post rate increases. While the Consumer Price Index has risen
133%, first class rates were increased by 233% but parcel post
rates were increased by only 95%, even though the Act contains
safeguards intended to prevent cross-subsidization of competitive
services. Invlight of these comparative rate increases, the safe-
quards in the Act against.cross subsidies must be applied in a more
effective manner; certainly they mugst not be weakened.

The most essential safeguard§ to private enterprise competitors
of the Postal Service from unfair competition due to cross-subsidi-

—

zation by the Postal Service's monopoly services are, first, the
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requirement of the Postal Reorganization Act that postal rates

for each class cover the costs caused by that. class. The Act is
clear and the Court of Appeals for the District of Columbia Circuit
has reinforced this essential principle. Second, it is necessary
that the Postal Rate Commission function as an effective regulatory
body in implementing that requirement of the Act.

An area of disagreement in the past ten years of postal rate-
making has been the amount of total cost which is classified as
attributable cost and thereby identified as costs which must be
recovered by the rates of each class of mail. It should be noted
that some part of the remaining costs not attributed are reasonably
assigned on a costing basis, and the residual costs not attributed
or assigned are allocated on a subjective, discretionary basis to the
various classes of mail. In the earlier rate cases, a mere 50% of
total postal cost was attributed or charged to ‘the classes of mail
as the result of cost of service analysis. Although the Postal-’
Service has actively resisted efforts to increase the level of -
attributable cost, the Commission in the newest recent rate case
determined that attributable costs were 64% of total cost. An
additional 10% of total cost was assigned to certain classes on a
cost of sérvice basis by the Commission. As a resultvaééroximately
26% of all postal costs remained to be assigned to classes of mail
without regard to which class caused the costs, but according to
the non-cost factors in the Act.

In his concurring opinion in the most recent postal.rate case,
former Postal Rate Commissioner A. Lee Fritschler clearly stated
the danger inherent in a large pool of monopoly class revenues

which might be used by the Postal Serwice to compete unfairly’
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against private enterprise. <Commissioner Fritschler there stated:

"I believe that the Postal Rate Commission's
most important responsibility in a rate pro-
ceeding is to prevent revenues from first-class
mail -- the monopoly class -- from being used to
cross-subsidize other classes of mail. One of
the clearest statements of responsibility of
this Commission and its relationship to first-
class mail can be found in the Senate Report
on the Postal Reorganization Act:
...the temptation tc resolve the
financial problems of the Post Office
by charging the lion's share of all
operational costs to first class is
strong; that's where the big money is.
The necessity for preventing that im-
position upon the only class of mail
which the general public uses is one
of the reasons why the Postal Rate
Commission should be independent of
operating management. {Senate Committee
on Post Office and Civil Service, Postal

Reorganization, Senate Report No. S1-51
{June 3, 19700, p. 13}."

SUMMARY

UPS has successfully competed with the Postal Service for
many years. We believe that we can continue to do 8¢, if the
postal competition remains fair. For us, that means proper’
costing and rate setting by the Postal Service, and an enforced
proscription against cross subsidy which uses monopoly revenues

" to cover costs of competitive services.

1f Congress should eventually determine the need for con-
tinuing a postal monopoly, we believe that the definition of
that monopoly should be spelled out to aveid encroachment by the

- the Postal Service into areas now adequately handled by.the
private sector.
We appreciate this opportunity you have given us to discuss

our concerns as to the postal menopoly.
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Senator Syumms. Mr. Baer.

STATEMENT OF JAMES W. BAER, EXECUTIVE DIRECTOR, ASSOCIA-
TION OF COMMERCIAL MAIL RECEIVING AGENCIES '

Mr. Bagr. I, too, have a rather voluminous prepared statement to
submit, but I will mercifully summarize that for you.

Senator Syass. Your entire prepared statement will be a part of
our record and we will examine the entire document to see if we wish
to have it in the subcommittee file or printed in the record. There may
be parts of that that we would like to print and parts we wouldn’t,

Mr. Baer, Thank you. I represent the Association of Commercial
Mail Receiving Agencies which is a group of presently somewhat in
excess of 100 independent mail recelving agents currently in about
30 States.

The commercial mail receiving business currently has about 1,000 to
1,500 operators throughout the United States.

A CMRA is authorized by the 17.S. Postal Service in the domestic
mail manual and the Postal Service more recently—that is, July
1981—published & pamphlet explaining the purposes of the CMRA
and some of the regulations revolving around CMRA.

A CMRA acts as an agent for his or her customers by picking up
their mail at post offices, taking it to a private mail center, sorting it
into individual boxes. Customers may then call on the telephone or
visit that mail center for the purpose of determining whether or not
thoy have mail. Customers who are not in the local area may have their
mail forwarded to them by the CMRA. The private center may also
act as a receiving point for parcels shipped through parcel post, United
Parcel Service or other commercial carriers.

We believe that an increasingly large portion of the American public
has concluded that the services currently available from the Postal
Service are inadequate, over riced, and in many instances inconven-
lent. Our industry is better able to serve individual customers in their
local communities by acting as the local and direct contact able to
respond to local and individual requirements not possible through a
massive monolithic organization such as the U.S. Postal Service, and
there are many, many benefits to be obtained by the customer, by the
public, from a CMRA as opposed to the U.S. Postal Service.

CMRA’s are in fact helping to reduce local postal costs by grouping
many customers, in some cases 1,000 or more, into one delivery point,
and In that instance it would be the U.S. Post Office itself, the building.

Because most CMRA’s purchase caller service and therefore pick up
the mail for their clients, the Post Office letter carrier is relieved of
this responsibility. Similarly, by providing local lockbox service,
CMRA’s can reduce the necessity for the Postal Service to spend mil-
lions of what in effect are taxpayers’ dollars for additional boxes
whether they be added to cxisting buildings or placed in new con.
struction satellites,

CMRA’s have many concerns concerning the U.S. Postal Service,
among which are the definition of lockboxes themselves. The domestic
mail manual describes lockboxes or their lockbox service as a premium
service and, therefore, by definition, lockboxes are ancillary to the
main business of delivering mail from one point to another.
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Notwithstanding this view, the Postal Service seems bent on adding
millions of lockboxes and has in fact done that in the past 12 months.
It would appear to us that the substantial amounts of money being
spent on lockboxes might better be spent on improving basic delivery
services from point to point or in achieving economies to reduce the
overall cost of the Postal Service.

We also see overt attempts and attendant expenses by the Postal
Service to advertise their box services and make empty boxes available
to the general public and this would seem to fly in the face of its con-
tention that it is merely responding to already existing demand.

The Postal Service seems inclined to improve services to those areas
it determines as having significant customer demand, but it appears
entirely too coincidental to us that a significant number of these im-
provement areas have occurred within months of the opening of a
CMRA in that vicinity, and we have many examples of that.

Our industry continues not to understand how a local post office
can install hundreds of lockboxes, charge virtually for this premium
service, as they define it, and at the same time continue to establish
record expenses.

We note also that concurrent with this unprecedented expansion,
the Postal Service continues to maintain that it is profitable to expand
services at significant cost, althoush it appears to generate very little
revenue from these sources; and here we're talking about cross-
subsidization again I believe.

In conclusion, our position is that most of local mail delivery can
best be accomplished by private industrv. To do so will provide sub-
stantially better and expanded services geared specifically to the needs
of that community. In so doing, the United States Postal Service will
then be able to concentrate on the mass movement of mail, provide
better and more efficient service, and rednce overall costs, whether
those be reducing what was an almost $600 million loss in 1981 and
perhaps has improved profits in the most current year.

The Postal Service by its actions and attitudes appears to be en-
tirely negative on the proliferation of CMRA’s which it apparently
views as competition. We see what amounts to out-and-out harassment
and unfair comnetition in advertising, rate structures, and its funding
of concerted efforts to expand lockbox service at the expense of private
enterprise. This is particnlarly sionificant since that very same private
enterprise. namely the CMRA’s have already demonstrated that the
public desires its services even in the face of the overt actions of the
Postal Service.

The private mail receiving business is prepared to handle virtually
all local mail delivery with particular emphasis on stationary units
providing full services including lockboxes. If, on the other hand, the
U.S. Postal Service persists in its intention to spend millions on ex-
panding its own such services at the expense of the taxpayer, then we
ask only that we be allowed to compete on an even basis.

Thank you very much.

[The prepared statement of Mr. Baer follows 1]

PREPARED STATEMENT OF JAMES W. BAER

INTRODUCTION

I am James W. Baer, Executive Director of the Association of .Commercial
Mail Receiving Agencies, headquartered in Allentown, Pennsylvania. I am ap-
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pearing here today on behalf of the Association and its membership of over 100
independent mail receiving agents in over 30 states throughout the U.S. On
behalf of this membership and the hundreds of other privaie mail handling con-
cerns in this country, I express our appreciation for the opportunity to testify
before your subcommittee. l v

The Association of Commercial Mail Receiving Agencies hereinafter referred
to as ACMRA, was formed for the purpose of uniting small mail receiving busi-
nesses located in cities and towns throughout the United States, and, for the most
part, owned and operated by small, local, individual eutrepreneux"s.

WHAT I8 A CMRA?

A Commercial Mait Receciving Agency is authorized by the United States
Postal Service and is referred to in Section 153.21. of The Domestic Mail Manual.
The Postal Service more recently (July 1981) published a pamphlet explaining
&he purpose of CMBRA’s and offering a description of the regulations governing

1em.

The private mail center business has, in fact, existed in the United States, for
over a hundred years. One member of our Association has been in continuous
operation since 1909 and began by holding mail for prospectors headed for the
ggld fields aud merchant seamen requiring a seaport address while they were
afloat.

More recently however, the business as we know it today, began to take hold
in Southern California approximately three or four years ago. In the true Ameri-
ean spirit of opportunism, entrepreneurs decided to offer lockbox services when
é)tﬂgecome apparent that no such boxes were immediately available in area Post

ces.

Many areas of the country still experience dramatic shortages of lockboxes
with waits of several months not uncommon. The Postal Service has openly
admitted the shortage of boxes. In certain of these areas of shortages, private
enterprise has helped to satisfy demand.

It is our expectation, however, that the private mail receiving business will
thrive, not because it offers “the only available lockbox in town,” but rather that
it provides needed services preferred by the public and which the Postal Service
ig not in a position to provide. We are talking about convenience, and the essence
of private business—not the strangling effects of monopoly and giant enterprise
unable to react to the particular nceds of a small community of people.

CMRA's are neighborhood business service centers providing for the rental
of lockboxes similar to those in the Post Office, mail forwarding, shipping and
receiving of parcels, telephone message service, carrier services, and a host of
other necessary business services including, but not limited to printing. copying,
secretarial services, passport and I.D). photos, Western Union, ete. The length
and breadth of these services are limited only by the imagination of the individ-
ual entrepenenr and the needs expressed by the community in which he or she
operates. :

For the purpose of these remarks before the subcommittee I shall not dwell
on the other services provided by CMRA’s, but concentrate solely on mail and
package handling, which generally constitute the major activity of such busi-
neses. A CMRA acts as agent for his or her customers by plcking up their mail at
the Post Office, taking it to the private mail center and sorting it into individual
customer boxes. Customers may then call on the telephone or visit their neigh-
borhood center for the purpose of determining whether they have mail Custom-
ers who are not in the local area may have their mail forwarded to them by the
CMRA. The private center also may act as a receiving point for parcels shipped
through Parcel Post, United Parcel Service, or any other commercial carrier.

CMRA'’s generally. do not physieally deliver mail at this time, although many
are recognizing the value to their customers of providing focalized courler serv-
ice. In respect to packages, CMRA's generally serve as neighborhood shipping
depots and accept packages from customers for ghipment through Parcel Post,
UPS or other common carriers. Some CMRA’s are now installing equipment
to provide for Electronic Facsimile Transfer, Telex or other means by which
information can efficiently be transmitted from one point to another.

Private mail centers are generally owned by individual entrepreneurs operat-
ing in their own local area, serving, for the most part, a localized clientele of
businesses, individuals, and organizations. As we know it today, the business is
ideal for a person desiring his or her own business but with limited capital.
Start up costs generally involve an expenditure of approximately $10,000-515,000,
In many instances CMRA’s are owned and operated by females and/or “Mom
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and Pop” combinations. Space requirements are generally limited to 300-1000
square feet, overhead is low, no inventory or machinery of consequence is re-
quired, one or two persons can easily operate most centers, and the emphasis is
placed on repeat customers provided with basic services at modest cost.

WHAT ARE THE BENEFITS OF A PRIVATE MAIL CENTER

The concept of a CMRA benefits the customer, the economy and the U.S. Postal
Service. .

We believe an increasingly larger segment of the American public has con-
cluded that the services currently available from the Postal Service are inade-
quate, overpriced and inconvenient. Our industry is better able to serve individ-
ual customers in their local communities by acting as the local and direct
contact, able to respond to local and individual requirements not possible
through a massive, monolithic organization such as the United States Postal
Service. Benefits to the individual consumer from a CMRA are varied and
capsulized in several advertising pieces produced by CMRA members.

It should be noted that our industry is one which offers conveniences de-
manded by the general public and not available from existing organizations. In
many ways we see our services in the same light as the emergence of the fast
food industry vs. traditional restaurant management, or the neighborhood
convenience store providing services not available at the giant supermarket.
Unfortunately for CMRA’s (and the general public) the “competition” is funded
by the taxpayers and federal government.

Experience in our business indicates that many citizens are unable to find the
services they require at the Post Office, are inconvinced by existing postal serv-
ices, or are otherwise “turned off”’ by the Post Qffice. Consequently, the private
mail center operations have grown dramatically in the past three years. Cus-
tomers seein willing and enthusiastic about the conveniences we can offer, such as
24 hour access to.mail, 1009, availability of lockboxes, and the opportunity to
call in to determine if they have mail, thus saving time and expense, such as
that for gasoline. In many instances, although the initial costs to rent a private
box appear to be higher than those at the Post Office, some customers actually
save money by reducing their trips by way of telephone calls to check on mail.

We further believe that the proliferation of the private mail industry should
be welcomed by postal authorities, when, in fact, they appear to be bent upon
doing whatever is necessary to drive the private entrepreneur into the ground.
We will expand somewhat on this point later.

CMRA’s are, in fact, helping to reduce local postal costs by grouping many
customers (several dozen to 1000 or more) into one delivery point—the Post Office
building itself. Because most CMRA’s purchase Caller Service and therefore pick
up the mail for their clients, the Post Office lettercarrier is relieved of this re-
sponsibility. Similarly, by providing local lockbox service, CMRA’s can reduce
the necessity for the Postal Service to spend millions of taxpayer dollars for
additional boxes, whether they be added to existing buildings or placed in new
satellite facilities.

CMRA’s are responsible business persons who must operate their businesses in
a desirable manner in order to survive. The tendency therefore is to provide good
service, diversified services and do those things which will develop and main-
tain strong customer ties. In certain communities, e.g. Los Angeles, the industry
has grown rapidly and the general public has benefited from the healthy com-
petitive atmosphere thereby created.

WHAT ARE THE CONCERNS OF CMRA’S IN REGARD TO USPS?

From the continuing evidence we have it is clear that the United States Postal
Service has decided that the private mail center operator is a “competitor’” and
should be limited in operations, and preferably eliminated. We submit the fol-
lowing examples of this activity:

1. The Postal Service publishes the prices it will charge in the Domestic Mail
Manual, Section 951.261 and yet appears to charge different rates in different
areas which, in our opinion, is designed to attract customers at “bargain” prices.

2. The Postal Service defines lockboxes in the Domestic Mail Manual as a
“premium” service and therefore, ancillary to the main business of delivering
mail from one point to another. Notwithstanding this view, the Postal Service
seems bent on adding millions of lockboxes. It would appear to us that the
substantial amounts of money being spent on lockboxes might better be spent
on improving basic delivery services or in achieving economies to reduce the
cverall cost of postal services to the taxpayer.
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3. We see overt attempts (aud attendant expense) by the Postal Service to
advertise their box service and make empty boxes available. This would seem to
gy in Elhe face of its contention that it is merely responding to already existing

emand.

4. The Postal Service seems inclined to “improve” services to those areas it
determines as having significant customer demand. It appears entirely too co-
incidental to us that a significant number of these “improvements” have occurred
within months after the opening of a CMRA in the vicinity.

5. Individual local postal officials appear to be reacting to CMRA’s with an
increasing degree of belligerence, and the incidence of “calling them close” seems

to be increasing. Our membership has reported such things as Postmasters
reluctant to assist & CMRA to establish his business, sudden switches in loeal
practice as regards Caller Service, and snddenly imposing certain DMM rules
that are overlooked for non-CMRA customers.

6. Our industry continues not to understand how a local Post Office can install
hundreds of lockboxes, charge virtually nothing for this “preminm” service and,
at the same time, continue to establish record expenses. We note also, that con-
current with this unprecedented expansion, the Postal Service continues to
maintain that it is profitable to expand services at significant costs and generate
very little revenue therefrom,

7. We believe the Postal Service is dedicated to protecting what it perceives
as g sacred “charge” to serve the mail requirements of the citizens of the United
States. In so doing it appears to produce thinly veiled threats to those who would
challenge its monopoly. An example of this occurs in its Publication 88 in which
it answers the question “Does the Postal Service provide any assurance that it
will not compete with a commercial mail recelving ageney by setting up addi-
tional post office lockboxes nearby?’ The answer is quite descriptive and in
accord with the evidence we witness in our various locations. It would almost
appear that if a particular city or town wanted more lockboxes in its local postal
facility, it should establish a CMRA, and, 10 and behold, the Postal Service will
suddenly spring into action and “improve” service.

CONCLUSION

Our position is that local mail delivery can best be accomplished by private
industry. To do so will provide substantially better and expanded services, geared
specifically to the needs of that community.

In so doing, the United States Postal Service will then be able to concentrate
on the mass movement of mail, provide better and more efficient service and
reduce the tax burden on the individual consumer. In this respect, surely the
$587,000,000 loss accomplished by the Postal Service in 1981 could have been
eliminated or dramatically reduced.

The Postal Service, by its actions and attitudes, appears to be entirely nega-
tive on the proliferation of CMRA’s. We see what amounts to out and out
harassment and unfair competition in its advertising, rate structures, and its
funding of a concerted effort to expand lockbox service at the expense of pri-
vate enterprise. This is particularly significant since that very same private
enterprise has already demonstrated that the puoblic desires its services—even
in the face of the overt actions of the Postal Service,

A representative of segments of our industry has previously testified before
the House Subcommittee on Postal Personnel and Modernization and we wish
to add that testimony® submitted January 29, 1982, to this record.

The private mall recelving business iz prepared to handle virtually all local
mail delivery, with particular emphasis on stationery units providing full serv-
ices including lockboxes. If, on the other hand, the United States Postal Service
persists in its intention to spend millions on expanding its own such services at
the expense of the taxpayer, then we gsk only that we be allowed to compete on
an even basis.

We appreciate this opportunity to express our views and thank you for your
attention and consideration.

Senator Symms. Thank you very much for a very excellent state-
ment. :

Mr. Smith, I’ll ask you a couple questions here first. Why did UPS
go into the rural business?

1The testimony may be found in the subcommittee file.
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Mr. Syrra. To offer a more complete service to the public.

Senator Symms. Has it increased profitability, to have the rural part
of it?

Mr. Sumrra. I think overall it aids our profitability. About 25 per-
cent of our deliveries are made today in rural areas so we consider
them a very good part of our business.

Senator Syawus. Do you have the kind of service now that allows a
person here in Washington, D.C., or the surrounding area to send a
package to somebody anywhere in the United States? Can you deliver
1t for them?

Mr. Smrra. Could an individual, say, in midtown Washington send
a package by our service? Yes, they could. We have five facilities in
the nearby area where they could bring their package to us or if they
like they could call us on the telephone and we could have the driver
pick up the package the next day.

Senator Syaas. Then you could take it then to some rural area in
TIdaho or Arkansas or wherever?

Mr. Syrra. Yes. There isn’t a point in the entire country where we
do not make deliveries and in some cases this service is even more ex-
tensive than the Postal Service because in many rural areas people
still must come to the post office to get their package and we'll deliver
it right to their door.

Seneator Symms. So you think it’s profitable to do it in the rural
areas?

Mr. Syrra. In the delivery of packages, it has been profitable, yes.

Senator Symms. Well, Mrs. Pat Brennan who had a private docu-
ment delivery service in Rochester, N.Y., stated Friday that she
wanted competition. She could and would compete and would have
expanded her service not only to other services but to larger areas
isrlclqding rural areas. She was prevented from doing so by the Postal

ervice.

Now how does that differ with what your people do, Mr. Baer?

Mr. Barr. At the present time, our people do not physically deliver
mail to a customer. We pick up that mail at the U.S. post office and
deposit it in a lockbox which Jooks exactly like the lockboxes which
are in the post office building but they are in a private facility and our
customers come and pick up their mail from that point.

Senator Symms. Is it just a matter of convenience for them; it’s
closer to the site than the post office is or what ?

Mr. Bagr. Well, you're now really asking why people do that, and
it is a matter of convenience. That’s certainlv one of the factors. Al-
most everv CMRA provides call-in service which the post office is un-
able to do; that is, if you want to know whether vou have mail you
don’t have to go to the post office: vou can call your private center.
Private centers will forward mail from a lockbox which the post office
will not do.

Senator Symms. To 2o back to vou for a second, Mr. Smith. we've
talked about costs here this morning. hut what is the differential in the
cost between rural and urban service for UPS?

Mr. Smrra. T conldn’t really give vou an answer to that. Our ensts
are based on average costs. I-micht, also sav that some of our higher
local costs sometimes are experienced in large cities, not necessarily in
rural areas.
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For the State of Idaho, if you want my opinion, T will tell you that
we are in the black in the entire State of Idaho, rural and urban.

Senator Symas. Is the reason the urban costs are higher just the
time between stops and the excess 1ise or more fuel use?

Mr. Sarrrin Yes, we are o labor-intensive business. Abont 65 per-
cent of our total costs are labor. So obviously the time spent in traffic,
delays finding a parking place, using clevators to get into buildings,
can i’)e a great deal more expensive than just walking into a facility.

Senator Syays. Speaking of labor costs, what’s the comparison
as far as wages arc concerned between what the U.S. Postal Service
pays and what the United Parcel Service pays?

Mr. Sxrita. I can tell you that a United Parcel Service driver today,
in wages and benefits, would total about $17 an hour. I don’t believe
the Postal Service is that high. T don’t have the current figure on it,
though. Straight wages would be about $12.

Senator Syaras. What's $12?

Mr. Syrru. Straight wages.

Senator Syymms. Who's doing most of the package delivery in the
country now. the U.S. Postal Service or the United Parcel Service?

Mr. Smrra. Well, we have a great many packages. Our total volume
today is 1.5 hillion packages a year. The Postal Service is also handling
about 1.4 billion packages a year. Now not all of those packages are in
parcel post. As I mentioned earlier in my statement, the Post Office
delivers packages in all classes of mail except second class, and we
compete with them for all those packages.

Senator Syars. Well, what did UPS see in the delivery of packages
that caused them to go into the market in the first place?

Mr. Ssara. Well, I'm sure that some of the people that helped found
our business and helped it to grow into a national service today often
wondered about that themselves, We started 75 years ago as a small
messenger service in Seattle and our service gradually grew across the
country as we saw a need to provide it and customers kept asking us
to provide more service, so we linked up whole States, then groups of
States. It was only 8 years ago that we finally emerged into a national
service.

Senator Symus. When did you form the company ¢

Mr, Syrrw. It was 1907 in Seattle, Wash.

Senator Syass. Well, Mr. Baer. in your exhibits here I couldn’t
help but notice one is g letter here from a guy, a handwritten lotter—
where was that—could you explain that just a little bit to me?

Mr. Barr. Well, T think this is an example of what we perceive as an
unusual bit of coincidence. Here is a handwritten letter from an oper-
ator of ‘a mail center who has opened a private service and in his
particular case T helieve he savs 3 months—within 3 months, the Postal
Service opened what they call a satellite facility, an unmanned facil-
ity, a matter of a few blocks away, whereas for 100 vears nothing like
that ever existed. And the other exhibits that are connected with that,
the following one illnstrates a similar sitnation which occurred in the
Cincinnati area and. of course, we have literally dozens of others,

Senator Syaras. Well, thank you very much for your interest in our
hearings and for the help in having your valuable testimony as part
of our hearing record and we appreciate you both sharing your time
with us this morning. Thank vou.

The next witness is Mr. Stan Sender.

11-341 ¢ - 82 - 15
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STATEMENT OF STANTON SENDER ON BEHALF OF THE AMERICAN
RETAIL FEDERATION

Mr. Sexper. Thank you, Senator. My name is Stanton Sender. T'm
assistant general counsel for Sears, Roebuck & Co., specializing in
transportation, postal, and communications matters. T am here today
testifying for the American Retail Federation.

The American Retail Federation includes 33 national retail associa-
tions and 50 State retail associations, as well as its corporate members.
Through its members, ARF represents more than 1 million retail stores
employing over 13 million persons, accounting for a quarter of the
gross national product.

In view of the lateness of the hour, I would like to ask that my nine-
page prepared statement be put in the record and I will summarize it.
Senator Syarvs. The entire statement will be printed in the record.

Mr. Sexper. Thank you, Senator.

The American Retail Federation’s Transportation and Postal Com-
mittee established a special subcommittee of retail, postal, transporta-
tion, and communications experts to look into the postal issues of the
1980’s. At this point in time, this subcommittee’s recommendations are
not complete, but we felt it would be of some value to indicate to this
subcommittee some of the principal ideas and problems with which
retailing is concerned.

Mail affects retailing in many ways. It is a means of transportation
of our merchandise, catalogs, and advertising circulars. It is an impor-
tant means by which retail advertising in newspapers, magazines, and
direct mail reaches our customers. It is a means by which credit and
other financial transactions are carried out with our customers and our
vendors. Finally, it is a vital communications link in the management
of the complex system of buying, delivering, and selling goods and
services that make up modern-day retailing.

Since the establishment of the U.S. Postal Service in 1970, the trans-
portation and communications industries—of which the Postal Service
1s a part—have begun an enormous change in Government regulation
technology.

We have had mention today of the Airline Deregulation Act in 1978
and in 1980 the Congress passed the Motor Carrier Act, and the Stag-
gers Rail Act, and currently before Congress are measures to reform
regulation of the communications industry, the maritime industry, and
the bus industry.

Congress has also passed legislation to end Federal Government own-
ership of Conrail, and to sell the Alaska Railroad.

In communications, we have witnessed the beginning of a technologi-
cal explosion of competitive alternatives in recent years. In the court
suit brought by the United States against AT&T there has been an
agreement to divest the local, regulated companies from the long-
distance lines, and from new Bell competitive ventures in communi-
cations.

The advent of electronic message service has raised the prospect of
considerable competition in new phases of what used to be “letter” com-
munication. The FCC has determined that the Postal Service has the
right to participate on a nonexclusive basis in electronic message trans-
fers. Technological innovation in the area is already creating totally
new concepts of how and when to transfer data.
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These changes in Government regulation, Government ownership,
and new technology mark the beginning of a transition period where
effective competition in the marketplace will be far more important.

As retailers, ourselves subject to the competitive marketplace, we
have urged enactment of regulatory reform in the various transporta-
tion and communications areas. but with the practical caution that the
promise of competition should not be confused with its reality, and
that appropriate transition periods are necessary.

This lessening of Government regulation both administratively and
legislatively has affected all the transportation and communication
competitors of the U.S. Postal Service and I might add, even the
Postal Scrvice in buying airline services as we heard today 1s going to
be affected, but every rate change of the Postal Service is still subject
to a 10-month long regulatory rate proceeding.

We have suggested -and are considering a list of snggestions, eight
in number, as specific ideas for discussion purposes in this new tech-
nological and deregulatory era.

First of all, the ARF, American Retail Federation, believes there
remains a need for a national mail delivery service. The U.S, Postal
Service should be continued as an independent Government corpora-
tion administered according to sound businesslike principles. This
means that postal management under the Board of Governors must
have the power to respond to marketplace realities and competition by
exercising effective control over administrative and operational mat-
ters, appointments, personnel, physical plant and facilities, and be
directly responsible for funds received and expended.

Second, even with the deregulation of certain industries there re-
mains the problem of regulation of rates for transportation and com-
munications services for which there is a lack of effective competition.
Rates for postal classes of mail are established through proceedings
before the Postal Rate Commission, a commission which is unique in
that its proceedings are limited to postal rate and classification issnes.
One intriguing idea, which retailers are still considering, is whether
there should be an independent Federal Rate Commission or Board
with multiple rate authority, including postal rates and classification.
This would put all competitors on an equal footing and would place
greater reliance on the marketplace when there is effective competition.

Third, the authority of any Rate Commission should be limited to
those rates for which there is statutory menopoly and/or the lack of
effective competition, and its decisions should be final, subject only to
judicial review. The Rate Commission’s decisions should be based upon
cconomic, rather than political criteria, and rate proposals of regulated
“carriers” should be fully justified, accompanied by consideration of
pricing, classification. modern marketing techniques, and cost ac-
counting svstems which are formulated so as not to be self-defeating
from a revenue return standpoint. There should not be any publicly
financed counsel in Rate Commission proceedings; and instead, we
recommend that adequate resources be provided to the Commission
staff to analyze the testimony presented. The present postal “public
counsel” system is unnecessary and has added unduly to the length
and cost of the postal proceedings. )

Fourth, on rates for which there is effective competition the market-
place should be relied upon to provide price quality options. “Carriers”
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should be granted the maximum degree of pricing freedom as to serv-
ices for which there is actual market competition.

Fifth, even on services for which there is a statutory monopoly
and/or a lack of effective competition, regulatory procedures should be
reformed to provide timely decisionmaking; and should not extend to
administrative or operational matters, or experimental services for a
reasonable period of time.

Sixth, if Congress creates a Federal Rate Commission or restruc-
tures the Postal Rate Commission, that Commission should be given
authority under prescribed statutory standards to exempt from its
rate regulation additional services as effective competition is
demonstrated.

Seventh, technology has provided new competitive alternatives in
transportation and communications ending both statutory and so-
called “natural’” monopolies. Tn future years, the Postal Service
monopoly over “letter” mail will also disappear in fact, even if the
private express statutes remain unchanged. In order to provide na-
tionwide service of “letter” mail during that transition period, retail-
ing continues to support the retention of the statutory monopoly on
“letter” mail as it presently exists. We recommend that the present
Postal Service administrative “suspensions” and “interpretations” be
legislatively enacted by Congress to assure continued exceptions to the
monopoly for: First, services which the Postal Service cannot ef-
ficiently or economically supply ; second, the carriage of mail needing
expeditious service; third, the private carriage of mail; and fourth.
material which from a businessman’s viewpoint does not constitute
“letters.” Further any new services provided by the Postal Service.
such as electronic mail, should be offered without being subject to the
statutory monopoly.

Eighth, further, we believe that Congress should remove outdated
statutory restrictions on parcel size and weights, and allow removal
of, or provide. public funds for, postal services of a public nature
which Congress mandates. -

In speaking of the future and the changes that we have considered
we do not want to leave the impression that there have not been posi-
tive changes since the enactment of the Postal Reorganization Act.

In conclusion, the American Retail Federation presents these con-
cepts and ideas for consideration in the months ahead. We would be
interested in discussing these ideas with Congress, the administration,
and other interested groups in searching for substantive legislation for
improved mail delivery in the 1980’s. We will submit a detailed set of
recommendations to the appropriate House and Senate committees
with authority over postal legislation.

That concludes my statement.

[The prepared statement of Mr. Sender follows:]
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PRrEPARED STATEMENT OF STANTON SENDER

We are pleased to have this opportunty to present
to this subcommittec of the Joint Economic Committec
the recent considerations and thoughts of the American
Retail Federation on the postal issues of the 1980's.

The American Retail Federation includes 33 national
retail associations and 50 state retail associations, as
well as its corporate members. Through'its members, ARF
represcents more than one million retail stores employing
over 13 million persons, accounting for a quarter of the
Gross Naticnal Product.

In September of 1980, the American Retail Federation's
Transbortation and Postal Committee established a special
subcommittee of retail, postal, transportation, and communications
experts Lo look into the postal issues of the 1980's. During
the past 10 months, this subcommittee has held a number
of meetings to identify problems, develop innovative

ideas, and prepare recommendations for the full American
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Retail Federation to consider. At this point in time,
those fecommendations are not complete, but we felt it
would be of some value to indicate to this committee some
of the principal ideas and problems with which retailing
is concerned. '

ARF and its members have a critical interest in mail
delivery since it affects every retailer in ever& city and
locality across the Nation. Mail delivery provides a vital
transportation and communications link within and between
businesses, and between retailers and their customers.

Retailing actively participated in supporting the
establishment of the United States Postal Service over a
decade ago, and continues to support the operation of the
U.s. Postal(Service as an. independent government corporation.

. Mail affects retailing in many ways. It is a means of

J . ‘

transportation of our merchandise, catalogs and advertising
circulars. It is an important means by which retail ad-
vertising in newspapers, magazines and direct mail reaches
customers.‘ It is a means by which credit and othér financial
transactions are carried out with our customers and our vendors.
Finally, it is a vital communications link in the management
of the comﬁlex systém of bpying, delivering and selling goods
and servicés that ﬁakes‘up modern day retailing.

Since the establishment of the United States Postal

Service in 1970, the transportation and communications
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industries--of which the Postal Service is a part--
have begun an enormous change in government regulation and
technology.

In the 70's Congress passed the "4-R" Act of 1976,
beginning the process of reform of éovernment regulation of
the railroads. This was followed in 1977 with the
de-regulation of air cargo and in 1978 with the Airline
De-Regulation Act; In 1980, Congress passed the Motor
Carrier Act of 1980 and the Staégers Rail Act. Currently
before Congress are measures to reform regulation of the
Communications industry, the maritime industry and the
bus industry.

Congress has also passed legislation to end federal
government ownership of Conrail, énd to sell the Alaska
Railroad.

In communications, we have witnessed the beginning
of a technological explosion of competitive alternatives
in recent years. In the Court suit brought by the United
States against A.T.&T. there has been an agreement to
divest the local, requlated compaﬁies from the long
distance lines, and from new Bell competitive ventures
in communications.

The advent of electronic message service has raised
the prospect of considerable competition in new phases of
what used to be "letter"” communications. The F.C.C.

"has determined that the Postal Service has the right to
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partiqipate on a non-exclusive basis in electronic
message transfers. Technological innovation in the area
is already creating totally new concepts of how and when
to transfer data.

These changes in government regulation, government
ownership, and new technology mark the beginning of a
transition period where effective competition in the
ﬁgrketplace will be far more important.

As retailers, ourselves subject to the competitive
marketplace, we have urged enactment of regulatory reform,
but witﬁ the practical caution that the promise of com-
petition should not be confused with its reélity, and
that appropriate transition periods are necessary.

This lessening of government regulation both admin-
istratively and legislatively hés affected all the
transportation and communication EOmpetitors of the United
States Postal Service; Every rate and classification change
of the Postal Service is subject to a nine month long’
regulatory proceedings, whether it be billion dollar
' change in first class rates for letter mail, or a change
in the time of day for express mail pick up or delivery.
That type of regulafory burden unduly restricts the Postal
Service Management from effectively offering its services
to the public and adds considerable cost to all classes
of mail.

More than a decade has passed since the Postal Act
of 1970. Another decade will see substantial changes

A Y
in technological change which will affect the Postal
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Service. The Postal Service must be allowed to adapt to
changes and innovations in order to maintain its value
in the new technological and de-regulatory era.
Some of the specific ideas which the ARF Postal
Subcommittee has considered are the following:
1. There remains a need for a natiocnal mail
delivery service. The United States Postal
Service should be continued as an independent
government corporation administered according
to sound businesslike principles. This means
that postal management under a Board of
®vernors must have the power to respond to
marketplace realities and competition by ex-
ercising effective control over administrative
and operational matters, appointments, pcrsonnel,
physical plant and facilities, and be directly
responsible for funds received and expended.
2. Even with the deregulation of ccrtain industries
there remains the problem of regulation of rates
for transportation and communications services for
which there is a lack of effective competition.
Rates for postal classes of mail are established
through proceedings before the Postal Rate Commission,
a commission which is unique in that its proccedings
are limited to postal rate and classification issues,

One intriguing idea, which retailers are still con-
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sidering, is whether there should be on independent
Federal Rate Commission or Board with multiple rate
authority, including postal rates and classifaction.
This would put all competitors on an equal footing and
would place greater reliance on the marketplaceAwhen
there is effective competition.

The authority of any Rate Commission should be limited
to those rates for which there is a statutory monopoly
and/or the lack of effective competition, and its’
decisions should be final, subject only to judicial
review. The Rate Commission's decisions should be based
upon economic, rather than political criteria, and rate
proposals of regulated "carriers" should be fully
justified, accompanied by consideration of pricing,
classification, modern marketing technigues and cost-
accounting systems which are formulated so as not to be
self-defeating from a revenue return standpoint. There
should not be any publicly financed coﬁnsel in Rate
Commission proceedings; and instead, we recommend that -

adequate resources be provided to the Commission staff

. s
to analyze the testimony - -presented. The present postal

"public counsel"_system is unnecessary and has added
unduly to the length and cost of the postal proceedings.
On rates for which there is effective competition the
marketplace should be relied upon to provide price/quality

options. "Carriers" should be granted the maximum degree

of pricing freedom as to services for which there is actual

market competition.
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Even on services for which therxe is a statutory
monopoly and/or a lack of effective competition,
reqgulatory procedures should be reformed to- provide
timely decision making; and should not extend to
administrative or operational mattefs, or experiment-
al services for a reasonable period of time.

If Congress creates a Federal Rate Commission or
restructures the Postal Rate Commission, that Com-
mission should be given authority under prescribed
statutory standards to exempt from its rate regulation
additional services as effective competitioﬁ is
demonstrated. .

Technology has provided new competitive alternatives
in transportation and communications ending bkoth
statutory and so-called “natural” monopolics.‘ In
future years, the Postal Service monopoly over "letter”
mail will also disappear in fact, even if the Private
Express Statutues remain unchanged. In order to
provide nationwide service of *"letter” mail during
that transition period, retailing continues to support
the retention of the statutery monopoly on "letter”
mail as it presently exists. We recommend that the
present Postal Service administrative "suspensions”
and "interpretaticns" be legislatively enacted by
Congress to assurc continued exceptions to the monopoly

for {1} services which the Postal Service cannct
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efficiently or economically supply, (2) the carriage

of mail needing expeditious service, (3) the private
carriage of mail, and (4) material which from a
businessman's viewpoint does not constitute "letters".
Further any new services provided by the Postal Service,
such as electronic mail, should be offered without
being subject to the statutory monopoly.

8. Further, we believeAthat Congress should remove out-
dated statutory restrictions on parcef size and weights,
and allow removal of, or provide public funds for,
postal services of a public nature which Congress
mandates.

In speaking of the future-and the changes that we have
considered we do not want to leave the impression that there have
not been positive changes since the enactment of the Postal
Reorganization Act.

During the last decade we have supported Postal Service
‘management's efforts to move in the direction of providing rate
incentives for mailers who take steps which save costs for the
Postal Service, such as carrier route and five digit sortation;
and recognizing the cost differences inherent in well prepared
bulk mailings. We have also supported Postal Service manage-
ment efforts to develop and implement administrative procedures
which simplify and expedite the acceptance and delivery of mail,
including better service standards, optional procedures for

acceptance of permit imprint and parcel post mail, development



233

of forwarding services, etc. We will continue to support

such progressive postal management efforts in the future.

CONCLUSION

The American Retail Federation presents these concepts
and ideas for consideraticn in the months ahead. We would
be interested in discussing these ideas Qith Congress, the
Administration, and other interested groups in sea}ching
for substantive legislation for improved mail delivery in the
80's. We will submit a detailed set of recommendations to
the appropriate House and Senate Committees with authority

over postal legislation.
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Senator Symms. Thank you very much, Mr. Sender. That is an excel-
lent statement. I think your eight suggestions actually are very good
and very well thought out and deserve a great deal of attention on the
part of the Congress.

What deficiencies does your organization see in the present mail
delivery for retailers? I mean, what’s your biggest deficiency ¢

Mr. SENDER. Let me answer it in two parts. First of all, from the
operational standpoint, in a portion of the prepared statement I did
not read, we believe the Postal Service should take continued steps to
provide rate incentives for mailers who take steps that save costs for
the Postal Service—the presort discount, the route discount, the other
forms of encouraging mailers to do so, and other administrative pro-
cedures which are spelled out we think should be encouraged.

From a regulatory standpoint, we think the present system, which
was a compromise in the 1970 act of a Postal Rate Commission which
did not have final authority, and a Board of Governors is now the—
it’s time to take a new look at it and ask whether that regulatory system
with its 9- or 10-month-long proceedings, its costly system, should not
be changed. :

Senator Symms. Is there any place—we’ll let you take off your
national hat and just go back to Sears.

Mr. Senper. OK.

Senator Symus. Is there any place in the country where Sears does
your own bill delivery? It’s not illegal for you to do that, is it?

Mr. Senper. It is not illegal if we use our own employees. The
answer is, we do not.

Senator Symms. I assume the reason for it is, it is not efficient and it
wouldn’t save money ¢

Mr. SexpEr. That is correct. I don’t know that we have ever consid-
ered doing it, but we do not essentially deliver much of our own pack-
ages, merchandise, and others either, but we would certainly not con-
sider doing it if it were not profitable to do it. We tend to rely on
carriers to perform such services.

Senator Symms. Well, thank you very much for a very excellent
statement, and I think that you and your organization are to be com-
mended for those suggestions which we are happy to have as part of
our record.

The subcommittee will now stand in recess until 1:30.

[Whereupon, at 12:05 p.m., the subcommittee recessed, to reconvene
at 1:30 p.m. the same day.] )

[The following questions and answers were subsequently supplied
for the record :]

RESPONSE OF BERNARD J. WUNDER, JR., To ADDITIONAL WRITTEN QUESTIONS POSED
BY SENATOR SYMMS

1. We share the Committee’s understanding that the present postal monopoly
extends to the private carriage of “letters” only. It is also axiomatic that stat-
utory terms should reflect but common understanding. Only what can be reason-
ably understood, the courts have noted, can be reasonably demanded of the pub-
lic. See Yale Broadcasting Corp. v. FCC, 478 F.2d 594, 597 (D.C. Cir. 1973). As
the Supreme Court has stated, “Good administration . . . and good judicial ad-
ministration alike require that the standards of private enforcement and those
for determining private rights shall be at variance only where justified by very
good reasons.” Skidmore v. Swift & Co., 323 U.S. 134 (1944).

The U.S. Postal Service, however, has asserted authority to adopt interpreta-
tive regulations in a diversity of contexts including the private express law con-
text. See, e.g., National Retired Teachers Assoc. v. USPS, 593 F.2d 1360, 1363
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(D.C. Cir. 1969). These regulations, inciuding regulations ostensibly defining the
meaning of the statutory term “letter,” have generally been sustained by the
courts. See, e.g., United States v. Brennan, 576 F.2d 712 (24 Cir. 1978) ; United
States v. Black, 418 F. Supp. 378 (D. Kan. 1976). Cf. USPS v. City of Green-
burgh Civic Associetions, 453 U.S. 114 (1981). We would thus defer to the con-
sidered opinion of the Department of Justice concerning whether such matters as
fishing licenses or “orientations of magnetic particles having a predetermined
significance” fall within the meaning of the statutory term “letters,” as a matter
of law. As a matter of general policy, existing constructions of the term may be
overbroad ; as a matter of law, however, they may well be legally sustainable.

2. Traditionally—and populariy—it has been assumed that the prevailing
postal monopoly obtains only in respect of first class letter mail, and that second,
third, and fourth class mail was exempt. In ATCMU, however, the court of ap-
peals for the District of Columbia did apparently sustain the Postal Service's
contention that definitions for rate-setting and monopoly enforcement pur-
poses need not be the same. See Asxociated Third Class Mail Users v. USPS, 485
F2d4 768 {(D.C. Cir. 1978), aff’g, 440 F, Supp. 1211 (D.D.C. 1877). Assumedly,
therefore, virtually all first class, some significant share of third class, and part of
fourth class mail volume today may fall within the scope of the postal monopoly,
as the USPS defines it,

3. We shure the Committee's understanding of the thrast of the ATCMU
decision.

4-5. Varvine definitions and possibly inconsistent USD’S contentions in respect of
the scope of the postal monopoly may, of course, affect the application of the crimi-
nal law sanctions contained in the private express laws. Judicial requirements
that parties be afforded fair notice or warning of ostensibly prohibited conduct
have long been quite rigorous in a eriminal law context. See, e.g., Grayned v. Cily
of Rockford, 408 U.S. 104, 108-09 (1972) ; Culver v. Secretary of the Air Force,
389 F. Supp. 331, 332 (D.D.C. 1975). Recent decisions, too, appear to impose high
standards for consistency and regularity in civil contexts where persons’ livell-
hoods are at issue. See, e.g., SEC v. Sloan, 436 U.S, 103, 112 (1978) ; Miner v. FOC,
663 ¥.2d 152, 157 (D.C. Cir. 1980). It is nevertheless conventional administrative
law that an agency is not bound irrevocably to its regulations and prior interpre-
tations, and may alter them through reasoned decisionmaking. See, e.g., Wheaton
Van Lines, Inc. v. ICC, 871 F.2d 570, 527 (D.C. Cir. 1982) ; Taunton Munic. Light-
ing Plant v. Department of Energy, 669.F.2d 710, 715 (Emergency Appeals 1982).
It is also true that the courts have held that eongressional inaction in the face of
questions concerning administrative interpretations aids in ratifying the legiti-
macy of those interpretations. See Sazbe v. Bustos, 419 U.S. 65 (1974). Although
in the final analysis it is a question for the Justice Department and the courts,
therefore, we do not believe that the Depression-era contentions of the Postal
Service in a congressional hearings context necessarily affect adversely contempo-
rary interpretations of the private express statutes, or the legal effect of the rele-
vant regulations. .

6. We would defer to the Postal Service regarding its bellef that certain markets
are prone to “creamw skimming,” should the present monopoly be eliminated, sus-
pended, or relaxed.

7. New, competitive entry ordinarily occurs in those markets where incumbents
are earning excessive profits or failing adequately to meet consumer demand, or
both. We would defer to the views of the Postal Service concerning which of the
markets it presently serves, If any, generale returns substantially in excess of
relevant costs while failing adequately to meet public demand.

8. Mail volume has been increasing at a rate of about 5 percent annually during
most recent years. Increasing volume, coupled with significantly higher rates,
accordingly, has yielded significantly higher USPS revenues. We are unaware of
any credible statistics precisely showing the present revenues of private courler
and similar firms which now compete with the USPS on the fringes of the market.
Some estimates are, however, that total competitors’ revenues do not exceed
$1 billion a year. In order for the USPS to incur a revenue loss, presumably expo-
nential expansion and growth on the part of its far smaller “fringe” competitors
would be necessary. To demonstrate such a potential loss, additionally, it would
be necessary to show an inability on the part of the UUSPS to respond to competi-
tive pressures, and relatively inelastic, non-expandable aggregate demand for mail
delivery and related services. We have no precise estimates of the new revenne
losses the UJSPS might bypothetically incur. It should be noted in this regard that
in the telecommunications field, competition has generally had a positive effect on
all firms’ revenues, although in some markets established companies have lost
market share. Here, as in other regulated industry contexts, therefore, we would



236

not predict any substantial loss of current revenues as a consequence of relaxing
constraints on competition, although the future revenue gains of the USPS might
conceivably be affected.

9. We would defer to the USPS concerning those specific markets it may now
serve at a net loss.

10. We would defer to the Postal Service concerning the objections it might
advance to a limited repeal of the present postal monopoly.

11. Presumably most of the Postal Service’s existing competitors already
pay State, Federal, and local taxes on revenues earned competing lawfully with
the USPS, and some fraction of those Federal taxes goes to support present
USPS operations. We have no firm opinion on the feasibility or desirability
of a new gross receipts tax on all mail carriers, with the proceeds going to
support nonremunerative USPS operations, although this clearly is an alterna-
tive to prevailing approaches that warrants some study by Congress.

12. We would defer to the Postal Service concerning the justification for con-
tinuing the postal monopoly in respect of international mail services the USPS
itself does not provide.

13. Changes needed to facilitate full and fair competition would include,
possibly, modification of the present statutory requirement that the USPS
offer a class of service (presumably first class) at uniforin nationwide rates
(39 U.S8.C. §3623(d)) and changes in the statutory obligation that the USPS
provide nationwide service (39 U.S.C. §403(a)), although it should ‘be noted
that the USPS today offers certain services, such as “Express Mail” in only
selected markets. In theory, there would be no general requirement for pervasive
Postal Rate Commission scrutiny of rates and services offered in effectively
competitive markets. Some regulatory scrutiny might be desirable as a transi-
tional proposition, however, and also on a longer-term basis in order to mini-
mize the potential for anticompetitive cross-subsidization.

14. There is an abundance of analysis in the economic literature concerning
the sustainability of ‘“natural monopolies’” under conditions of open, competi-
tive entry and minimal regulation. Cf. Ordover & Willig, An Economic Definition
of Predation: Pricing and Product Inmovation, 81 Yale L.J. 8 (1981) (and
citations therein). We would, in any event, defer to the views of the Council of
Economic Advisers concerning the need to buttress a “natural monopoly”
with legal safeguards, if any.

15. Conventional economic wisdom has it that economic efficiency and, hence,
“public interest,” goals are optimally achieved when each user pays a price
closely aligned with the cost of providing him service.

On the other hand, there are obvious practical problems as well as implemen-
tation costs implicated by proposals substantially to change the present (and
traditional) practice of nationwide rate uniformity for first class mail. We would,
in this regard, defer to the expert views of the Postal Rate Cominission, how-
ever.

16. We are unaware of any economic evidence clearly establishing that sub-
sidization achieved through the present tax laws is substantially less inefficient
than subsidization accomplished through an internal industry pricing scheme.
Economically speaking, both approaches are relatively inefficient. At issue, in our
view, is not economic efficiency as such, but rather political accountability. In-
ternalized cross-subsidization traditionally has engendered a maze of subsidies
of uncertain magnitude and direction. We believe that any subsidization scheme,
in order to be fully acceptable from a public policy standpoint, should ensure
visibility and accountability. Achieving those goals does not necessarily require
resort to the direct subsidy approach employed in respect of small town air
service, although clearly Congress may choose appropriately to establish such a
system. Before determining how best to subsidize, however, we believe it desir-
able first to determine the magnitude and the direction of any orevailing sub-
sidies. Once that has heen accomplished and the merit of continuing any support
shown, decisions can then be made as to the best means of doing so.

17. We have no specific information concerning the relationship of the present
postal monopoly and service to small towns. It should be noted in this regard,
however, that parcel delivery companies including UPS and Purolator currently
provide service to virtually all parts of the country and without benefit of spe-
cial monopoly statutes or direct tax-based subsidies.

18. We know of no good reason why a direct subsidy approach would prove
unworkable. In this regard, consideration might also be accorded proposals
directly to subsidize users, as well as firms serving users. Such very direct sub-
sidization approaches in respect of certain mail users were considered by the
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Kappel Commission, upon many of whom's recommendations, the 1970 Postal
Reorganization Act was based.

18. We have no information concerning how much it would cost to establish
and maintain a direct subsidy system. Experience in the telecommunications
ield, however, has indicated that often there are more “target efficient” means
of achieving public policy goals; in other words, goals including “universal basic
telephone service,” for example, could be accomplished in ways considerably less
costly, both directly and in terms of operating costs, than is necessarily true
today. We have no opinion at this time regarding the feasibility or desirability
of a dedicated excise tax and trust fund system in the postal context. In theory,
such an approach has advantages in that it achieves a closer correlation between
those who would pay and those who would benefit from mail delivery services.
At present, all taxpayers, for example, contribute to the support of the USPS
a}though not all taxpayers make use of the system. This is a proposal we would
like to study further, however, before reaching any firm poliey conclusions.

. 20. We would defer to the expert views of the Postal Rate Commissinon regard-
ing the legal authorities and practical powers it enjoys in respect of planned
post office closings.

21. We believe that the USPS iz best able to inform the Committee concerning
the criteria employed in conjunction with post office closing decisions.

22. We believe that the USPS is best able to inform the Committee concerning
the criteria it employs in selecting star route and other contract mail carriers.

23. There is a diversity of opinion concerning the relationship, if any, between
market structure, competition, and innovation. These are two of the major sta-
tistical results of one credible survey of the literature fairly recently undertaken.
First. medium sized firms (about $200 million in annual sales) tend to indicate
a higher research and development (R&D) intensity (R&D expenditures as a
ratio of sales) than either larger or smaller firws. Second, industries with a
medium amount of concentration (s four-firm concentration ratio of about 55
percent) generally reflect a higher R&D intensity than industries that are either
more or less concentrated. Sce A.D. Little, Ine., The Relationship Retween
Market Structurc and the Inmovation Proccss, Appendix ¢ (1976). There is also
some evidence that suggests highly concentrated and regulated industries will
wend to foeus chiefly on means to reduce costs (*“cost-reducing innovation") and
fess concentrated, more competitive industries. on new product development (“de-
mand-inducing innovation™). Obviously, there is a broad range of subjective
judgments available concerning the relative soeial utility of these kinds of activi-
ties, as well as means of enhancing or suppressing them.

In the case of the Postal Service, there may well be a limited innovation poten-
tial intrinsic to the basic processes invelved. In addition, there are costs and
risks associated with any R&D undertaking, and legitimate questions can be
posed when at issue is the use of public money for possibly risky and costly pur-
poses better left to the private sector. Intuition, if nothing more, would suggest
that the USPS would undertake substantially more cost-reducing innovation, if
confronted with effective competition. To what degree competition wonld slso
spur greater product and service innovation on the part of the USPS is less clear,
although presumably there would be some positive effect.

24. We believe that a fair reading of the record will indicate that overnight
delivery services were in fact widely available prior to the USPS’ offering of
“Express Mail.” Indeed, a number of private courier firms strongly objected to
this new offering on the ground that the market targeted by the USPS was al-
ready adequately served by the private sector. Relatedly, it is our understanding
that courier delivery services today are available to a greater number of loca-
tions than is true of “Express Mail.” Indeed, some couriers have ohjected to
the limited scope of this USPS offering on the ground that the USPS is en-
deavoring to “cream skim” the overnight delivery business.

25. We are aware of no aspects of ECOM that could not or would not be pro-
vided by the private sector. Indeed, there are today an increasing number of
private companies offering “electronic mail” services directly compe'titiv‘e. or
functionally superior, to the USPS’ offering. So far as we know, the DSP_b has
never seriously contended that electronic mail services will not be available
unless provided by it, because such services will prove unprofitable. .

26. As indicated in our testimony before the Committee. as well as in pleadings
before the Postal Rate Commission in the ECOM proceeding, we are aware of no
statutory authority that explicitly authorizes the USPS to provide‘ e}ectropic
services. Nor have such USPS offerings been sanctioned by the Administration
or, to our knowledge, by the independent Postal Rate Commission.

13-341 0 - 82 _ 15
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27. A number of regulatory agencies have subpoena powers, but exercise them
rarely in respect of regulated firms. This is because they lack authority inde-
pendently to enforce such orders in the court, and, typically, by the time such
orders are enforced, the occasion for the information requested has passed. The
Federal Communications Commission, for example, has very rarely exercised its
formal subpoena powers but generally relied instead upon voluntary compliance.
Indeed, its most recent comprehensive investigation of a regulated industry, the
1979-80 Network Inquiry was undertaken and completed without resort to com-
pulsory process.

We do not have the knowledge or experience in USPS matters obviously en-
joyed by the Postal Rate Commission. Although we have not studied the issue
closely, we would defer to the judgment of Chairman Steiger in this matter.

28 We would defer to the views of the Postal Rate Commission concerning
the changes Congress might appropriately consider in respect of the regulatory
provisions of the 1970 Act.

29. At present, the volume of mail handled daily by the USPS exceeds 300
million pieces, typically. Although it is sometimes said that United Parcel Service
handles more parcels and packages, it should be noted that the Postal Service and
UPS employ different definitions, and if the USPS used similar criteria, its
volume would probably exceed that of UPS. Mail and parcel volume continues to
increase. While it is possible that private entrepreneurs eventually might provide
services as extensive as those now provided by the USPS, there would have to
be truly exponential growth on their part or very radical changes in mail flow,
or both. We do not expect either to occur in the near term.

AFTERNOON SESSION

Senator Symms. The subcommittee will come to order. We will
resume our hearing on the question of the future of mail delivery in
the United States.

We're very pleased this afternoon to have James C. Miller, Chair-
man of the Federal Trade Commission, testify before us.

I note with interest that you are properly attired, Mr. Miller, with
an Adam Smith necktie. I think that it is welcome to have the Federal
Trade Commission have a chairman who wears an Adam Smith neck-
tie in view of what has been the case in past times.

So, we’re happy to hear from you.

STATEMENT OF HON. JAMES C. MILLER III, CHAIRMAN, FEDERAL
TRADE COMMISSION

Mr. MiLLEr. Thank you, sir.

Senator Symms, P'm pleased to have this opportunitv to present
my views regarding the performance of the U.S. Postal Service—or
USPS—and the need for significant relaxation in current rules affect-
ing first-class mail.

T would like to commend the subcommittee for addressing this im-
portant topic.

Let me emphasize that T have the greatest respect for the men and
women of the USPS. My personal view is that Postmaster General
Bolger is doing a commendable job in addressing the myriad of chal-
lenges he must face.

With your permission, Senator, I would like to submit for the rec-
ord a more detailed prepared statement and proceed now to address,
in summary form, some of the more important postal issues.

Senator Symus. Your entire statement will be part of the record.

Mr. MruLer. Perhaps it will be useful for me to begin with a brief
look at the U.S. postal system. While the Constitution provides Con-
gress with the power to establish post offices and post roads, it does
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not require that the carriace of mail be a monepoly, much less a Gov-
ernment monopoly. Nevertheless, when Coneress established the Post
Office Department in 1789. it gave the new Department the exclusive
right to carry letters for hire over all post roads.

Following the old adage, “Where there’s o will, there’s a way,” com-
petitive private postal services began to emerge, and Congress then
regularly revised the postal laws in an effort to preserve the govern-
mental postal monopoly. Ironically, the Pony Fixpress, often used as
2 symbol of U.S. mail service, was not an invention of the 17.S. Post
Office but was introduced by private postal companies that were, in
turn, put out of business by the private express statutes,

Finally, in 1845, Congress directly prohibited private express com-
panies from carrying letters for hire except in a few specific instances.
Those private express statutes, with few modifications, are still law.

In 1970, Congress reorganized the Post Office by creating the USPS
as an independent, quasi-governmental business, intended to make the
delivery of mail more efficient and to be economically and politically
independent.

While the basic decision, of course, has been made by Congress, it
is important to note that USPS exercises considerable discretion in
determining the extent of its monopoly over letters. USPS has de-
fined “letters” to include bills, receipts, TBM cards, magnetic cards,
magnetic tapes, and so forth. In the past several years, the Postal Scrv-
ice has typically moved into new service areas by first claimine that
they fall within its monopoly and later announcing a suspension of
some aspects of that monopoly. The Department of Justice has ques-
tioned the propriety and wisdom of this process.

Now, let me make a few comments on how the USPS postal monop-
oly is regulated.

As yon know, nnder Coneress reorganization, the USPS’ Board of
Governors and the Postal Rate Commission, or the PRC, share re-
sponsibility for the mail classification schedule and postal rates and
fees. In recent years, the relative balance of authority appears to have
shifted considerably toward the USPS and its Board of Governors,
Some Federal courts have limited the PRC's review of USPS actions.
More important, the PRC’s authority to police USPS costs and prices
has also been diminished. This ability has always been constrained be-
cause the Postal Service possesses and controls much of the data nec-
essary to support rate and classification changes. Unfortunately, this
date has not been subjcct to thoughtful, careful analysis that would
permit a more scientific allocation of postal service costs.

As vou know. in time. the proportion of costs that could be allocated
to various classes of mail have risen. T think snch an analysis is long
overdue and would enable the PRC, Congress, and anyone ¢lse to more
efficicntly carry ont the mission of regulating and interacting with the
Postal Service.

One reason for concern about the Postal Service's monopoly over
first-class mail is that private firms normally perform better than Gov-
ernment enterprises. Competition among firms in a free market most
efficiently allocates the Nation's scarce resonrces. A private firm nor-
mally has eveater flexibility and more incentive to innovate and to cut
%osts than does a quasi-governmental enterprise such as the U.S. Postal

ervice.
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The classic justification for Government enterprise is that the
marketplace has failed and the private sector cannot or will not pro-
vide a particular good or service on its own. But this does not appear
to apply in the provision of first-class mail service. After all, there’s
a long list of private entrepreneurs who have tried to deliver low-cost,
first-class mail but who were driven out of business by the U.S. Postal
Service, not by head-to-head competition, but through repeated Postal
Service court actions to enforce its monopoly.

There is also ample evidence that monopolized markets do not
normally perform as well as competitive ones. A telling example of
the potential benefits of private competitors, in the absence of the
postal monopoly, is the success of private express mail services.

Despite the threat of suit by the U.S. Postal Service, numerous
private carriers developed in the 1960s and the 1970%s, specializing in
rapid and reliable transportation of commercial documents. Private
express delivery services now compete openly and freely with the U.S.
Postal Service for that portion of the first-class market.

The basic argument in favor of a—regulated—monopoly rests on
tho assumption that the firm in question is a natural monopolist—that
is, service can be provided more cheaply by a single firm than by many
firms in competition. But there is no solid evidence that the first-class
mail service has this characteristic. Indeed, if the handling of first-
class mail were a natural monopoly, the U.S. Postal Service would not
need the protection of the private express statutes. By definition, com-
petitors would not be able to provide the same quality of service at an
equal or lower price. The U.S. Postal Service would need protection
for its monopoly, however, if it is not as efficient in delivering mail as
competitive enterprises. '

The preceding remarks do not suggest that there are no beneficiaries
of the current arrangement. Rather, from society’s perspective, the
losses associated with the statutorv Government mononolv over first-
class mail may exceed the benefits derived from it. The Justice Depart-
ment and the Council on Wage and Price Stability, while I was there—
in fact, I signed the document-—have independently reach this very
conclusion. S :

Considering the strong presumption against the efficiency of a Gov-
ernment monopoly, it seems to me that the burden of proof should be
on those who maintain that the private express statute should stay on
the books.

Tt would seem illogical to allow the U.S. Postal Service. which has
the data and the most to gain by demonstrating the existence of the
conditions making for a natural monopoly, to fail to make a showing
gor this proposition by means of a thorough review of the relevant

ata.

In myv view, the U.S. Postal Service should be required to produce
a detailed, empirical study of whether the economic justification exists,
. if it ever did, for continuing the statutory monopolv over first-class
mail. All data used in this study should be made public. and the report
should be reviewed widely by various experts. Should such an investi-
gation fail to provide strong economic justification for a continuation
of the postal monopoly, I would urge Congress to repeal the private ex-
press statutes. "
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My preliminary review of that repeal is that that repeal of the
private express statutes would likely have a substantial beneficial
cffect on the market for first-class mail. For example, a category of
first-class mail that arguably could be provided at lower cost is trans-
action mail. Such mail, which makes up a significant portion of first-
class mail, tends to be generated by relatively few, high-volume, local
business mailers and their customers and to be delivered in high-
density areas. Delivery of that mail, bearing typed addresses, is less
costly than delivering a letter of the same weight over long dis-
tances between nonurban points. Yet, both types of mail currently are
charged the same postage. In a competitive market for first-class mail,
consumers who use lower cost mail services would benefit from lower
rates for these services.

Repeal of the private express statutes could result in higher rates
and/or reduced service for some postal users, just as it weuld likely
result in lower rates and/or improved service for others. But any
shifting of the relative rates ang services would insure that Postal
Service prices reflect the cost of providing them and would generate
significant savings for society. IF it were felt that a particular type
of mail, such as rural delivery, should have its price discounted or 1ts
service increased, then Congress could grant an explicit subsidy to the
users of that type of mail for less than the USPS’ current cost.

Although the Postal Reorganization Act of 1970 prohibits subsidi-
zation across classes of mail, it has been alleged that the USPS’ ap-
proach to costing and pricing leads to such cross-subsidization, per-
haps unintentionally, and the inefficiencies associated with it. Now,
frankly, Senator, I have looked at some of this data, and it is not of
sufficient sophistication for one to make a determination of whether
there is cross-subsidy. I think one reason we desperately need a study
is to answer that question and to answer how various customers—
within classes of mail—are bearing the costs of the system.

Finally, T would like to make a few comments ahout the Postal
Service’s provision of electronic message service, The fundamental
issue is whether there’s a need for the USPS to provide such services.
The Postal Service’s present service, known as E-Com, is a blend of
telecommunications in the traditional hand delivery of mail. While
Postal Service delivery of stuffed envelopes seems clearly within the
traditional role, telecommunications and data processing are not. This
new role is especially difficult to justify in view of the desire and abil-
ity of private firms to provide such services.

A short step away from the present service is the so-called Genera-
tion ITI service, which involves end-to-end electronic messages from
sender to recipient. Since this would not involve the physical delivery
of mail, Generation ITT service cannot be characterized as simply the
traditional postal mission by more modern means.

In the absence of apparent justification for such activities, I support
the recommendations contained in the 1979 Presidential Review Mem-
orandum on Postal Service Involvement in Electronic Mail Offerings
that the Postal Service be prevented from offering end-to-end links
from building its own transmission network.

Now, allow me to conclude with a few recommendations,

First of all, the United States Postal Service should be made to bear
the proof of demonstrating, if it can, that first-class mail service is,
indeed, a natural monopoly in need of legal protection. If such a study
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failed to provide adequate justification for continuation of the legal
monopoly, then, for the reasons I described earlier, I would urge Con-
gress to consider seriously repealing the private express statutes. '

Even if such a study affirmed the existence of a natural monopoly
in first-class mail, perhaps as an interim measure, Congress might well
want to consider other actions to increase the accountability of the
United States Postal Service and to protect the interests of consumers.
As a start, Congress could restrict the ability of the Postal Service
to set the bounds of its own monopoly by either statutorily defining
“Jetter,” the term “letter” as it appears in the statute, or by providing
iéxcreasing oversight by the Postal Rate Commission and/or by the

ongress.

Congress should also strengthen the power of the Postal Rate Com-
miission to provide truly vigorous and independent oversight of the
Postal Service and its Board of Governors. -

T should tell you, frankly, that I have doubts about the ability of
any regulator to do a perfect job. I know this from experience as well
as theory. But if the Postal Rate Commission were given direct guide-
lines, as well as the requisite authority, for example, the power to ini-
tiate r('iate increases, subpena power, I think the situation could be im-
proved.

In addition, Congress could limit the Postal Service’s ability to en-
ter new fields of services such as E-Com without Postal Rate approval
and/or direct congressional authorization. In my view, such expansion
and direct competition with the private sector requires compelling
justification. ,

Finally, let me emphasize that these proposals and this discussion
are not meant to be critical of the Postal Service and the fine people
of that organization. My theme instead is that, by addressing today’s
economic realities, postal service in this country might well be -
proved, to the long-term benefit not only of consumers but the Postal
Service itself.

Senator, that concludes my remarks at this time. And I’d be glad
to address any questions you might have.

[The prepared statement of Mr. Miller follows:]
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Preparen StatemenT oF Hon., James C. Mmrer ITI:

Mr. Chairman and Members of the Subcommittee: I am pleased

to have this opportunity to present my views regarding the

1 The views expressed here are those of Chairman Miller and do-
not necessarily refleect the views of any other Commissioner.
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performance of the United .States Postal Service (USPS) and the
need for significant relaxation.in current rules affecting the
delivery of first-class mail. I would like to commend the Joint
Economic Committee for addressing this important topic. As you
know, it is quite broad and raises a number of complex ques-
tions, some of which have been addressed by officials of the
Federal Trade Commission (FTC).l A logical approach to them
would be to address first the legal and institutional history of
what has become known as the "postal monopoly." From there I
will proceed to a discussion of the reasons why controlling
costs and setting prices has been so difficult %ince—the
creation of the USPS in 1970.

.

Next, I will explore the inefficienciés created by the

private eXpress statutes, and explain why there is a need for

1 Prior work in this area at the FTIC includes the testimony of
Timothy J. Muris, Director, Bureau of Consumer Protection, on
"The Provision of Telecommunications and Information Services by
the Federal Government in Competition with the Private Sector,"”
before the Government Information and Individual Rights
Subcommittee of the Committee on Government Operations, U.S.
House of Representatives, February 25, 1982.

My own prior involvement in this area includes testimony
before the Postal Rate Commission in Docket R74-1 (1974), and co-
authoring with Roger Sherman, "Has the 1970 Act Been Fair to
Mailers?," in Roger Sherman (ed.), Perspectives on Postal
Service. Issues, American Enterprise Institute, 1980, pp. 53-69.
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;

more competition in the provision of postal services. I will
then discuss the likely ramifications of repeal of the
strictures that grant USPS a monopdly on first-class mail.

After that, I will address concerns about the possibility of
harmful cross-subsidization, and also potential anti-competitive
effects from USPS operations such as E-COM (Electronic Computer-
Originated Mailj}. I will close with a series of recommendations
on what the Congress might do in order to enhance competition in
the postal area to the benefit of its customers--who are, after

all, virtually every citizen of our country.

Let me emphasize at this peoint that I have the greatest
respect for the men and women of the USPS. My personal view is
that Postmaster GenerallBolger is doing a commendable job in
addressing the myriad of cﬁallenges ﬁe has to face. M& intent
is not to criticize the USPS,‘but rather to discuss possible
ways we may all join together to improve postal service in"EPis

country.

Postal History

It would be useful to begin with a brief excursion into
U.5, postal history. While the Constitution provides Congress

with the power "to establish post offices and post roads,” it
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does not requité that the carriage of mail be a monopoly,\much
less a government monopoly. Nevertheless, perhaps because of a
desire to unify a growing nation when theie were possibly no
private businesses capable of delivering mail throughout the
several frontier st':ates,1 or because the provision of postal
services had been a monopeoly in England,2 Congress passed
temporary laws establishing the Post OffiCe Department as a
monopoly in 1789. Shortly thereafter, it enacted more
comprehensive statutes limiting the private carriage of mail.
These statutes reserved to the federal government the exclusive

right to carry routinely letters for hire over post roads.

Even éhough Congress sought to secure a postal monopoly for
the gobernmen;, private express businesses proliferated. These
private firms used technological advances and gaps in legisla-
tionlto compete directly with the government. Throughout the

first half of the 19th century Congress regularly revised the

1 See, e.9., George L. Priest, "The History of the

Postal Monopoly in the United States," 13 J.L. & Econ. 33, 51-68
1973). But such justification would seem no longer applicable,
if it ever was. The U.S. is a mature country with a nation-wide
system of radios, television, newspapers, magazines, telephones,
and other communications media.

2 See, e.g., R.H. Coase, "The Postal Monopoly in Great
Britain: An Historical Survey," in Economic Essays in
1931-1955, at

Commemoration of the Dundee School of Economics
25 (J.K. Eastham, ed. 1955).
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postal laws in an effort to eliminate this competition. Por
example, an 1825 statute that prohibited anyone but the
government from carrying lelters in vehicles over any post
routes was - amended twc years later to prevent private
éntrepreneurs f:om carrying letters on horseback or foot,
Ironically, the Pony Express, often used as a symbol of U.S,
mail service, was not an invention of the U.S. Post Office, but
was introduced by private postal companies that were, in turn,
put out of business by the private express statutes. In 1845,
Congress directly prohibited private express companies from
carrying letters for hire, except in a few specific
instances.! These private express statutes were recodified in

1872 and, with a few modifications, are still law.

In 1970 Congress :eozganized the Post Office by creating the
United States Postal Service as an independent, quasi-
governmental business, designed Lo make the delivery of mail
more efficient and to éé;; the Postal Service economically and
politically independent. The postal monopoly for letters (first—v
class mail) was maintained. As before, the monoploy did not
extend to newspapers and magazines (second-class mail), direct
mail advertising {third-class mail) or parcels {fourth-class

mail).

1's stat. 732 (Maren 3, 1845).
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The Postal Service exercises considerable discretion in
determining the extent of its monopoly over letters.1 Thus,
on the one hand, while it has "suspended"2 its monopoly for
certain letters (such as time-sensitive materials which the
present system is incapable of delivering on time), on the other
hand it has expanded its monopoly by defining "letters” to
include bills, receipts, IBM cards, magnetic cards, magnetic
tapes, and other business documents. Recently, as new service
areas such as-express mail have developed, the Postal Service
has typically first asserted that these new service areas fall
within its monopoly and then announced a suspension of its

monopoly with respect to some aspects of the new service areas.

1 The USPS currently defines a "letter" as any "message

directed to a specific person or address and recorded in or on a
tangible object.” 39 C.F.R. § 310.1(a). Thus, letters include
jtems as diverse as advertising posters, credit cards, data
processing materials and computer tapes.

2 The USPS has asserted that it has authority to exempt
materials from the operation of the postal monopoly pursuant to
39 U.S5.C. § 601(b). Thus, the USPS defines its postal monopoly
broadly to include materials (such as certain data processing
materials, materials mailed within a college campus, etc.) but
then "suspends" its monopoly over such materials,.allowing
private companies to carry such mail.
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As you know, the Department of Justice has already questioned

the propriety and wisdom of this pzocess.1

At the time it attempted to depoliticize postal service,
Congress structured the USPS as an independent establishment
within the execulive branch and eliminated the Cabinet-level
Post Office Department. Under the statutory scheme, the USPS,
its Board of Governor32 and the Postal Rate Commission
(PRC)3 share fesponsibility for the mail classification
schedule and postal rates and fees. The PRC was intended by
Congress to provide an independent review of changes in postal
rates and classes in order to protect the public interest.
However, the PRC's power of review is limited since the Board of
Governots can override the PRC's recommendation by unanimous

vote.

1 Comments of the Department of Justice, Re: Amendments to 39
C.F.R. Parts 310 and 320: Proposed Revisions in the
Comprehensive Standards for Permissible Private Carriage of
Letters, U.S. Postal Service, March 13, 1979,

2 The USPS has an eleven-person Board of Governors, nine of
whom are appointed by the President and confirmed by the
Senate. Those nine appoint the other two members of the Board,
namely, the Postmaster General and Deputy Postmaster Ceneral.
Postal Reorganization Act of 1970, P.L. 91-375, Subsection 202,
August 12, 1970, pp. 2-3.

3 The PrC congists of five Commissioners, all of whom are
appointed by the President and confirmed by the Senate. Postal
Reorganization Act of 1970, P.L. 91-375, Subsection 3601, August
12, 1370, p. 41.
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Federal Court Restrictions on PRC's Review Authority

In recent years, federal courts have sharply limited the
PRC's review of USPS or Board actions. For exémple,"there have
been only five general ratemaking proceedings since the Postal
Reorganization Act went into effect. The PRC attempted to
require more frequent rate reviews, but the Second Circuit Court
of Appeals ruled that thé PRC cannot do this by arbitrarily
reducing the USPS' estimates of revenue requirements. The Court
stated that "the Board, and not the PRC, is responsible for
making policy decisions for the Postal Service. . . [and]
{sJhould the Board exceed its authority or make questionable
pdlicy choices, remedies may be pursued through Congressional

amendment or judicial review."1

1 Newsweek, Inc. v. United States Postal Service, 663

F.2d4 1186, 1204-5 (2nd Cir. 1981). Similarly, the Second
Circuit has rejected the PRC's attempt to force the USPS to
initiate Electronic-Computer Originated Mail (E-COM) as a
limited-duration experiment rather than on a permanent basis.
Governors of the United States Postal. Service v. United States
Postal Rate Commission, F.2d ’ - (D.C. Cir.

1981). The court held that the PRC had both encroached on the
Board's judgment and discretion as business managers and
exceeded its statutory authority because only the Board and USP
may decide whether to request a decision from the PRC on rate
changes. Under these court interpretations the USPS apparently
has wide managerial discretion with respect to entering new
fields.
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Most importantly, the PRC has been unable to police USPS
cost allocations or prices in some areas, while proving somewhat
ineffective in others. The PRC has always been constrained by
the simple fact that the USPS possesses and controls much of the
data necessary to support rate and class changes and provides
only limited amounts of information to the PRC. Two years ago I
wrote,

...the careful, objective analyses that would

permit a more scientific allocation of postal

service costs have not been used by the Postal

Service, although eight years have passed since a

law :equirini such costs as a basis for rates went

into effect.
Nothing has occurred in the last two years that would permit me
to soften that assessment. Indeed, recent court interpretations
of Section 3622(b}, 39 U.S.C. § 3622(b}, which sets forth the
factors to be considered in setting rates, have imposed
additional constraints on PRC review of costs. A dispute over
the use of cost-of-service principles has developed in the

federal appellate courts. Until the Supreme Court resolves this

dispute, the PRC's attempts to question USPS' future rate

1 See Sherman and Miller, op. cit., p. 59. This is a

crucial problem for a number of reasons, not the least of which
is that costs that are not properly identified are not easily
controlled.
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proposals will be on uncertain grounds.1 This is not to
suggest by any means that éhe PRC has done everything in its
power to fulfill its "watchdog" function. More action by the
PRC across a broad spectrum of matters would be in keeping with

its oversight mandate.

The Postal Monopoly: Is It Economically Justified?

Another central issue is the existence of the USPS monopoly

over first-class mail. Economic theory and empirical evidence

1 rhe Supreme Court recently agreed to hear this dispute

between the D.C. and Second Circuits in granting cert on appeals
of National Ass'n of Greeting Card Publishers v. United States
Postal Service (81-1304) and United States v. United States
Postal Service (81-1381). See Wall st. J., April 20, 1982,

p. 12. The cases are scheduled for argument in the Fall Term,
1982,

Until 1981, in its ratemaking proceedings, the PRC operated
under a D.C. Circuit mandate that it attribute and assign postal
costs to the maximum extent possible, using cost-of-service
principles. National Ass'n of Greeting Card Publishers v.
United States Postal Service, F.2d (D.C. Cir. };
cert. denied, 444 U.S. 1025 (1980). Remaining costs were then
allocated in a discretionary manner. The Second Circuit,
however, recently rejected the D.C. Circuit's interpretation of
§ 3622(b). According to the Second Circuit, the PRC need only
ensure that "each class or service bear as a minimum {thosel
direct and indirect costs attributable to that class or
service," with the balance of costs allocated in a discretionary
manner.  Newsweek, Inc., supra at 1200, In other words, the
Second Circuit would allow the USPS great leeway in the way it
accounts for overhead expenses and those costs which could be
classified as being incurred by several classes of mail.




indicate that, in the absence of market failures such as so-
called "natural monopoly® situations, competition among firms in
a free market most efficiently allocates resources and best
encourages growth and innovation.: A private firm normaily

has greater flexibility and more incentive to innovale and
reduce its costs than a quasi-governmental enterprise, like the
USPS. Quasi-governmental enterprises tend to be less concerned

about eccnomic efficiency.

The classic justification for government enterprise is that
the market cannot -- or will not -- provide a particular good or

service on its own. But many private entrepreneurs have tried

1 The evidence is particularly compelling in studies of

markets in which the government competes directly with private
suppliers of goods and services. See, e.g., Ahlbrandt,
“Efficiency in the Provision of Fire Services,"™ 16 Pub. Choice 1
{1973} (finding private firm provides goods at lower cost than
government agency); Crain & Zardkoohi, "A Test of the Property-
Rights Theory of the Firm: Water Utilities in the United
States,® 21 J.L. & Econ. 395 (1978) (finding higher operating
costs in publicly owned water utilities); Davies, "The
Efficiency of Public v. Private Firms: The Case of Australia's
Two Airlines," 14 J.L., § Econ. 149 (1971} (finding private
company more efficient than public firm): Lindsay, "a Theory of
Government Enterprise,® 84 J. Political Econ. 1061, 1965 {1976}
{determining government managers maximize self-interest by
producing output Congress is likely to value more highly than
consumers do}; and Peltzman, "Pricing in Public and Private
Enterprises: Electric Dtilities in the United States,” 14 J.L.
& Econ. 109 (1977) (finding that government-owned firms adopt
pricing policies that enhance their political support, not
consumer welfare).

11-381 0 - 82 -~ 17
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to deliver first-class mail items such as Christmas cards and
advertising posters -- and have done so at fates below those
charged by the USPS. Yet most have been driven out of business
by the USPS -- not by head-to-head competition, but through
court enforcement of the private express statutes.l In fact,

a number of firms legally deliver some of their own first-class
mail themselves more cheaply than the USPS would, ‘even though
they are hampered by rules that are designed to discourage such
delivery (e.g., prohibiting the firms from using part-time
employees for their deliveries).2 In addition, there are a
number of examples of private firms providing or preparing to
provide_cerfain mail services even before the USPS entered the
fie1d.3 sSince private firms apparently can and want to

provide a wide range of mail services, the assertion that some

~ form of market failure fully supports government énterptiée in

1 See, e.q9., United States v. Black , 569 F 24 1111

(10th Cir. 1978); cert. denied, 435 U.S. 944 (1978); United
States Postal Service v. Brennan, 574 F.2d 712, 716 (24 Cir.
1978); application denied, 439 U.S. 1345 (1978); cert.

denied, '§§§'u.s. 1115 (1978). Short of lawsuits, the USPS
also sends out warning letters to mail users, notifying them of
the possible unlawfulness of certain private mail services.

2 See John Haldi, Postal Monopoly: An Assessment of the

Private Express Statutes, American Enterprise Institute, 1974,
pp.27-28.

3 Express mail and electronic computer-originated mail
services are two such examples.
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the postal {ndustry may be viewed with a fair measure of

skepticism,

Poor performance is particularly likely from a monopoly,
suéh as the USPS has on first-class mail. There is ample
evidence, both theoretical and empirical, that monopolized

markets do not normally perform as well as competitive ones.!

The lack of competition for the delivery of first-class mail
specifically may reduce the USPS' incentive either to innovate
or to reduce its operating cests. Perhaps the best evidence
that innovation and lower prices would result from repeal of the
private express statutes is the USPS's experience with its
fourth-class parcel post mail. As of 1974, with about 200 years

of postal experience, the USPS shipped all of its parcels in

1.§gg, €.-9., F. M. Scherer, Industrial Market Structure
and_Economic Performance, 14-= {2d ed. 0}, for a

theoretical comparison of monopolist and competitive markets. A
number of Federal Communications Commission (FCC) decisions that
altered the monopoly conditions formerly prevailing in the
common carrier communications field provide empirical evidence
that competitive markets perform better than monopolized cnes.
The Chairman of AT&T, for example, testified that as a direct
result of the PCC's rulings, the Bell System companies were
forced to become more innovative and to deploy the results of
that innovation more rapidly. In addition, the prices Bell
charged were generally reduced and new policies reflecting more
cost-related pricing were adopted. See generally letter from
FCC Chairman R.E. Wiley to All Members of Congress on H.R.
12323, May 25, 1976.
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bags, which resulted in high breakage rates and handling costs.

- However, the United Parcel Service (UPS), a private competitor,
pioneered in mechanizing and containerizing the handling of
parcels. This innovation reduced breakage and lowered handling
costs, thereby enhancing the competitiveAposition of the UPS vis-

a-vis the USP_S.1 According to Haldi:

{Iln the area of containerization and
mechanization, it's reasonable to conclude that
free competition could not have resulted in less
innovation. . . . There are reasons for believing
that active competition [in first-class mail
service] wi}l simultaneously improve service and
lower cost.

Another telling example of the potential benefits of
competition is the success of private express mail seryicés.
_ Despite the threat of ‘suit by the US?S, numerous private a
carriers (called "codriers") developed in the 1960's and 1970's,

specializing in the rapid and reliable transportation of

1 rhe uses tried to learn from the. UPS's success by building

a one billion dollar bulk mail system to improve its handling of
parcel post mail. But that effort has been such a failure that
the General Accounting Office has suggested that the USPS write
the investment off as a loss. See Joel L. Fleishman, "Postal
Policy and Public Accountablility: Is the 1870 Bargain Coming
Unglued?" (Draft), Program on Information Resources Policy,
Harvard University, 1981, p. 94.

2 John Haldi, op. cit., pp. 47-48.
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commercial documents. In 1973, the USPS responded to this
innovation by establishing its own express delivery service
called "Express Hail.f But in 1974, the USPS attempted to
expand its postal monopoly to inclugde express mail services.
Political pressures, however, ultimately forced the USPS to
cease these efforts, and private express delivery services now

compete openly and freely with the USPS,

The classic economic argument in favor of a {regulated)
monopoly rests on the assumption that the firm in question is a
"natural monopolist." A natural monopolist is "a firm which is
the sole sellér and producer of a set of goods whose technology
makes single firm production cheaper than any other
alternative.'l But we have no convincing evidence that mail

service has this technological characteristic despite the

1 See John C. Panzar and Robert D. Willig, "Free Entry and
the Sustainability of Natural Mconopoly,® Bell J. of Econ.,
Spring, 1977, p.1.
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USPS's claims that it does.l Rather, it is apparent that the
USPS monopoly on first-class mail is substantially based on
criteria other than economic efficiency.2 If, in fact, the
handling of first-class mail were a natural monopoly, the USPS

-should not need the private express statutes

1 The USPS's assertion that postal services are a natural
monopoly because they exhibit substantial economies of scale is
at variance with the available evidence. For instance, an
emplrical study by the Post Office itself did not uncover _
economies of scale. See Bureau of Finance and Administration,

U.S. Post Office Department, Summary Report of Cost System
.Task Force on Incremental Costs (Washington, D.C., May 1970).

See also the review of studies in U.S. Postal Rate Commission,
"Economies of Scale in Postal Service"” by Leonard Merewitz
(August 30,1973, processed); and the review contained in the
Initial Decision, Docket R74-1, pp.78-90. No general economies
of scale were found in Rodney E. Stevenson, "Postal Pricing
Problems and Production Functions" (Ph.D. dissertation, Michigan
State University, 1973).

See also Sherman and Miller, op. cit. The Chief
Administrative Law Judge, in PRC Docket No. R74-~ 1, Vol. 1 p. 78,
also concluded that the existence of economies of scale was not
proven by the evidence at hand. Similarly, the Department of
Justice felt that there was “v1rtua11y no credible evidence that
this [i.e., economies of scale] is actually the case." See

U.S. Department of Justice, Changing the Private Express Laws
(1977).

2 See, e.g., George L. Priest, "The History of the
Postal Monopoly in the United States, "13 J.L. & Econ. 33, 33-
80 (1973).
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to protect its monopoly position.1 By definition,

competitors would not be able to provide the same quality of
service at the same or lower cost.2 Congequently, the USPS's
position would be secure without legal protection (making the
pPrivate express statutes superfluous) unless its monopoly
protection enabled it to price mail significantly above its cost
or it is inefficient (i.e., incurring unnecessary costs}. In
the latter case, removing the private express statutes weuld

likely improve efficiency and result in lower prices.

The preceding remarks do not suggest that there are no
beneficiaries of the current arrangement. Rather, economic

theory and empirical evidence suggest that from society's

1 Contrast the repeated attempts by private companies to

enter the market for first class mail with the lack of attempted
entries in some other fields possessing demonstrated economies
of scale (e.g., electric power distribution). Moreover, the
mere existence of a natural monopoly does not automatically
indicate a'need for a §overnment enterprise. See Demsetz, "Why
Regulate Utilities?,” J.L. & Econ. 55 {19687,

2 Under special circumstances, it is theoretically possibile

for an entrant to provide one of a natural monopolist's services
at a price lower than the most efficient price, in which case
the natural monoply is said to be "unsustainable.” See,

€.g9., Panzar and Willig, pp. 1-22. But we have no evidence

that the postal monopoly is unsustainable. In Ffact, Willig, who
has contributed significantly to this new research, indicates
his belief that "there is no evidence that the cost conditions
for that are present in postal services."” See Bruce M, Owen and
Robert D. Willig, "Economics and Postal Pricing Policy," Progranm
on Information Resources Policy, Barvard University, 1981, p. 10,
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perspective the losses associated with a statutory government
monopoly over fi;st-class mail may exceed the benefits derived
from it. Just such a judgment that the costs exceed the
benefits led the Justice Department and the Council on Wage ané
Price Stability, independently, to suggest that the private
express statutes be repealed in order ﬁo allow the entry of

private competitors into the market for first class mail.l

Need for a Study of the Postal Monopoly

Considering the strong presumption against the economic
efficiency of a government monopoly, it seems to me that the
burden of proof that the postal monopoly's benefits outweigh its
costs should be on those who support maintaining the private
express statutes. It should not  be assumed that the USPS is a
natural monopoly, in need of government action prohibiting
competitive entry, as the private express statutes effectively
do.2 It would seem illogical to allow the USPS, with both

the data (or the capacity to generate it) and the most to gain

1 See U.S. Department of Justice, Changing the Private

Express Laws (1977) and "Comments of the Council on Wage and
Price Stability Concerning the Private Express Statutes," Docket
No. R76-4, 1976.

2 Government protection would be necessary if and only if the
Postal Service is an unsustainable natural monopoly.
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by demonstrating the existence of such a natural monopoly, to
simultaneously avoid independent review of much of its data

while claiming the benefit of any doubt.

Where do we proceed from here? I think we obviously need
more information, and I think the USPS itself is the logical
candidate for providing it for two reasohs. First, the USPS
should have the incentive to prove that it is a natural monopoly
since it has already taken that posiiion publicly. Second, the
usps has easy access to and familiarity with the data that would

be needed for such a study.l

! pata thal would be needed to test an “unsustainability”
theory include the extent of complementarities in production
between the USPS* outputs, the substitution relationships among
its products' demands, and how the USPS' costs {including its
joint and common costs) vary with changes in its output. If
some of this data does not currently exist, serious considera-
tion should be given to generating it. I testified to that
effect in Docket No, R74-1. More recently, Clyde S. DuPont,
former Chairman of the PRC, has indicated that existing postal
data is inadequate. See Clyde 5. DuPont, "The Postal Rate
Commissigon,® in Sherman {ed.), Perspectives, op. cit.,

pp. 114-116.

The USPS's unwillingness to make its data available to
others has prevented other parties from examining the efficiency
of its operations. BAccording to the Department of Justice (in
1977), “there is no credible and reliable evidence at hand that
would permit public policy makers to reach an informed judgment
regarding the need, if any, to retain the private express
statutes.” See U. S. Department of Justice, op. ¢it., p. 27.

In fact, even the Postal Rate Commission (PRC} which is required
by law to review the USPS's rates, has sometimes had difficulty
(CONTINUED)
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'I believe that the USPS should be required to produce a
detailed empifical study of whether a strong economic justifi-
cation exists for continuing its statutory monopoly over first-
class mail.l All data used in this study should be made
public, and the report should be reviewed widely by various
experts.2 Should such an investigation fail to provide

strong economic justification for a continuation of the postal

(FOOTNOTE CONTINUED)

getting relevant data from the USPS. See, e.9., PP. 1-5 of
Appendix E to United States of American Postal Rate Commission,
Docket No, R80-1, Appendices to Opinion and Recommended
Decision, Volume 2, February 19, 1981. - This unavailability of
vital data regarding USPS functions has not been limited to
pricing matters alone. In December of 1981 the PRC even
suspended its ECOM docket because "[t]he USPS had clearly and
consistently refused to provide the Commission any information
on any substantive issue in the remanded ECOM docket." See
United States of America v. United States Postal Service,

Dec. ' r Po

1 This conclusion is consistent with the recommendations of
the Department of Justice and the Council on Wage and Price’
Stability. See U.S. Department of Justice, op. citi, and

. Comments of the Council on Wage and Price Stability, op. cit.
The need for such an investigation. is particularly compelling
considering that the USPS is the second largest U.S. utility
after ATsT and the largest commercial undertaking in which the
federal government is currently engaged. ’ )

2 I would suggest, as a matter of fact, that the USPS enlist’
the aid of numerous experts in the field in setting up its study -
methodology -- including those in the private commercial sector,
those at universities and at public policy centers, and even
those at other government agencies. .



263

monopoly, I would urge Congress to repeal the private express

statuies.

Effects of Repealing the Private Express Statutes

Let me now address, in a preliminary way, the likely effects
of repealing the private express statutes. Such a repeal could
have a dramatic effect on the market for first-c¢class mail. As
new firms enter the market, the existing uniform rate structure
would tumble. Although the Postal Reorganization Act of 1970
prohibits cross-subsidization of mail across classes, it does
not prohibit it within a class. For example, because the USPS
charges different first-class mail customers the same rate, even
though tﬁe costs of serving those customers differ, some first-
class mail is overpriced and thus subsidizes other first-class
mail. In fact, the USPS has stated that

if the Private Express Statutes were
repealed, private enterprise, unlike the
Postal Service, would be free to move into
the most economically attractive markets

while avoiding markets that are less
attractive from a business standpoint.

1 U.S. Postal Service, Statutes Restricting Private Carriage
of Mail and their Administration (B. Comm. on Post Office &
Civil Serv., 93d Cong., lst Sess., Comm. Print 1973} p.6.
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The USPS refers to this form of competition as "cream-~
skimming."l But despite its pejorative connotation, "cream
skimming"” is generally beneficial. The abiiity of a new market
entrant to provide a serv;ce at a price lower than the current
charge generally indicates that the current price exceeds the
cost of providing the service. Since economic efficiency
normally requires that a product's price be equal to the
marginal cost incurred in producing it,2 the existence of
"cream-skimming" opportunities suggests that current USPS
pricing misallocates resources. Repeal of the pr1vate express

statutes could help end this 1neff1c1ency.3

A category of first-class mail that could arguably be
charged a lower rate of postage is transaction méil, which
constitutes a significant portion of first-class mail. This
mail, which consisté mostly of bills, bank statements and so

forth, tends to be generated by a few, high-volume local

Ibid., p. 5.

2 See F.M. Scherer, op. cit., pp. 12-21.

3 Variation of first class postal rates, as would be expected
if the private express statutes are repealed, is not without

precedent in this country. A uniform rate was not introduced
until 1863. See Leonard Waverman, "Pricing Principles: How

Should Postal Rates Be Set?" in Sherman (ed.), Perspectives,

op. cit., pp. 9-10.
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business mailers {(e.q., ﬁanks, utilities, and department

stores) and their customers and to be delivered in high-density

areas. The delivery of this mail, which bears typed addresses,

is less oxpensive than delivering a letter addressed by hand (of
equal weight) over long distances between non-urban peints.

Yet, both types of mail currently are charged the same postage.

In a competitive market for first-class mail, consumers who use

lower-cost mail services would benefit from lower rates for

1

those services. Such differential rates would allow

tesources to flow to their optimal use.2

1 An efficient allecation of resources does not necessarily
require each item of mail to have a different rate. The cost of
the pricing system itself--both to suppliers and customers --
must be considered when determining the set of prices that will
maximize welfare. Yet, because there appear to be significant
cost differences related to delivering some mail, and a slight
variation from the present uniform rate structure would not be
expected to be too complex or costly to maintain, it is possible
that repeal of the private express statutes would lead to some
variation.

2 Any premium currently paid by some first class mailers

above the cost of that service is of concern not only because of
the direct effect such rates have on these users, but also
because business mailers can be expected to pass excessive
postal c¢osts on to their customers in the form of higher prices
for their products. Thus, there may also be a significant
indirect effect. In addition, just as underpriced mail will be
overused, overpriced mail will be underused and will ’
{inefficiently) divert resources to competing information
transfer systems. ’
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Repeal of the private express statutes is also likely to
reduce the transfer of income that is an implicit part of the
current uniform rate structure. Fér example, when rates are
uniform, non-urban long-distance first-class users seen (o
benefit at the expense of inéra-city'first—class users. Under a
competitive regime, however, one group of users would not be
forced to subsidize another group of users. Nor, for that
matter, could businesses be subsidized by any relatively
underpriced second-, third-, or fourth-class mail. Instead,

each type of mail would be expected to pay its own way.l

Repeal of the private express statutes could result in
relatively higher rates and/or reduced service for some'postal
users just as ‘it would likely result in lower rates and/or
improved service for dthers.‘ But any shifting of relative rates
and service would simply ensure that postal service prices '
reflect the costs of providing them. For society as a whole,
such changes would bfing about a more efficient allocatioﬁ of
resources. If it were felt that a particular type of mail, such
as rural delivery, should have its price discounted or its
service raised, then Congress could grant an explicit subsidy to

the users of that type of mail. An explicit subsidy of that

11 should be stressed that lower rates for business mailers
would redound to the benefit of consumers of those businesses,
as the savings in costs would be passed along.
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sort would likely fully mainlain current services at less cost
than the present structure entails. The deecision to allocate

such a subsidy properly belongs to Congress.l

Fears of significant reductions in rural service as a result
of repealing the private express statutes are largely
unfounded. VWhen regulation of the interstate trucking industry
was relaxed, for instance, service to small rural communities
was not abandoned, despite similar fears. The Interstate
Commerce Commission found that during the first six months
following passage of the Motor Carrier Act of 1980 (MCA} both
motor carrier service availability and quality were, for the
most part, unchanged in small rural communities.? Moreover,

even if repeal of the private expréss statutes did lead to the

1 1n the mid-1970's it was estimated that if there were no
charge at all for rural mail delivery, the out-of-pocket cost to
the USPS would be less than $600 million a year, or about 5% of
the USPS's total costs. See generally Hearings Before the House
Postal Facilities Subcom. on New Crileria for Small Post Office
Closings, 94th Cong., lst Sess. 17 {1975); Briefing by the
Postmaster General for the House Post Office and Civil Service
Committee, 94th Cong., lst Sess. ll (1975). Since this figure
was less than one half of the excess revenue that was thought to
be generated by first class mail at that time, the current
pricing system would appear to subsidize some non-rural mail
ggers as well, See U.S. Department of Justice, op. cit., p.

2 Interstate Commerce Commission, Office of Policy and
Analysis, Interim Report: Small Community Service Study, June
1981,
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closing of some rural postal offices, it is extremely unlikely
that postal services would ever be ended in those areas. More
likely, mail delivery in rural areas would continue but
residents'would have Lo travel farther to purchase stamps and to

undertake other transaclions at a post office.l

Repeal of the private express statutes might also reduce
first-class postage relative to other classes if revenue from
first-class mail is in fact presently used to subsidize other
mail classes -- an issue of some contention among the
experts.2 If so, and if the private express laws were
repealed, entering firms would likely compete away most or all
of any excess revenue that first-class mail earns, eliminating
(or at least reducing) USPS' potential to use those earnings to
subsidize other classes of mail. Thus,.if such ctosé;
subsidization does present1§ occur, repeal of the private
express statutes would likely lead to lower rates for first-

class mail relative to other classes of mail. Such a reduction

1 See Waverman, op. cit., p. 17. If this were considered
contrary to the public interest, it would seem more efficient
and equitable for Congress to provide a direct subsidy to
address the problem.

2 The relatively inelastic demand for first-class mail and
the postal monopoly may give the USPS the ability to use this
mail to subsidize other classes.
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in first-class rates, and an increase in other rates, would
bring postal prices more in line with the marginal costs of
providing each service, thus leading to enhanced consumer

welfare via a more efficient allocation of resources.

Cross-Subsidization and Its Effects

Although the Postal Reorganization Act of 1970 prohibits
subsidization across classes of mail, it has been alleged that
the USPS' approach to costing and pricing leads to such cross-—
subsidization (perhaps unintentionally) and the concomitant
inefficiencies associated with it., For example, the chief
administrative law judge in U.S. Postal Rate Commission Docket

“R74-1 (vel. 1, p. 13) concluded that
the Postal Service has become a tax-collecting
agency collecting money from first-class mailers
to distribute to other favored classes. Every
time a person pays 10 cents to mail a first-class
letter he is paying his appropriate attributable
cost plus his proportionate share of residual

cost, and in addition, he is contributinglalmost 2
cents to pay the costs of other services.

1 The USPS' recent decision to raise first-class letter rates
from 15 cents to 20 cents, rather than to 18 cents as the PRC
recommended, does little to dispel this criticism. This 33 1/3
percent increase, which only came about because the USPS Board
of Governors unanimously voted to overturn the PRC's
recommendation, far exceeded other rate increases. In fact, the
USPS actually reduced some other rates at the same time that it
was increasing the rate on first-class letters.
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Those who allege the existence of such cross-subsidization
typically argue that it results from the PRC's effort to
"attribute®™ and "assign"” USPé costs to the variops classes of
mail and from the discretionary manner in which the remaining
USPS costs are allocated. The USPS and PRC theméelvesvhave
disagreed over how the USPS' costs should be allocated, with the

. former favoring a larger discretionary percentage than the
latter. For example, in the most recent rate case the PRC felt
that 73.6 percent of USPS' costs were attributable or
assignable, while the USPS felt that only 59.3 percent of its
costs should be so allocated.1 This disagreement has reached
the courts. An appeals court in Washington, D.C., believes that
the PRC should allocate costs to the maximum extent possible
based upon actual expenses, while an appeals court in New York
has étated that the PRC could dekermine itsfrates half through
alloqation and half through other factors (i.e., by

d_iscretion).2 As you know, the U.S. Supreme Court recently

1 See U.S. PRC Opinion and Recommended Decision, Docket
No. R80-1, vol. 1, pp.5-7.

2 While less than 50 percent of costs were so allocated in

the first rate case, by the 1976 case the percentage had risen
to about 60 percent and in the 1977 case it exceeded 70
percent. See Sherman and Miller, op. cit., pp. 59-60.
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agreed to settle this dispute.1

One possible cause of the wide disagreement over correct
pricing of USPS services is the difficulty inherent in
determining appropriale prices when the same enterprise provides
a variety of services, as with the USPS, ' The presence of common
and joint costs {i.e. costs relating to the provision of twe or
more classes of mail service), which account for a large
percentage of total USPS costs, greatly complicates the setting
of rates. Any attemp!t to separate or allcocate common or joint
costs must be somewhat arbitrary and may not lead to optimal

pricing of the variocus classes of mail service.2

The validity of allegations that costs are or are not
‘correctly allocated would be .clearer if the USPS were to make
mofe of its data available for public scrutiny, as I recommended
earlier. Since the issue of pricing is very complex and there
is such a lack of agreement as to how it should be performed in

the postal area, there is need for additional study. However,

! see wWall St. J., op. cit., April 20, 1982, p. 12.

2 See Melvyn A. Fuss, "Cost Allccation: How Can the Costs
of Postal Services Be Determined,” in Sherman {ed.},
Perspectives, op. cit., pp. 30-46.
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the current dearth of good, publicly-available data poses

serious obstacles to any such endeavors.

E-Com and Its Effect on Private Electronic Message Services

Finally, I would like to make a few comments about the
Postal Service's provision of electronic message services. As
you are aware, Postal Service involvement in electronic message
services, particularly its recently-operational E-COM system,
has been quite controversial and the subject of numerous
administrative and judicial proceedings. The fundamental issue

is whether there is a need for the USPS to provide such services.

- Once agaiﬁ, our basic presumption is that goods and services
are best and most efficiently provided by independent firms .
operating in open and competitive markets. Government
intervention generally is jus;ified only by market failure. It
is against this principle that USPS ac;ivities should be ‘

measured.

The Postal Service's present service, E-COM, is a-.blend of

modern telecommunications and the traditional hand, delivery of
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mail. As a so-called "Generation 1I® service,1 E-CCOM
involves the use of common carrier telecommunications to send
messages in electronic form to alreceiving post office where
they are printed, stuffed into envelopes, and placed into the
first-class mail stream. While Postal Service delivery of the
stuffed envelopes seems clearly within its traditional role,
telecommunications and data processing are not. This new role
is especially difficult to justify in view of the desire and

ability of private firms to provide such services.

The telecommunications and data processing service sectors
today are characterized by rapid growth and innovation. Other
changes in industry structure apparently on the way as a result
of legislative and judicial actions are intended to increase
still further the opportunity for competition and innovation. A
wide range of information services are already being
competitively offered. For example, Generation I and II
services are being sold by Western Union, Tymnet, Graphnet,

Southern Pacific, and Telepost among others.2

1 The so-called "Geperation I® service involves a similar
system, except the message input is originally in hard copy form
and is converted to electronic form prior to transmission.

2 Further, the early indication is that E-COM is not
attracting usage at anywhere near projected levels. According
. {CONTINUED)
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A short step away from the present service is the so-called
"Generation III" service, which involves direct electronic
messages from sender to recipient. This service is already
being sold by a large number of firms, including AT&T, GTE-’
Telenet, General Electric, Tymnet, and a host of computer
services firms. Since it does not involve physical delivery of
hard copy, it cannot teasohably be argued that a Generation III
service is simply the traditional postal mission by more modern
means. Nonetheiess, private businesses perceive the Postal
‘Service as ready to offer this type of service1 Since the
Postal Service has no apparent justification for such
activities, I support the recommendations contained in the 1979
Presidentiél Review Memorandum on Postal Seréiqe Involvemen£ in

Electronic Mail Offerings that the Postal Service ‘be prevented'

(FOOTNOTE CONTINUED)

to one source, the reason is that the system is poorly designed
to meet user needs. "The Post Office's Electronic Turkey,"
Business Week, March 29, 1982, p. 35.

1 See, e.9., "Government Provision of BElectronic

Message Services,” Position Paper of the Association of Data
Processing Service Organizations, Inc., (ADAPSO), February 16,
1982, at 16.
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from offering end-to-end links or from building its own

transmission network.1

A related, albeit secondary, issue is the.manner in which
the Postal Service prices its electronic¢ Services, Although
cross-subsidization is ostensibly prohibited, there is a concern
that the Pbstal Service will, nonetheless, cross-subsidize its
electronic se:vices.2 These concerns are fueled by the fact
that E-COM fees are set at the level recommended over two years
ago-when the system's capital costs were estimated to be $7.4
million, although its subsequent contract with RCA calls for
USPS expenditures of at least $38.6 million, a sum more than
five times greater. Moreover, since the government stands
behind it, it may not be reasonable to view the Postal Service
as just another competitor iﬁ a competitive market, even if it
does price to cover its costs. Congress ﬁas required, for
example, that the Federal Reserve not only charge fees for its
commercial services to fully cover costs but alsc that it add an
adjustment to cover imputed taxes, profits, cost of capital, and

3

the like. If the Postal Service continues to offer

1 44 rFed. Req. 438929-30.
2 See, e.g., ADAPSO, supra, n. 3, at 19-22,

3 Monetary Control Act of 1980, Title I, Public Law 96-221,
Mareh 21, 1980,
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electronic services, such a requirement for E-COM might at least

make competition with the private sector more equal.
Conclusion

Allow me to sum up now by stating a few recommendations
regarding the Postal Service issues previously touched upon, and
to provide a "blueprint" of further options thét the Congress
may want to consider. I would like to make it clear that these
proposals, and this discussion, are by no means anti-USPS. I
fully realize that the men and women of the Postal Service
perform valuable jobs. My theme, instead, is that opposing
change and ignoring economic réalities in the postal realm would
not serve consumers nor the long-range interests'of the.USPS

itself.

First of all, it's absolutely clear th;t even if nothing
else is done, the USPS should bear the burden of demonstrating --
if it can -- that first-class mail service is indeed a natural
monopoly in need of legal protection prohibiting competitive
entry. In order to go about this task, Congress could require
the USPS éo conduct a thorough analysis of this matter subject
to full outside review of the study plan, data, and analyéis.

The mandate for this empirical study should be broad, covering‘
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not only the ¢oncerns mentioned earlier, but others, such as why
first-class mail is presumed to be a natural monopoly even
though second-, third=, and fourth-class are not. Moreover,
alternative ways of restructuring mail service {such as devising
more appropriate mail categories as the resuli of a functional

analysis of the mail) should not be overlooked.

Even if such a study affirms the existence of a natural
monopoly in first-class mail, Congress could consider other
actions to increase the accountability of the USPS and to
protect the interests of consumers. I have Lhree gspecific ideas
in mind here, although there may well be other possibilities.
First, Congress could restrict the ability of the USPS to set
the bounds of its own.monopoly‘by either statutorily defining
"letter,” or by providing increased oversight of USPS decisions

concerning their definitions.

Second, Congress could strengthen the power of the PRC to
provide a truly vigorous and independent check on decisions by
the USPS and its Board of Governors. I should tell you,
frankly, that I have doubts about the ability of any regulator
to do a perfect job. But if the PRC were given very direct
guidelines as well as requisite authority (e.g., powers to

initiate rate cases and to subpoena information), I think the
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situation could be improved. In sum, consideration could be
given tq whether the PRC has énough power, the right tools, and
the proper enthusiasm for overseeing the vast operations of the

usps. 1

Third, Congress could limit the USPS' ability to enter new
fields of service (such as the E-COM program) without PRC
apéroval and/or Congressional authorization. The expansion of
USPS activities in direct competition with the private sector
when there is no compelling need for such expansion should not
be countenanced. Moreover, in the interests of promoting
competition and protecting the consumer, I see little reason for
ever granting USPS a legal monoploy in such new types of service
unless it is Able to provide‘combelling evidence why such a

-

monopoly would be.in the public interest.

1 Two especially striking anomalies about the PRC's current
status are worth mentioning. First, as Roger Sherman testified,
although many of the relevant issues confronting the postal
domain need sophisticated economic analysis, "...there is no
Chief Economist at the Postal Rate Commission, and no extensive
capacity to conduct economic analysis.®” (Sherman Statement
Before the Postal Operations and Service Subcommittee and the
Postal Personnel and Moderization Subcomittee of the Committee
on Post Office and Civil Service, United States House of
Representatives, March 18, 1982, p.6). Second, as the U.S.
Justice Department study, op. cit., pointed out at p. 23:

"The PRC is the only regulatory body whose annual budget derives
from and is reviewed by the entity that it regulates (with the
exception of the Ohio State Utilities Commission).”
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There are, of course, more extensive changes that the
Congress c¢could consider. Although I L@ink any decision on these
further measures should be deferred pending completion of the
study mentioned earlier, the most obvious pessibility would be

to repeal the private express statutes.

As described above, this move would likely have several
effects. First, it would eliminate the problem of interclass

cross-subsidies {i.e., from first-class to other classes),

since the USPS would no longer have the capability of charging
well above costs without losing first-class mail business to the
new competitors. Second, the new competition would 1ikefy drive
the cost of first-class mail down relative to other classe;iof
mail, to the benefit of consumers. Third, rural users might
have to pay somewhat more for somewhat less service relative to
other users of first-class mail, unless Congress chose to
subsidize rural mail éervice directly. A direct subsidy would
likely cost less than the present hidden one. Finally,

repealing the private express statutes would essentially force
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the USPS to reform its rate structure and improve its operations

or go out of business.1

Mr. Chairman and Members of the Committee, this concludes my
prepared statement. I would be happy to respond to any

questions you might have.

1 An even more extensive change would be to deregulate postal
service totally by spinning the USPS off into the private
sector, with no government link and no statutory barriers to
competition. Such a move would have the advantages of ending
all governmentally-induced inefficiencies in costs and in
pricing. Of course, such an action should not be adopted
precipitously.
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Senator Symms., Thank you very much for a very excellent state-
ment, Mr. Miller, I think that that will be very helpful to us. I was
particularly interested in your statement about the burden of proof
lying with those who want to keep tiie monopoly as opposed to those
who want to repeal the monopoly. .

I was quite interested that Senator Goldwater’s statement takes the
opposite point of view that you have taken on that. He thinks the
burden of proof lies with those who wish to modernize the first-class
statute monopoly.

We submitted his statement earlier this morning. The Postmaster
General, Mr, Bolger, in his very helpful testimony this morning stated
the Postal Service does not want to enter Generation 111 service.

Can the Postal Scrvice avoid further E-COM involvement, consid-
ering the fact that business mail makes up over 80 percent of its first-
class volume ¢

What I'm getting at is how arc they going to avoid further involve-
ment—I mean they don’t want to get into that business and Mr. Bolger
thinks the Generation 111 service should stay in the private sector.

But he doesn’t think that it is going to mean that there still won’t
be more letters to carry and an opportunity for them to have plenty
of business to keep afloat.

How would you view that? How are they going to avoid getting
into that if they are going to stay in business?

Mr, MiLLer. An interesting point is that here we have an industry
in which there is beginning to be rapid technological change, and any
industry either has to keep up with technological change or else sup-
press it. And suppressing 1t 1 think generates substantial costs to con-
sumers, Whether Generation 111 or other E-COM-type operations
would supplant the traditional volume of letter-type first-class mail, I
don’t know. I have seen estimates pro and con. 1 don’t feel sufticiently
knowledgeable of that particular point, though, Senator, to give you a
definitive answer.

Senator Symys, Mr. Murphy of the Civil Aeronautics Board testi-
fied this morning concerning the deregulation of airlines.

Would you think that the airlines could be a valid model for the
deregulation of the private express statute?

Mr. Mimer. In a2 way—not only the airlines but the trucking
industry.

Senator Symms. What are the strengths and weaknesses of those
two models?

Mr. Mirier, In both cases, it was alleged that smaller communities

would have a disappearance of services if there were deregulation.
Now, frankly, especially with the effects of the rapid rise in the price
of jet fuel, there has been some diminution in the service—airline
service—to local communities. But this was predictable given the
circumstances, it seems to me.
. Senator Syarums. On that point, though, if it weren’t for the flexibil-
1ty that we now have in the airlines, do you think the CAB would
have been able to respond rapidly enough to keep several of the air-
lines? We might have more than Braniff close down.

Mr. Micrer. That’s a very good point because frankly if it were not
for the flexibility of moving 1n and also the flexibility of moving out,
doubtless we wouldn’t have had as many new airlines starting up this
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local kind of service. Interestingly, the restraint on moving out on the
airlines was also a restraint on moving in because you didn’t want to
get into a market unless you knew you could get out if your test did
not work out.

By increasing the risk of substantial loss, a barrier on exiting was a
costly obstacle to entering service.

In the case of the trucking industry, it was alleged with trucking
deregulation, small communities would lose trucking services. But the
Interstate Commerce Commission’s own studies of the effects of truck-
ing deregulation show that small communities’ services have not been
impaired to small communities.

And in both cases we heard, I think, the argument that if it ain’t
broke, don’t fix it. Essentially that is another way of saying the burden
should be on the people who would propose deregulating those indus-
tries,

Here, I do very respectfully disagree with Senator Goldwater.
Especially in these modern times with all the evidence of how well
competitive services could be provided, I think the burden should be
on those who want to maintain the private express statutes.

Senator Syams. I think that’s an excellent point and I hope that you
are heard more on this issue, and I hope the news media recognizes
that burden of proof.

T’m happy to have your testimony. It was an excellent, statement.

Thank you so much, Mr. Miller. It was nice to have you here before
the subcommittee.

Mr. MirLer. Thank you, sir.

Senator Symms. The next panel is Professor Adie, economist, Uni-
versity of Ohio; Professor Jeffrey Perloff, economist, University of
galilfornia; and Mr. David Boodman, vice president of Arthur D.

ittle.

In view of the fact that Professor Adie has an aircraft to catch
at 3:15, I think we ought to let him testify first.

Where’s that—National Airport?

Mr. ApE. Yes.

Senator Symwms. You shouldn’t have any trouble if you leave here at
2:30. You should be all right.

So please go right ahead.

STATEMENT OF DOUGLES K. ADIE, PROFESSOR OF ECONOMICS, 0HIO
UNIVERSITY, ATHENS, OHIO

Mr. Apik. Senator Symms, members of the subcommittee, I want to
thank you for the invitation to testify before you today.

" My name is Douglas Adie, I am a professor of economics at Ohio

University in Athens, Ohio, which is a small university town in the

foothills of Appalachia. I'm also a George C. Bennett Professor of

Economics at Wheaton College, Wheaton, I11.

T'm the author of a book on the Postal Service wage rates published
by American Enterprise Institute and an updated paper also pub-
blished in a series of papers by the American Enterprise Institute.

As an economist I am concerned that the information that has been
obtained on the Postal Service be disseminated. As a private person
I am outraged at the legalized exploitation of the public by the
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Postal Service on behalf of its workers. Let me hasten to add that as
a private postal customer I still receive good postal service, and I
hope after my testimony I continue to.

My testimony will be in three areas: On wage levels, the wage
schedule and efficiency in the Postal Service, and 11 modest proposals.

First, with respect to Postal Service wage levels. The Postal Service
1s a $24 billion-per-year operation, 85 percent of which goes to pay the
wages, salary, and benefits of some 650,000 employees.

This works out to an average of roughly $31,000 per year per
employee for wages and benefits. A number of economists, including
Sharon Smith, Jeffrey Pereloff, and myself have studied wages of
Postal Service employees. Sharon Smith compared what workers of
similar skills and characteristics received inside and outside the Postal
Service, Jeffrey Perloff performed similar comparisons with workers
in the Postal Service amf workers in other industries, and I have com-
pared wages that Postal Scrvice workers receive with what the Postal
Service would need to pay to be able to adequately staff its positions.
And I analyzed the quit-rates in doing this.

The outstanding uniformity of conclusions from these studies using
diverse data and techniques cannot be ignored. Sharon Smith’s results
for the late 1970’ indicate the Postal Service workers are overpaid by
about one-third. My results for 1972 indicate that wages of Postal Serv-
1ce employees were in excess of between 33 and 48 percent.

More recently Jefl Perloff, whom I think you will hear from later,
using regressions for employees with given levels of skill and educa-
tion, show that Postal Service workers get over 33 percent more than
they would get elsewhere,

This wage premium is simply a reward for managing to secure a job
in the Postal Service rather than another industry. Perloff has sug-
gested that this premium has risen from 29 percent in 1970 to 49 percent
in 1980.

Wages, salaries, and benefits in the Postal Service are excessive in
relation to personal characteristics of workers, pay in other industries,
and the wage level necessary to attract and maintain a competent work
force. This differential may be nearing a danger point in a recession
economy and is capable of triggering a public reaction.

With respect to the wage schedule and efficiency of postal operations,
a wage scale can provide an important incentive in a large enterprise,
encouraging them to work harder and learn new jobs in the hopé of
promotion, as long as more difficult jobs are differentiated by higher
pay.

Unfortunately, this is not the objective of Postal Service wage scale.
The Postal Service wage scale is composed of 11 levels, each having 10
to 12 steps. Each occupation is assigned to a level depending on the
degree of difliculty und responsibility.

Unfortunately, the pay range over these levels has been compressed
from 68 to 30 percent, decreasing the incentive to aspire to more difficult
occupations, In each level higher steps are attained solely through
seniority. As a result of reorganization, the time required to reach the
top step was shortened from 21 years to 8 years, indicating annual pay
raises from seniority of approximately 3-percent-per-year for the first
8 years of employment,
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If a postal worker opts for a new occupational category with a higher
level before progressing through too many steps in the formal level, he
would get a wage increase. In a relatively short time, however, because
of step increases, postal workers can be earning more than the begin-
ning salary.of a job two or three levels higher, and so have little incen-
tive to seek a promotion.

If a postal worker has the good fortune of having his occupation
reclassified to a higher level—as most workers did on October 7, 1967—
he will receive a pay increase.

This phenomenon, which consists of raising the pay level of a partic-
ulay job without upgrading the responsibilities, is common in the Fed-
eral civil service and is called grade creep. There is little or no wage
distinction or possibility of promotion within an occupation to differ-
cntiate more difficult assignments or higher degrees of skill, because all
tho jobs within a craft are salaries at the same level. Neither is there
any practical financial incentive to improve efficiency on the job. Only
seniority yields better working conditions, preferable tours of duty,
and step increases.

This arrangement discourages employees from volunteering for
more responsible positions. In fact, within a job at a particular level,
employees often bid off successive assignments until they reach the
caslest assignment for which they are eligible.

While the vast majority of American workers do not have cost-of-
living provisions in their work contracts, postal workers receive auto-
matic cost-of-living adjustments or COLA wages increases, when the
consumer price index increases.

Additional compensation through the use of paid and unpaid ab-
sences and the use of overtime—which are related—the General Ac-
counting Office found in three large post offices that time away from
work averaged 50 days per employee per year, 40 of which were paid,
10 unpaid.

Employees can earn up to 26 days of annual leave per year based on
years of service; 270,000 employees earn 20 days, 230,000 earn 26 days.

The Postal Service uses overtime to cover fluctuations in workload
and to replace absent employees. Employee absences have a cost in
salary for earned leave taken and in overtime to replace absent
employees.

Collective bargaining agreements provide employees with rights to
use annual leave, but 20 percent of total absences were unscheduled
and not being monitored by management. These unauthorized or im-
proper use of absences constitute uncontrolled wage increases for em-
ployees being paid for absences and overtime paid for those filling in.

Finally, postal employees receive increases when there’s a general
across-the-board increase due to collective bargaining.

To summarize the wage schedule, there are seven ways a postal
employee can receive wage increases, namely, through promotion to
higher levels—grade creep—step changes, costs-of-living adjust-
ments, paid leaves, overtime, and bargain schedule increases.

Two things can be learned from an examination of the wage system :
First, there are so many ways workers can receive increases that con-
trol over wages is practically impossible. )

Second, the system is devoid of any incentive to the efficient use of

“labor. In the place of a wage incentive system, the Postal Service 1s
designed to run in a mechanical way, according to the Postal Manual.
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The manual -defines relationships, procedures, and attitudes; and
confers authority to organization of units to perform the duties and
responsibilities assigned to them.

It’s a self-contained guide containing all foreseeable contingencies,
Nothing is to be done without specific authority; any deviation from
the manual ordered verbally must be confirmed by a written order.

Positions are standardized, initiative is not encouraged nor effort
rewarded. The work environment is impersonal.

Inequities exist between regular employees and temporary or sub-
stitute employees, between big city and rural employees, and between
demanding occupations such as complicated steam clerks and other
less demanding skills. First, regular employees have been successful
in enhancing their jobs at the expense of temporaries or substitutes,
which are given the most disagreeable work. This situation works
like initiation ordeal and mitigates efficient operations, in addition to
being unfair. Elimination of these classifications by reducing the job
security of regulars and utilizing temporaries and substitutes, when
their use proves more cfficient, would be a good beginning,

With now regional differentiation, postal employees in high-cost-
of-living areas in big cities, where market conditions suggest higher
wages, receive the same compensation as those in small towns and
other rural low cost-of-living areas, where market conditions suggest
lower wages.

Finally, distribution clerks with complicated schemes have difii-
cult jobs and may not be compensated adequately, whereas most un-
skilled jobs are more than adequately compensated.

The only source of discipline for the Postal Service at present is the
Postal Rate Commission, and their power has been severcly limited
by two provisions. First, the assignment of responsibility for rates
only has led them into a preoccupation with the assignment of rates
for different types of mail based on costs and has clouded the more
important issues of overall efficiency and optimal wages.

Second, the acceleration of the ratemaking process which imposed
a 10-month limit on rate deliberations by the Postal Rate Commission
has a provision that the Postal Service put temporary rates into effect
without Postal Rate approval for up to 150 days. This removed the
Postal Service from the discipline of the Postal I%a,te Commission.

The Postal Service is a bureaucracy under no one’s control. Tt pays
its employees whatever it will and may pile up unlimited debt. In'a
search for a source of discipline for the Postal Service, Congress gave
up trying to handle wage and ratemaking in the reorganization. The
Postal Rate Commission has failed because they lack any real power.
The courts have failed because they’re not equipped for making busi-
ness decisions. Only the market, as represented by the repeal of pri-
vate express statutes, has not been tried. And this is the only viable
policy alternative, unless ultimate folly is committed and electronic
transfers are placed under the statutes.

It’s a matter of time before the clectronic revolution diverts first-
class traffic from the Postal Service. More and more bills and payments
of bills will be shifted to computers connected by telecommunications.
Home computers with print capability connected by telephone will
divert first-class mail. Ever-increasing postal rates and widespread
availability of lower-cost technological alternatives will divert busi-

11-341 O - 82 - 19
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ness from the Postal Service. If this is not reversed, we may experi-
ence salvation from the Postal Service problem.

However confident of the ultimate outcome, instead of waiting for
the situation in the interim to worsen, events to overtake us, and much
folly to be perpetrated, I would propose that a series of actions be
taken which will lead to the repeal of the private express statutes and
denationalization of smaller, specialized and more streamlined Postal
Service which would occupy a useful place in the private sector.

I recommend the following 11 proposals:

One, increase the interim surveillance powers of the Postal Rate
(Commission ;

Two, eliminate the Postal Service’s rate to borrow through the
Treasury;

Three, eliminate the Postal Service right of eminent domain;

Four, prohibit the Postal Service’s entrance into electronic trans-
fers until after denationalization, but encourage the provision of
auxiliary services to other communications companies;

Five, reduce service to 5 days a week;

Six, close inefficient post offices;

Seven, encourage the Postal Service to contract for services with
private companies when costs can be reduced ;

Eight, repeal the private express statutes;

Nine, phase out congressional appropriations;

Ten, phase in taxes at all levels;

Eleven, denationalize the Postal Service and eliminate the Postal
Rate Commission.

Thank you very much.

[The prepared statement of Mr. Adie follows:]
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Preparep StateMeNT oF Dovcras K. Aprg?
Senator Symms, Members of the Subcommittee and staff: ‘thank-you
for the invitation to testify before you today, My name is Douglas
Adie. I am professor of Econcmics at Ohio University, Athens Ohio
and George C. Bennett Professor of Economics’ at Wheaton College,
Wheaton Illinois. I am the author of a book entitled An Evaluation

of Postal Service Wage Rates published by the American Enterprise In-

stitute and 3 more recent paper also published by the American Enter-
prise Institute entitled, "How Have Postal Horkers Fared Since The
1870 Act?" 1 anm currently working on a monograph with James Campbell
for the CATO Institute entitled "An Evaluation ;f the ldea of a Nation-
al Post Office and National Postal Menopoly, ™

As an economist I am concerned that information that has been
obtained on the Postal Service sometimes with difficulty be dissemin-
ated and taken into accoﬁnt in the formulation of Postal policy. As a
private person I am outiaged at the legalized exploitation of the public
by the Postal Service on behalf of its workers. Let me hasten to add
that as a private postal customer I stili receive good local postal
servite and hope that it continues. My testimony will be in three areas:
1. Wage levels
2. The Wage Schedule and Efficiency
3. Eleven Modest Proposals.

In fhe first section I will evaluate the average level and trend of
wages in the Postal Service on the basis of current research, including

my own. In the second section I analyse the wage schedule, the seven

i pre itness and d¢ not
lews and opinions expressed here are those of the w
:E:e:sarily refiect thcsgpot the institutions or individuals connected )

vith the institutions with which the witness is affiliated,
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ways postal employees can receive wage increases and the incentives or
lack theréof for the efficient use'of labor services. In the final
section I make eleven "modest proposals" for reforming the Postel Ser-
vice. These are eleven issues that need to be facea in taking the Postal
Service from the government run monopoly that it was under the Post Office
Department to a private profit-making business functioning independenily
in a competitive economy without special pr;vileges. I believe that
changes in this direction are inevitable and will be better for tax-
payers, the government, postal managers, postal workers, and postal
customers; and so should be viewed‘poéitively by all parties concerned.
It is then in this spirit that I givé this testimony.

The Postal Service is a $2b bil./yf, operatioﬁ, 85% of which goes to
pay the wages, salaries And benefits of some §50,000 employees. This
works out to an average of over $31,000. (31,384,61) per year per empl-—i
oyee for wages and benefits. A number of economists including Sharon
Smith, Jeffrey Perloff anﬁ myseif have séudied wages of Postal Service
employees. Sharon Smith compared what workers with similar skills and
characteristics received inside and outside the Postal Service; Jeffrey
Perloff performed similar comparisons with workers in the Postal Service
and workers in other industries. By analysing quit rates I'compared the
wages that Postal Service workers received with what the Postal Service
would need to pay to be able.to adequately staff its positions.

The astounding uniformity of conclusions from these studiés using
diverse data and teéhniques cannot be ignored, Sha?on Smith's resu1t§

(the late 1970's) indicate that. Postal Service workers were
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overpaid by about one-third. My results for 1972 indicate that wages
{ Postal Service employees were in excess of what the PS needs to
pay by between 33 and 48 percent, ﬁcreArecently Jeff Perlcff using
regressions for employees with given levels of skill and education
showed that Postal Service workers get over 33% more than they would
get elsewhere. This wage premium is simply a reward for managing to
secure a job in the Postal Service rather than another industry,
Perloff suggests that this premium has risen from 29 percent in 1970
to 39 percent in 1980,

Wages, salaries anﬁ benefits in the Postal Service are excessive
in relation to personal characteristics of workers, pay in other in-
dustries, and the wage level necessary to attract and maintain a
competent work force. In a recession ecoromy this differential may

be nearing a danger point and is capable of triggering a public reaction.

II. The Hage Schedule and Efficiency of Postal Operations

By encouraging an employee to work harder and learn new jobs in the
hope of promotion a wage scale can provide an important incentive for
workers in a large enterprise as long as more difficult jobs are dif-
fﬁrcntiated by higher pdy. Unfortunately this is not the case with the
Postal Service wage scale. The Postal Service wage scale is composed of
eleven levels, each having 10 to 12 steps. Each occupaticn is assigned

1o a level depending on the degree of difficulty and responsibility.
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Unfortunately the pay range over these levels has been compressed from
68 to 30 percent, decreasing the incentive to aspire to more difficult
occupations. In each level, higher steps are attained solely through
seniority. As a result of reorganization the time required to reach
the top step was shortened from 21 years to 8 yeérs, indicating annual
pay raise§ from seniority of approximately 3 percent per year for the
first 8 years of employment.

If a'postal worker opts for a new occupational category with a
" higher level before progressing through too many steps in the former
level he wili get a wage increase. .In a relatively short time, how-
ever, because of step increases postal workers can be earning more
than the beginning salary of a job two or three levels highér and so
have little incentive to seek a promotion. If a postal worker has
the good fortune of having his occppation reclassified to a higher
level as moét workers did on Oct. 7, 1967;'he will receive a pay in-
ciease. This phenomenon which consists of raising the pay level of a’
particular j;b without upgrading the responsibilities is common in the
Fedgr;l Civil Service and is called "grade creep."

There is little or no wage distinctioﬂ or possibility of promotion
within an occupation to differentiate more difficult assignments or-
higher degrees of skill because all the jobs within a craft are salar-
jed at the same level. Neither is there any practical financial‘incen-
tive to improve efficiency on the job. Only seniority yields.bettér

working conditions, preferable tours of duty, and step increases.
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This arrangement discourages employees from volunteering for more res-
ponsible positions., 1In fact, within a j;B at a particular level, empl-
oyees often "bid off" successive assignments until they reach the easi§st
assignment for which they are eligible,

While the vast m3jority of American workers do not have cost-of-
living provisions in theip wage contracts, postal workers receive aut-
omatic cost of living adjustments or COLA wage increases when the con-
sumer price index increases, Additional compensation is received through
the use of paid or unpsid absences and the use of overtime which are
related., The General Accounting Office found in 3 large post offices
that time away from work’averaged 50 days/employee/yr, 40 of which were
paid; 1o, unpaid. Employees can earn up to 26 days of annual leave per
year.based on years of service. 270,009 employees earn 20 days;

230,000 earn 26 days. %he Postal Service uses overtime to cover fluc-
tuations in workload and to replace absent employees. Absentee employees
incur additienal costs insalary for earned leave taken and in overtime

tc replace absentee employees. Collective bargaining agreements provide
employees with rights to use annual leave but 20 percent of total ébsen-
ces were unscheduled and nct even being monitored by management, These
unauthorized or improper uses of absences constitutes uncontrolled wage
increases for employees being paid for absences and overtime pay for
those filling in,

écstal employees alsc receive increases when there is a general

across the board pay increase due to collective bargaining. To summarize
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there are seven ways a postal employee can receive wage increases:
namely, 1promotions to higher levels, 2"gr-ade creep", 3step changes,
uCOLA, 5paid leaves, 6overtime, and 7bargained schedule increases.
Two things can be learned from an examination of the wage system:
first, the system is devoid of any incentive to use labor efficiently.
Second, there are so many ways workers can receive increases that
control over wages is practically impossible.

In the place of a wage incentive system the Postal SerQice is
designed to run in a mechanical way according to the postal manual.
The manual deflnes relationships, procedures, and attitudes and confers
authority to organizational units to perform the duties and respon31b-
jilities assigned to them. ‘It is a self-contained guide covering all
foreseeable contingeneces. Nothing is to be doﬂe without specific
authority. Any deviation from the manual ordered verbally must be con-
firmed by a written order. - P051tlons are Standardlzed initiative is
not encouraged nor effort rewar@ed; the work environment is impersonal.

Inequites exist between regular employees and temporary or substit-
ute_employees, between big city and rural employees and between demand-
ing occupations such as.complicated scheme clerks and other less demand-
ing skills. Firét regular employees have been successful in enhancing
their jobs at the expense of "témps" and "subs" which are given the most
disagreeable work, This situation works like an initiation ordeal and
mitigates against efficient operations in addition to being unfair..

Elimination of these classifications by reduzing the job seturity of
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regulars and utilizing temporaries and substitutes when their use proves
more efficient should be encouraged.

With no regional differentiation, postal employees in high cost-of-
living areas in big cities where market conditions suggest higher wages,
receive the same compensation 2s those in small towns and other rural
low cost-af-living areas where mar}ct conditions suggest lower wages.
Finally distribution clerks with complicated schemes have difficult jobs
anrl may nét be compensated adequately whereas most unskilled jobs are
moée than adequately compénsated.

What kind of encouragement can be given to the Postal Service to
incline them to make hard decisions? What kind of discipline exists to
make them pay for their miétakes and straighten out their house? This
is a major problem.

The only source of discipline for the Postal Service at present is
the Postal Rate Commission and their power has been severely limited by
two provisions: first the assignment of responsibility for rates only
has led them intc a precccupation with the assignment of rates for dif-
ferent Types of mail based on costs, and has clouded the more important
issves of overall efficiency and optimal wages: second,.the acceleraticen
of the rate-making process, which imposed a ten month limit cn rate del-
iberations by the Postal Rate Commission had a provision that the Postal
Service could put temporary rates into effect without Rate Commission
approval for up to 150 days. This removed the Postal Service from the

discipline of the Postal Rate Commission,
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III. Summation Recommendations, and Eleven Modest Proposals
A The Pos;al Service is a ‘bureaucracy under no cne's control, It ;ays
its employees whatever it wills and may pile up debt without apparent
limit. In the search for a source of discipline for the Postal Service,
Congress gave up trying to handle wage and.rate-making in the Reorganiz-

. ation; the Postal Rate Commission has failed because they lack any real
povwer; the courts have failed because they are not equipped for making
business decisions. Only.the market as represented by repeal of the
Private Express Statuteshas not been tried and this is the only viable
policy alternative unless ultimate folly is committed and electronic
transfers are placed under the statutes.’

It is only a matter of time before the electronic revolution diverts
first class traffic from the Postal Service. Home c;mputers wi;h print
capability connected by telephone will divert fi;st class mail. More and
more bills and payments of bills will be shifted to computers connected
by telecommunications. Inc;easing‘postal ?etes and the widespread availa-
bility of lower-cost technological alternatives will divert business from
the Postal Service. If this process is not reversed and there is no
reason now apparent that it‘will be, we will experience éalvation from the
Postal Service problem.

However, confident of_the ultimgte outcome instead of waiting for the
sitvation in the'inferm to wo§§en, events to overtake us and much folly to
be perpetrated? I would propose that a séries of actions be takeé which
will lead to the repeal of the Private Express Statutes and denationaliz-

ation of a smaller more efficient, specialized and streamlined Postal Service,
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which would occupy a useful place in the private sector.

In pursuit of this goal, I recommend the following proposals:
1. Increase the interim surveillance powers of the Postal Rate Com-
mission, X

Until Repeal and denationalization are completed there neceds to
be some discipline on the Postal Service te move it internally in the
right direction. The Postal Rate Commission is the most ligely can-~
didate to do this.
2. Eliminate the Postal Service's right to borrow through the Treasury.

Up to the present the Postal‘Servicc has borrowed in excess of $5
bil, througﬁ the Treasury. This represents liabilities to U.S. tax-
payers. This sourée of funds should be cut off immediately to make
“the discipline efféctive, to protect taxpayers and to put potential
lé;ders on notice that the U.S. Treasury does not guarantee Postal
Service debt instruments. :
3. Eliminate the Postal Service's right of cminent domain.

This is an antiquated right which is not needed and should be
terminated immediately, .
4. Prohibit the Postal Service's entrance into electronic transfers
until after denationalization, but encourage the provision of auxiliary
services to other ¢ommunications companies.

Exéending the postal mogopoly over electronic transfers would be
disastrous for the communications business. Allowing the Postal Service

to subsidize electronic transfers would slow down the growth of legitimate
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- cost efficient firms in this area. Prohibiting the Postal Service from
subsidizing electronic transfers while allowing them to provide the
service would be impossible to adequately monitor and discipline under
present circumstances.

The Postal Service, however, might provide a useful service if it
‘acted as a clearinghouse between separate companies. After full denat-
ipnalization however, it should be allowed to compete on any basis for
an& business.

5. Reduce service to 5 days a week and close inefficient post offices.

While these will undoubtedly be unpopular with many groups, ways
must be found to reduce the size of the Postal Service, streamline its
operations, and prepare it to show a profit.

6. Encourage the Postal Service to contract for services with private
companies when costs can be reduced. '

At present the Postal Service contracts with private carriers té
transport mail, entrepreneurs to run postal stations and star carriers
to deliver mail. This form of felationship should be considered at all
levels and implemented when cost effective. It gives management more
confrol over costs and operations.

7. Allow the Postal SerQice to retain.profits and accumulate surpluses.

This is necessary to prepare for private ownership.

8. Repeal the Private Express.Sta?utes.

This is the most important discipline to the efficient ogeration

of the Postal Sefvice, whether privately or publicly owned. | .

9. Phase out Congressioﬁal apprépriations.
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Plans for this have already been laid, The timetable needs to be
followed,

10. Phase in taxes at all levels,

This is necessary for the Postal Service as an independent private
corporation tec compete on equal footings with other private corperations,
11. Denationalize the Postal Service and eliminate the Postal Rate Come
mission.

While not designed to be complete, nor to be followed in exact
sequence these are I believe the major decisions that need to be made

in reprivatizing the United States Postal Service.

Thank ycu again for the opportunity of addressing you.
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Senator Symms. Thank you very much, Professor Adie.

I take it you are not—advocating 5-day mail service and closing
private post offices, you don’t have any intention in the near future
to run for Congress in a rural area, I guess. [Laughter.]

Mr. Apik. I most certainly do not have any intentions in that area.

Senator Symms. How are your comparisons on wages and benefits
made, because you made some pretty strong statements there? You’re
not comparing apples and oranges, are you?"

Mr. Apie. Well, in my book, “An Evaluation of Postal Service Wage
Rates,” which looks at Postal Service wages in the 1960’s and early
1970’s, I base the analysis on a comparison of quit rates in the economy
as a whole and in the Postal Service. And the analysis went briefly
along the following lines: That quits represent a cost to the company.
When its employees quit, it has to recruit new workers, has to train
them, has to put them on the job, and it has to suffer through the -
initial less-than-acceptable work service, until they are ready to take
their place as true employees, and that this cost should be important.
And in the private economy, what happens is that wages are set pri-
marily where the costs of recruiting and training and replacing work-
ers is balanced with the increased costs of wages for the workers who
are working. :

In other words, by altering wages, they can actually control the
quits. And in the Postal Service, we notice that quits are at extremely
Jow levels, 1.1 to 1.8 percent a year. And if you take a look at regular
employees, those that have the job security, the quit rate is even lower
than that. And this is sort of the tipoff, the indicator. And on the other
hand, when job vacancies are advertised, you get a literal flood of ap-
plications from over qualified people. And this is sort of the basic
information:

“Senator Symus. This morning Postmaster General Bolger testified.
He made the statement—I-don’t know whether you were here—that
today’s pay scale is a result of artificially low wages in past years; and
that they have only recently achieved parity with private sector
counterparts.

~ Now what you’re saying here is that that’s not true. :

Mr. Apre. 'm saying that’s not true. I'm saying as early as 1972,
Postal Service wages were approximately one-third in excess, one-
third above what they needed to be to staff their jobs adequately.

Senator Symwms. One-third ¢

Mr. Apie. One-third.

Senator Symms. Are you saying that is still the case?

Mr. Apre. T think that has increased since then.

Senator Symus. Forty percent. What can be done to correct that
Jack of incentives and standardize bureaucracy in the Postal Service?
Is it going to take more than just a little tinkering internally? When
you say “denationalize it,” I take it you mean open it up for competi-
tion? :

Mr. Apte. I'm not sure that it can be done. In fact, I don’t think
that increased efficiency in the management of personnel can be accom-
plished under the present motivational system. I just don’t think that
the incentive is there. There has certainly been sufficient length of time
for this to take place, if there had really been a desire to do it. I think
there needs to be some discipline which is brought to bear on the
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Postal Service before it acts. Private businesses need the discipline of
the marketplace before they are willing to make the kinds of hard de-
cisions that need to be made. I think it’s human nature that we don’t
like to make hard decisions when other people’s welfare are at stake.
And we'll do just about anything we can to keep from doing this.

I think that the Postal Service mangagers are humanitarian people,
and they’re not going to make the kind of decisions that will put their
work force under pressure, unless they themselves are forced to do it.

Senator Syms. Thank you very much.

And looking at my watch, I think we better excuse you and let you
head for the airport so you won’t miss your plane.

Mr. Apre. Thank you.

Senator Syamms. Thank you for being here and giving your time.
We appreciate your testimony.

Mr. Perloff and Mr. Boodznan, we want to thank both of you for
your patience. We will include your entire statement as part of the
record, and if you want to summarize it partially, we will welcome that.

STATEMENT OF JEFFREY M. PERLOFF, PROFESSOR OF ECONOMICS,
UNIVERSITY OF CALIFORNIA AT BERKELEY

Mr. Perrorr. Thank you. My name is Jeff Perloff. By the way, for
your records, that’s spelled witg a“J.”

I want to report on some work that was done jointly with Michael
Wachter of the University of Pennsylvania. I'm at the University of
California at Berkeley. This report, however, represents my views
and does not represent necessarily his views of the United States
-Postal Service, for whom we prepared a large part of this work for
use in collective bargaining.

I have a prepared statement. Some of you in this room probably
have copies. I apologize to those of you who do not.

I'd like to briefly summarize the key points in there. Ver simply
ut, the key points are, there exists a wage premium of U.S. Postal
ervice wages above wages in other sectors, and that this has been

growing substantially over time. Indeed, as Professor Adie men-
tioned—my results are very similar to those of Professor Adie, the
work of Sharon Smith, of Joseph Quinn and Professor Borjas, and
T believe these are absolutely universally found results by all econ-
omists who study this topie. ‘

A second point I want to mention, however, is one of the reasons
there is such a big markup is due to the fact that while other sectors
of the economy discriminate substantially against nonwhites and
women, the Post Office, essentially, has no discrimination. As a result,
for those groups in particular, the markup is even greater, but all
that markup is not harmful. That is, that which is due to the elimi-
nation of discrimination is presumably quite desirable.

The third point I want to mention, but since Professior Adic dealt
with it, Tl skip it, if there has been substantial compression of
wages due to COLAs, that is, wage differentials across skill levels
have been shrinking over time.

Those of you who have my prepared statement, if you will look at
table 1, what that shows is how average hourly earnings in the U.8.
Post Office compares to other sectors of the economy. For example, that
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first entry there, 120 for 1961 for all industry, implies the wage in the
Postal Service is 120 percent that of other sectors. That is, it was 20 per-
cent higher than the rest of the economy. Youw’ll notice by 1970, at the
point of postal reorganization that differential had grown to 129—par-
don me, the differential had grown to 29 percent, and by 1980, the dif-
ferential had grown to 49 percent. So in other words, in the beginning
of the 1960’s, there’s a 20-percent differential. It creeped up at about
1 percent a year until postal reorganization, and since then has been
increasing roughly 2 percent a year until now the average wage in the
post office is almost 50 percent higher than the average wage elsewhere,
not controlling for skill levels. In other words, these are just the average
earnings as reported by the Bureau of Labor Statistics.

Now it’s quite possible some of this difference is due to a change in the
quality level of the post office. For example, it seems quite clear that the
average quality of postal workers has been rising over time, and there
have been changes in other sectors as well.

Before leaving this table, I want to quickly note, however, that the
post office’s earnings, if you look in the 1980 column, are as high or
higher than that of any other major sector in the economy. They’re
equal to that in construction, 36 percent more than in manufacturing,
and 8 percent more than in mining. That’s in the highly unionized
sectors.

The post office is paying a higher average wage. Compared to other
sectors, such as, say, the service sector, the markup is 70 percent higher,
in trade, it’s 81 percent higher. Finance, real estate, and insurance sec-
tors, 72 percent higher.

The second table in my statement summarizes that same information
graphically. As you can see, in the 1960’s a couple of sectors had a
higher wage than in the post office, namely, construction and mining,
but by the 1980’s, post office wages were as high or higher than any
other sector.

1f you turn to the third table, we also did a fairly quick comparison
on Government pay, that is, the rest of the Federal Government com-
pared to the post office. As-an example, what we’ve shown there is a
typical GS-5, step 4, that’s Federal Government employee, compared to
a PS-5, step 4, a roughly comparable postal employee. In the period
1971 to 1981, as you can see, the (Fovernment employee’s wage increased
by about $6,300, whereas the postal employee’s wage increased by about
$12,500. In other words, almost twice as much in a 10-year period.

An alternative way of trying to show that the Postal workers are
very well paid, is to look how they behave themselves. Professor Adie
has indicated, 1f Postal workers are paid extremely well, we wouldn’t
expect them to quit. If you look at our fourth table, what it shows is
the quit rate in the U.S. Postal Service is much smaller than other
governmental agencies and much smaller than in manufacturing. For
example, in 1980, out of every 1,000 employees in the Postal Service,
about 3 of them quit per month, as opposed to 15 in manufacturing,
or five times as many. What that implies to me is that the Postal
Service employees recognize that it’s a very desirable job situation.
Similarly, 1f you look in the newspaper, every few months you see a
few openings in the Postal Service bring out literally thousands of
people lining up to try to obtain these jobs. ‘

If you will now turn to the fifth table in my statement, what I would
like to do is talk about a different type of study we did. As your per-
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ceptive question of Professor Adie indicated, it’s quite likely that some
of the differences may be due to comparing apples and oranges. One
of the reasons wages differ between the postal sector and other sectors
is the skill levels 1n postal sectors, education, experience or geographic
location, or what have you, may cxplain part of this difference.

As a result, we use statistical techniques based on 1978 data pro-
vided by the Federal Government in the current population survey to
try to see how much of the difference in Postal Service wages remain
after you control for obvious education experience and other such
differentials. That is, how much would the same worker get in diflerent
sectors. If you look at that graph, what you will see is that the Postal
Service employees, after controlling for all these differences, carn
about 33.1 percent more than employees in the service sector as of
1978. In two other sectors, the Federal Government and mining, the
markups are as high or higher, but in all other sectors, theyre sub-
stantially lower.

Now 1 want to note that these numbers reflect {ull-time employees.
In other words, if we had looked at the differential for all workers,
these would be much larger. As you will note, except for mining, the
postal markup is much larger than any other unionized sector, sub-
stantially larger than construction work, 24.4, durable manufacturing,
20.2. So after controlling as best we can for skill differentials, we still
find a substantial markup in the Postal Service.

To give you an idea of what this means in dollars and cents, if you
take a typical employee, such as your PS-5, step 4, last summer he
earned around $21,746. That same employee, somebody with the same
skill levels in construction, would have earned about $19,764, about
$1,400 less. The same employee in nondurable manufacturing would
have earned about $2,700 less or about $18,429. That same person in
service would have earned about $52—85,300 less or $15,887,

In other words, we're talking about fairly substantial amounts of
money and very substantial wage differentials,

As I mentioned at the beginning, some of this difference is due to
the lack of discrimination in the Postal Service. Roughly, 20 percent
of Postal Service employees are blacks. In other words, a higher per-
cent than the rest of the economy. Oue of the reasons for this is the
Postal Service does not discriminate the way the other sectors do.
According to our estimates, blacks or nonwhites earn 5.8 percent less
in the cconomy as a whole than do their white counterparts. That is,
the same people, same education, same experience, and so forth. In the
Postal Service they earn the same amount. Similarly, an even larger
markup exists for females in the other sectors. Pardon me, a negative
markup. Females earn substantially less than males in the rest of the
economy and earn roughly the same amount in the Postal Service.

As a result, if you look at these particular groups, you find a some-
what different pattern.

If you turn to table 6, what you will see is that the markup in the
U.S. Postal Service over, say, the service industry for all workers, is
33 percent, whereas for females, it’s 63 percent. In other words, females
are earning 63 percent more than the rest of the economy. I would sug-
gest some of that differential is due to pure markup, just due to the fact
that the Post Office pays more than anybody else. Some is due to the
climination of discrimination. So, hence, I would not suggest it's
harmful,

11-341 0 - 82 - 2¢
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Thus, in quick summary, we believe using a number of different ap-
proaches, we have shown that the wages in the Postal Service are
higher than the rest of the economy. That’s been growing over time,
and these differentials persist even 1f you make as tight a control for
ability and other differentials as you possibly can. Thank you.

[The prepared statement of Mr. Perloff, together with attached
tables, follows:]
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PreParED STATEMENT OF JEFFREY M. PERLOFF !

The basic conclusion I draw from my research on wage comparability is
that the U. S. Postal Service (USPS) pays more for a given quality of worker
than do most other sectors of the economy and that the wage premium paid by
the USPS has been growing rapidly over time. It should be noted, however,
that unlike in many other sectors of the econ , there is virtually no wage
discrimination on the basis of race in the USPS. Other studies such as these
by Adie, Smith, and Borjas have produced very similar results.

This statement will first examine how USPS workers have Fared relative
to these elsewhere over time. Next, it will discuss how statistical techni-
ques may be used to determine how wages differ across sectors after adjusting
for skill variations across labor forces.

Wage Trends Over the Past Ten and Twenty Years

Not only does the TGP3 pay a E1gﬁgr wage than most major industries, but
that wage premium has been growing over time, as shown in Table 1. Each entry
in this table represents the ratio fo the USPS wage to the wage in a particu-
lar industry or the average across all industries times 100. That is, each
entry represents the percentage markup of USPS wages to wages in other sec-
tors. Since the table shows these ratios for 1961, 1965, 1970, 1975, and
1980, it is possible to trace the relative growth of the USPS markup over time.

The table indicates that the USPS has had significantly higher wage in-
creases than the average across all private sectors since 1961. Moreover, the
wage differential has increased over the past decade since the Postal Reorgan-
ization Act. For example, in 1961, the USPS paid a wage that was 20% higher
than the average wage paid in the private economy, as shown by the figure in
the top left hand corner of Table 1. By 1970, the wage premium had grown to
29%. This wage premium does not reflect possible changes in the skill mix and
is only a division of the the average USPS wage by the averaghe wage paid in
these industries. It is unlikely, however, that much of the growth observed
in Table 1 could be accounted for by changes in the skill mix of various
industries.

Of particular interest in Table 1 are the wage gains that have been made
by the USPS since Postal Reorganization. The USPS's wage premium of 29% in
1570, increased to 49% in 1980: a 20 percent increase in relative wages over a
ten year period. Similarly, the USPS’s wage has grown faster than that of any
industry from 1961 (Or 1965) to 1980. Both comstruction and mining paid more
than the USPS in 1961, yet by 1980, the USPS wages were equal to those in con-

- struction and exceeded those in mining by 8%.

* This statement on the comparability of wages in the U. S. Postal Ser-
vice (USPS) and other sectors of the economy is based on joint research with
Michael L. Wachter and which is discussed in a paper entitled ''An Evaluation
of U. S. Postal Service Mages" which was provided to the press. My views
expressed here, however, do not necessarily represent those of anyone else.
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In the other heavily unionized sector, manufacturing, the USPS's wage
markup increased from 11% in 1961 to 36% in 1980. The markup over wages in
the finance, insurance, and real estate sector, over the same period, went
from 23% to a remarkable 72%.

Since the Reorganization in 1970, the USPS wage has grown as fast or
faster than wages in each broad industry category except mining. Even given
the remarkable growth of mining wages in the last decade, the USPS wage markup
only fell from 9% in 1970 to 8% in 1980.

The same data are depicted in Table 2 in a bar diagram. The solid areas
show the magnitude of the USPS wage premium: the larger the area, the higher
is the USPS wage relative to the wage in the corresponding industry. The
hatched areas indicate the degree by which USPS wages were less than wages in
certain industries.

By 1980, there are no hatched areas, which shows that by then the USPS
paid as much or more than any other broad industry category. Moreover, the
solid areas increased in the 1970 diagram relative to the 1961 diagram and
then again between 1980 and 1970. That is, the USPS's wage markup grew sub-
stantially over these periods.

Additional evidence of the recent gains made by the USPS's workers is
shown in Table 3. That table indicates that the Federal government's GS-5,
Step 4 wage rose $6,291 or 87.4% between 1970 and 1981. At the same time,
however, wages at the PS-5, Step 4 level increased by $12,492 or 173.5%.
Again, one must conclude that the USPS workers have done amazingly well since
Postal Reorganization in 1970.

Wage comparability should not be based on a simple comparison of USPS
wages and other unionized wages. Rather, the appropriate camparison is be-
tween the USPS and the entire American economy.

Looking at just the unionized sector (or even worse, a subset of the
unionized sector) can be very misleading since thse sectors differ substan-
tially from the USPS and the nonunionized private economy in a variety of
ways. Most of the unionized firms are in three sectors: mining, manufactur-
ing, and construction. None of these industries are similar to the USPS.
Moreover, these industries are highly cyclical and seasonal in nature. Al-
though they pay high wages, their work forces are frequently subject to either
seasonal layoffs of long periods or cyclical layoffs during recessions. The
result is that workers in these industries frequently do not receive the high
union wage; rather they receive the relatively small unemployment insurance
payments or, if they exhaust their unemployment insurance payments, they re-
ceive some form of public assistance. In contrast, in the USPS layoffs are
nonexistent among full-time union members.

Another indication of the lack of direct comparability between the USPS
and the unionized sector can be seen by comparing the quit rates. The quit
rate is based on the number of workers who voluntarily leave their jobs per
month for reasons other than retirement. A quit is an action initiated by the
worker alone and should be differentiated from either a layoff or any other
kind of involuntary separation.

The data indicate the the quit rate in the USPS is extraordinarily low
relative to both the private sector and to the Federal government. For exam-
ple, as shown in Table 4, in 1980 only 0.28 out of every 100 Postal Service
workers quit per month. In contrast, in the durable goods manufacturing sec-
tor, 1.2 workers out of every 100 workers quit. In other words, approximately
four times as many workers quit their jobs in the highly unionized, high wage,
durable goods manufacturing industry as quit the USPS.
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The quit rate is viewed by most economists as a highly reliable indica-
tor of the attractiveness of a job. The USPS provides jobs that are extremely
attractive. Once a worker is employed in the USPS, he or she simply does not
quit. This unwillingness to leave is at variance with most of the rest of the
economy. Supporting evidence of the attractiveness of USPS jobs appears fre-
quently in the newspaper: when a job opening occurs in the USPS, large mumbers
of individuals line up to apply.

Wage Levels Across Industriesi Adgusti?g for Skill Differences

€re are many practical ditficulties In comparing wages across indus-
tries. The USPS is not a typical employer since the occupational mix of the
USPS is quite different than that of most other industries. For example, many
of the jobs that exist in a steel plant or an automobile plant do not exist in
the USPS. Similarly, few other firms use mail carriers or similar employees.
As 8 result, we are forced to try to analyze the wages paid by different ine
dustries for workers who differ in terms of schooling, on-the-job training,
the nature of the job they perform, the location of the employer, and any num-
ber of other factors.

One method which is widely used by economists to make wage comparisons
across industries for g given type of worker uses a statistical technique
called “multiple regression analysis.'" Regressions allow us to make valid
interindustry comparisons since adjustments are made for the differences among
individuals.

Michael Wachter and I made such a study based on the U. S. Bureau of
Labor Statistics' May 1978 Qurrent Population Survey (CPS), which is the most
broadly based government household survey of the Amperican work force. These
data are collected for a sample of American workers and reflect their employ-
ment status; their usual wage rates; and many demographic characteristics such
as their age, education, and area of residence. Unfortunately, more current
data were not available to us when this study was. conducted.

Using the technique of regression analysis, we are able to say what an
industry pays for a worker of a given skill level or a given set of qualifica-
tions. In other words, the regression tells us what an individual with a
given level of skill, education, etc., would be paid if he worked for the
USPS, a service establishment, or a durable manufacturing plant.

Table 5 shows how much more a fully-employed individual would earn in
each industry than he would earn in the service industry. That is, the fig-
ures presented are percentage markups over the wage paid in the service indus-
try. For example, an individual of a given age, skill level, etc., who worked
for a local government would be paid an average of 6.8% more than he or she
would receive if he or she were instead employed tn the service sector.

The USPS has a larger markup than most other sectors, as shown by the
length of the bar in Table 5. For example, a worker with a given level of
skill, education, location, etc., would earn 33.1% more by working for the
USPS than by working in the service sector. Perhaps more surprising, a USPS
worker will obtain a higher wage than in every other private sector industry,
except mining. Of course, mining employment due to its location, unique phys-
ical job aspects, and danger is certainly different From jobs in the USPS.

These results indicate that the USPS markup over most other industries
are very large. We can calculate the dollar value of this markup to the typi-
cal USPS worker. In the summer of 1982, a typical USPS worker earned
$21,146. For the purpose of this calculation, I will assume that the percent-
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age wage differentials which occurred in 1978 were the same in 1982. Of
course, as the evidence above indicate, this assumption is probably very con-
servative since the differential apparently continued to grow since 1978. If
this typical worker had not been lucky enough to obtain a USPS job, he or she
would have earned the following amounts less in other industries:

Transportation and Utilities $1207
Constuction $1382
Durable Manufacturing $2049
Nondurable Manufacturing $2717
State Government $2733
Finance, Insurance, § Real Estate $3003
Local Government $4178
Service $5259
Trade $5290

The same worker would earn approximately $1875 more in mining or $143 more in
the federal government than in the USPS.

In other words, the USPS, with the exceptions of the Federal government
and mining (two sectors which represent less than four percent of total em-
ployment in the American economy), pay more than any other sector. This prem-
ium represents many thousanads of dollars for the tyical Postal employee. The
wage premium is simply a reward for managing to secure a job in the Postal
Service, rather than in another industr. The higher wage is nothing more than
a higher cost to mail users and taxpayers.

While the high wages paid to Postal Service employees are a major cost
to society, they may be partially justified as ameliorating the harms of dis-
crimiantion in our economy. Our study based on the CPS data confimms the re-
sults of many studies by economists that there are substantial race differen-
tials in earnings in most industries. For full-time workers, we found that
there is an hourly earnings race differential of 5.8% across the economy as a
whole. That is, full-time white workers with a given level of education, ex-
perience, and other demographic characteristics earn, on average, 5.8% more
than their nonwhite counterparts.

Looking just at the sample of Postal workers, however, we found no evi-
dence of discrimination. We also tested for racial discrimination using other
more recent data for the USPS again found no evidence of discrimination. In
studies similar to the one reported above, we examined the industry wage dif-
ferentials for blacks and women (see Table 6). Because the USPS is relatively
nondiscriminating, the markups for both these groups over what they could have
earned in other industries was even greater than the mumbers reported above,
since the figures reflect both the USPS markup and discrimination elsewhere.
Obviously, to the degree that these markups. reflect the lack of discrimination
in the USPS, the markups are desirable.

Sumna;

—_E;or decades the USPS wage has been higher than wages for comparable
workers elsewhere. This markup has been growing steadily--especially since
Postal Reorganization in 1970. Relatively low quit rates indicate that work-
ers are well-aware of how attractive USPS jobs. The best that can be said for
this differential is that since the USPS does not discrimate on the basis of
race, high wages in the USPS provide an especially attractive opportunity for
nonwhite workers.



USPS HOURLY EARNINGS AS A PERCENTAGE OF

PRIVATE INDUSTRY HOURLY EARNINGS

FOR SELECTED YEARS

TYPE OF INDUSTRY 1961 1965 1970 1975 1980
ALL INDUSTRIES 120 126 129  145. 149
MINING 97 106 109 111 108
CONSTRUCTION 80 84 80 9 100

- MANUFACTURING 111 18 125 136 136
TRANSPORTATION * 102 109 112 142
WHOLESALE & RETAIL TRADE 146 151 154 177 181
FINANCE 123 128 136 162 172
SERVICES * 151 148 164 170

* INDUSTRY DATA ARE NOT AVAILABLE

TABLE :

208
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HOURLY EARNINGS
USPS AS A PERCENT OF PRIVATE INDUSTRY
1961-1980
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COMPARISON OF SALARY GAINS
GENERAL SERVICE VS. POSTAL SERVICE .
1970-1981

s/

GS-5, STEP 4 PS-5, STEP 4

GAIN: 1970 TO 1981
DOLLARS $+6,291 $+ 12,492

1970 TO 1981 o
PERCENT +87.4% +173.5%

/

TABLE 3

60€
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TABLE 4

QUIT RATES
POSTAL SERVICE VS. GOVERNMENT
. AND MANUFACTURING EMPLOYEES
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_ TABLE 3

Government and Private Industry |
Percentage Marlkup of 1978 Usual Hourly
Earnings Over Private Service Industry
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Table

6

Industry Hourly Earnings Percentage Markups over those in the

Service Industry for Fully Employed Workers in 1978

Construction

Durable Manufacturing

Nondurable Manufacturing

Transportation & Public Utilities

Trade and Wholesale

Finance, Insurance, & Real Estate
Mining .

Federal Government \

State Government

Local Govefnmént

US Postal Service

Men Women A1l Workers
Nonwhite ATT

19,7 32.9 6.3 24.5
141 27.5 19.1 20.2
12.1 25.0 9.1 16.0
23.6 31.6 27.9 25.5
-2.0 8.3 -6.6 -0.2
7.5 26.2 7.7 14.2
33.3 56.1 34.0 44.9
42.1 37.6 29.9 34,0

L 16.7 16.5 16.5 15.9
6.5 13.4 -0.4 6.8
31.2 35.5 63.1 33.1
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Senator Syamms. Thank you very much.
Mr. Boodman, please proceed.

STATEMENT OF DAVID M. BOODMAN, VICE PRESIDENT,
ARTHUR D. LITTLE, INC.

Mr. Boopman. Senator Symms, thank you for the opportunity to
appear here today.

I will try to abbreviate the prepared statement that I presented to

this subcommittee.
. I'm David M. Boodman. I am a vice president of Arthur D. Little,
in charge of one of the company’s management science activities. For
the past 32 years, I have been engaged in the professional practice of
contract research for government and industry, applying the methods
of physical and economic sciences on management and public policy
1ssues. Among other projects, members of my department have been
mnvolved in a variety of assignments concerned with postal operations
and postal services, both for the Postal Service itself and industrial
clients using its services.

We have not had an opportunity to study in depth the questions
posed by this subcommittee, specifically the effects of the withdrawal
of the private express statutes on the future of the Postal Service.
What 1 would like to present. this afternoon is a set of views developed
by the members of our staff of some of the more important issues which
we think require resolution before these statutes are considered for
removal.

Some things can be said about the Postal Service that mark it as
unique. It handles an extraordinary volume of mail of all classes. Tn
comparison with postal services elsewhere in the world, it is swift. it is
reliable, it is low 1n cost. There is, however, some valid criticism. There
are, on oceasion, unbelievably long delays in the delivery of particular
pieces of mail. Some costs are higher than carrier services offered by
private sources. And despite frequent rate increases, it continues, in
most years, to run at a deficit—not this year, we understand, but in
most vears.

There arc other things to note about the Postal Service that bear
on the matter of the withdrawal of the private express statutes. Both
by law and as a matter of policy, the USPS does not attempt to match
closely its fees to its costs. An ounce of first-class mail delivered across
the country costs the sender no more than the same ounce delivered
across town. For this and other reasons. the Service has come to depend
on a series of cross-subsidies to support its operations.

The hope is that the earnings in certain seements of its operations
will cover losses in others. To deal with a deficit. the Service must cither
appeal to the Postal Regulatory Commission for a rate increase or it
must trim its costs. The latter measure inevitably affects service and, it
should be noted, Postal Service employment.

To put this in another perspective. one must recognize the differences
in the avenues to efficiency available to the Postal Service in com-
parison with a private corporation. Few private investors would con-
sider placing funds in an enterprise required to provide so nniform a
service at so uniform a price when the costs of serving different seg-
ments of the market vary so widely and when the degree of variation
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inevitably will increase as the costs of transportation and labor, its
major costs, are bound to increase.

This gap between costs and prices already has attracted competitors
whose ability to skim off the profitable parts of the business is abetted
by technological advances in electronics and communications.

It is apparent that, with or without deregulation, the Postal Service
is losing and will continue to lose shares of the more profitable market
it has. Electronic funds transfer is perhaps taking hold more slowly
than was anticipated, but it is. in fact, taking hold. With abont half of
the volume of the more profitable category of mail, intracity first-
class, consisting of bills and payment checks, the effect on the Postal
System could be substantial.

Even- though consumers have shown some resistance to existing
means of electronic funds transfer, the use of EFT inevitably will
grow as improved services evolve. The banking system can benefit
enormously from EFT to lower the costs of handling transactions.
The public is gaining familiarity with the process largely through
the mechanism of electronically transferred payroll checks, and they
like that service. Rising postal rates provide an additional incentive
to bypass the traditional payment system. The use of bank credit
cards, T&E cards, debit cards is another negative factor. These cards,
in some instances, have, in fact, added to first-class volume. But over-
all, they are eliminating the need for individual charge accounts and
thereby consolidating small bills and payments.

Electronic communication will continue to replace business mail for
ordering, invoicing, and the making of payments. It is no longer
though fanciful or visionary to thing of homes and offices of the future
equipped with a terminal for the receipt of mail and other communica-
tions, as well as for computation, recordkeeping. and entertainment.

The provision of bill-paying services through home terminals can
become economically viable in a way that will overcome many con-
sumer objections to existing EFT mechanisms, we believe,

Electronic message service now offered by the Postal Service, E-
Com, utilizes this speed of electronic communications to assure a rapid
delivery to home or business by the traditional carriers. One can, how-
ever, envision a time not too far away when nearly every home in
the United States is provided with a receiver for electronic messages,
%here.by eliminating the high costs and inefficiencies of personal de-

iveries.

An experiment of this nature currently, as perhaps vou know, is be-
ing conducted by the French PTT in the city Marseilles. The rate at
which these changes will take place is not yet clear. There seems
little doubt that the trends have been established.

These trends will develop attractive areas of business for both for-
eign and domestic supnliers of equipment and service who will ac-
tively compete for that business. All will be free to offer services and to
set prices in accordance with normal business practices. The Postal
Service will not be so free. Its services, it prices, and its attemnts to
innovate must all be chosen to accord with its congressional and con-
stitutional mandates.

The obvious consequences of this situation for the USPS will be,
we feel. an intensification of the dissatisfactions expressed in past
years. Some difficult choices are going to have to be faced. Higher
postal rates or larger deficits will have to be considered.
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If these, or some mix of them, prove unacceptable, the cuts in serv-
ice that have proved to be so sensitive a public issue will have to be
seriously considered.

If the Postal Service, on the other hand, chooses to join forces with
any of these private services, its likely ultimate role will be that of a
delivery agent. -

The foregoing is admittedly a very oversimplified view of the fu-
ture, which assumes a passive response by the Postal Service and does
not take into account any changes in the private express statutes. We
believe, with or without the retention of those statutes, the changes
noted above are likelv to orcur. though perhaps at different rates and
with different end States. We do not believe we can specify those rates
or end States with any degree of precision since no study of these
matters has, to our knowledge, been made.

The future of the Postal Service and the potential benefits and dis-
advantages of encouraging commercial competition to its services will
depend essentially on how Congress defines the communication needs
of our information-based economy and information-dependent
democracy.

Determining the proner course will not be an easy task or one that
can be accomplished without detailed analysis of the implications of
the various options available. Thank you, sir,

[The prepared statement of Mr. Boodman follows 1]
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PREPARED STATEMENT OF Davip M. BoopMaN

Senator Symms, members of the Committee. 1 am pleased by the oppor-

tunity to appear here today.

I am ﬁavid M, Boodman. 1 am a Vice President of Arthur D. Little, in
charge of one of .the ¢ompany's management science activities. For the
past 32 years, 1 have been engaged in the professional practice of
contract research for government and industry applying the methods of
the physical and economic sciences on management and public policy
issues. Among other projects, members of my department have been
involved in a vériety of assignments concerned with postal operations
and po‘stal services, both for the Postal Service itself and industrial
clients using its se.rvices.

We have not had an opportunity to stud.y in’ depth the queétion posed by
this Committee, specifically the effects of the withdrawal of the
Private Express Statutes onAthe future of thé Postal Service. What I
present today is a consolidated estimate developed by members of the
Arthur D. Little staff of those effects and some of the more important
issues which we think require resolution before these statutes are

removed.
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The issues are complex. They resist quantification and defy what we
commonly think of as “"correct” solutions. Which is not to say they

cannot be viahly and productively resolved.

The manner in which they are resolved will affect, for better or worse,
the very fabric of our society. I do not envy this Committee fts task
of balancing the difficult trade-offs that will have to made in

efficlency, economy, technology and social values.

Some things can be said abour the U.S. Postal Service that mark it as
unique. It handles an extraordinary volume of mail of all classes, In
comparivson with postal services elsewhere in the world, it is swift,
reliable, and low in cost, There is, however, somec valid cricicism.
There are, on occasion, unbelievably long delays in the delivery of
particular pieces of mail; some costs are higher than carrier services
offered by private sources; and despite frequent rate increases, it
continues to run at a deficit. All of this may be taken by some as
evidence that the U.S.P.S. is a bureaucracy-ridden, inefficient
goveramental service, Maybe, But the over-riding fact remains that
the UY.S.P.S. continues to carry out its constitutional mandate and
provide the nation with much of the information exchange needed for a
cohesive soclety. It continues to provide an important information
link in the nation's commercial activity and to carry messages and
parcels to even the most remote corner of the country. Credit for much
of this, we believe, belongs to the Postal Reorganization Act of 1970

which put the Service under a new form of management.



318

There are other things to note about the U.S.P.S. that bear on the
matter of the withdrawal of the Private Express Statutes. Both by law
and as a matter of policy, U.S.P.S. does not attempt to match fees to
costs. An ounce of first class mail delivered across the country costs
the sender no more than the same ounce delivered across town. For this
and other reasons, the Service has come to depend oﬂ a series of cross
subsidies to support its operations. The hope is that e;rnings in
certain segments of its operations will cover losses in 6thers. When
some of the more profitable segments are lost to competitive services
or communica;ions media, deficits occur. Not surprisingly, the larger
the "“surplus” in these preferred segments, the more numerous the
alternatives and the more quickly they are found. To deal with a
deficit the U.S.P.S. must either appeal to the Postal Regulatory
Commission for a rate increase or trim costs. The latter measure
inevitably affects service and, it should be noted, U.S.P.S.

employment.

To put this in another perspective, one must recognize the differences
in the avenues to efficiency available to the Postal Service as
compared with a private .corporation. Few private investors would
consider placing funds in an enterprise required to provide so uniform
a service at so uniform a price when the costs of serving different
segments of the market vary so widely, and when the degree'of variation
inevitably will increase as the costs of transportation and labor

increase.
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This gap between costs and prices already has attracted competitors
whose ability to skim off the profitable parts of the business is

abetted by technological advances in electronics and communications.

It is apparent that, with or without deregulation, the U.S. Postal
Service is losing and will continue to lose shares of the market.
Electronic funds transfer is perhaps taking hold more slowly than was
anticipated, but it is taking hold. With about half the volume of the
most profitable category of mail--intra-city first class-—consisting of
bills and payment checks, the effect on the postal system could be
substantial. Even though consumers show some resistance to EFT because
it reduces the float in checki_ng accounts, the use of EFT inevitably
will grow. The banking system needs EFT to handle its growing volume
of transacticns; the public is gaining familiarity with the process
largely through the mechanism of electronically transferred payroil
checks--and they like that service; and rising postal rates provide an
addition incentive to bypass the traditional payment systems. The
usage of bank credit cards, travel and entertainment cards, and debit
cards is another negative factor; these cards are eliminating the need
for individual charge accounts and thereby consolidating small bills

and payments.

Electronic communication will continue to replace business mail for
ordering, invoicing, and the making of payments; it 1s no longer

thought fanciful or visionary to think of homes and offices of the
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future equipped with a terminal for the receipt of mail and other
communications as well as for computation, recordkeeping and

entertainment.

Electronic message service, now offered by the postal ser\;ice, utilizes
the speed of electronic communications to assure next day delivery to
home or business by the traditional carriers. One can, however,
envision a time not too far away, when nearly every home in the United
States is provided with a receiver for electronic messages, thereby
eliminating the high costs and inefficiencies of personal deliveries.
An experiment of this nature currently is being conducted by the French
PTT in the city of Marseilles. The rate at which these changes will
take place is not yet clear, but there seems little doubt that the

trends have been ‘established.

These treﬁds will develop attractive areas of business for both foreign
and domestic suppliers of \equipment and services who will actively
compete for that bus‘iness. All will be free to offer services and to
set prices in accordance with normal business practices. The U.S.P.S.
will not be so free. its services, its prices and its attempts to

innovate must all be chosen to accord with its Congressional and

Constitutional mandates.

The obvious consequences of this situation for U.S.P.S. will be, we
feel, an intensification of the dissatisfactions expressed in past
years. Some difficult choices will have to be faced. Higher postal

rates or larger deficits will have to be considered. If these, or some
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mix of them, prove unacceptable, the cuts "in service that have proved
to be so sensitive a public issue, have o be seriously considered. If
the U.S.P.S. chooses to join forces with any of the private services,
its likely ultimate role will be that of a delivery agent.

The foregoing is a highly oversimplified view of the future which
_ assum¢s a passive response by the U.,S.P.S. and does .not take into
account any changes in the Private Express Statutes. We believe that
with or without the retention of those Satutes, the changes noted
above are likely to occur, though perhaps at different rates and with
different end states, We do not believe we can s;;ecify these rates or
end states with any degree of precision since no study of these matters

has, to our knowledge, been made.

Without such a study we cannot offer much guidance about the probable
effects of withdrawing the Private Express Statutes other than to point
out that in the long run they will be less relevant to the U, S.P.S.
than they are at pregent. If the intent of Congress is to preserve the
special role of the Postal Service in, for example, reaching the more
remcte communities of the country, the Service must be either allowed
to compete and sustailn itself through more appropriate pricing
practices, or provid dlrect government subsidy to cover the deficit
that results from its established pricing practices, In addition to
the direct effects of changes 1in U.S5.P.5. policies and practices, a
variety of other secondary and rertiary social and economic impacts

would have to be anticipated. But change is inevitable. It is being
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forced on the U.S.P.S. by external forces. If the Postal Service does
not plan for these changes with Congress' help, it will be forced to

adapt to plans made by others.

The future of the postal service and the potential benefits and
disadvantages ‘of encouraging commercial competition to its services
will depend essentially on how Congress defines the communications
needs of our information-based economy and information-dependent
democracy. Determining the proper course will not be an easy task or
one that can be accomplished without detailed analysis of the

implications of the various options available.

Thank you.
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Senator Symas. Thank you very much for a very excellent state-
ment, both of you.

I wanted to ask Mr, Perloff to go back to that wage question. We've
had a little conflicting testimony on that.

One gentleman testified this morning—if T recall what he said
(‘éorre_ctly—that UPS had a higher pay scale than the U.S. Postal

ervice,

Did you use UPS as one of the private companies in your com-
parison ?

Mr. Pereorr. The data T used is random sampling of the entire coun-
try by the Federal Government. It includes something on the order
of 60 to 80,000 people in a typical year. There may be individuals
from the United States—the UPS or from other such organizations.
It’s quite possible some of these organizations do indeed pay more
than the USPS. There’s no way for me to tell, without going back and
literally looking at the individuals, whether somebody from a particu-
lar industry that finely defined would be in there. T don’t think that
would actually be possible in our tape.

Senator Syaas. How does this high wage that you talk about im-
pact on Postal Service’s ability to adapt to the demands of the future?

Mr. Perrorr. I think what you have to remember is that we are
comparing large cross sections of the country. There are some firms
that pay more than the Post Office and many, many more that pay
substantially less. To the degree that a firm could pay more than the
Postal Service is paying and provide the same service, which is very

uestionable at this point—as Mr. Miller points out, I don’t think
there have been any studies that have really examined this in enongh
detail to be surc—but if that were, indeed, the case—that is, the Post
Office is really paying between 30 and 50 percent more than a private
firm could pay, then presumably that private firm would be able to
provide the service amf substantially cheaper,

There is, of course, the distinet possibility that the Post Office is a
natural monopoly, in which case that’s an infeasible option.

Senator Symus. If it’s a natural monopoly, then the argument is
moot anyway.

Mr, Perrorr. Exactly. I doubt that it is, but it’s a possibility.

Senator Symas. We might as well allow them to do whatever they
want and to not worry about it. They'll still control it anyway.

Mr. Pervorr. Well, you would still control how much was paid and
the rate set. You coul(f make a natural monopoly function better than
it otherwise would.

Senator Symus. Do you have any opinion as to how the—as you
say—postal workers’ wages ure out of control, how that happened?
And then, are there any controls? And if there are controls on 1t, why
aren’t they working ?

Mr. Perrorr. You should realize I'm only talking about straight-
time wages. The benefits are separate. I believe the benefits are ex-
tremely high, but I didn’t have anything to compare them to. So, I
believe my estimates arc actually underestimates.

As T pointed out, most of the real extreme wage explosion followed
postal reorganization. There have been several very perceptive books
on this. I gather Congress quite consciously, at the time of postal re-
organization, essentially made commitments to the unions that called
for some increase at that time.
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However, if you look at the data, the really big increase came in
1975, I think, just as it’s an historical accident that the arbitrator at
that time gave labor an extremely generous settlement. And indeed,
one single decision may have explained a lot of this large increase in
the late 1970’s.

Senator Symms. Mr. Boodman, I appreciate the information that
you brought in here. '

Does your company have any projection as to what percentage of
today’s mail volume will switch to the Generation ITI delivery mode
in the future ?

Mr. Booomawn. I'm afraid we don’t, but we’ve seen a number of esti-
mates made by other agencies that are so variable in the amount of
diversion that they anticipate by 1990 and 1995 that we can’t credit
any of them.

Senator Symms. How much of the work force do you think will be
required to deliver the hard copy mail, then :

Mr. Boopman. T don’t think I can give you an estimate.

Senator Symms. You wouldn’t care to guess? What you’re saying
is, in general, you think the Generation III terminals are going to
become a wave of the future ?

Mr. Boopman. We see that as the thine that is coming. When and
at what rate, as I said, we don’t know. The effect on emnloyment is
certainly goine to be a massive shift from the labor-intensive activities
in'the Postal Service now to the higher technologv kinds of employ-
ment in producing the equipment and running the service.

Senator Symms. Thank you both very much. I anbpreciate your testi-
mony and the contribution you made to our hearings.

Our next panel is: Vincent Sombrotto, president of the National
Association of Letter Carriers; Elrov Bartels, secretarv-treasurer of
the National Association of Postmasters; Charles L. Merin—Chuck
Merin—of the National Rural Letter Carriers Association: and Don
Ledbetter, president of the National Association of Postal Supervisors.

Gentlemen, welcome to the subcommittee. We are ready to hear from
you, Mr. Sombrotto. ‘

STATEMENT OF VINCENT R. SOMBROTTO, PRESIDENT, NATIONAL
ASSOCIATION OF LETTER CARRIERS, AFL-CIO

Mr. Somerorro. If T may, before T read my statement, I would be
remiss if I didn’t make some brief comment on some of the previous
comments made by those that have testified before this nanel.

Apparently, what they are testifving to is not the efficiencv of the
Postal Service or the quality of work that the employees provide and
produce for the American public, but how much thev are paid. I heard
a lot of talk about quit rate. I guarantee, you don’t find too many peo-
ple quitting jobs in any industry in this country in the last 18 months.

Mr. Chairman and members of the subcommittee, for the record, 1
am Vincent R. Sombrotto, nresident of the National Association of
Tetter Carriers, AFT~CTO, the union which represents apnroximately
240.000 active and retired citv letter carriers. inclnding 185.000 nres-
ently emploved by the U.S. Postal Service throuchout the Nation.

I appreciate the onvortunity to appear here on behalf of the Na-
tional Association of Letter Carriers. to reiterate our opposition to any
repeal, suspension, or weakening of the private express statutes. In
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particular, we are strongly opposed to the enactment of Senate bill
1801. The survival of the private express statutes is vital to the inter-
est of every American, postal patron, and postal worker alike.

The private express statutes have been the cornerstone of the postal
system since the carliest days of our country. They were not created at
the behest of labor or management, and existed long before there
were postal unions or boards of governors.

Prior to the Constitution, the Federal Government had the “sole
and exclusive” power to establish and maintain a national postal sys-
tem. The Constitution provided Congress with the power to “establish
post offices and post roads,” and the governmental monopoly was re-
established under the Constitution in the Comprehensive Postal Act
of 1792. That act included the equivalent of a private express statute.
Ehe essence of the law has remained the same almost throughout our

istory.

The Postal Reorganization Act of 1970, in keeping with this long,
consistent history of Government monopoly over the mails, emphasized
that the Postal Service shall provide “prompt, reliable, and efficient
services to patrons in all areas” and to “all communities.” a task under-
taken in order to “hind the Nation together.”

The repeal or suspension of the private express statutes would grave-
ly endanger the functioning of an efficient, cconomical, comprehensive,
and universal mail system. Such a repeal would remove the guarantee
of identical prices and identical quality of service to all.

Private mail systems would have no responsibility to the public
and no greater duty than increasing their own profits. They would only
be interested in taking the “cream” off the top of the mail service.

As Prof. Wayne E. Fuller. author of “The American Mail,” stated
to you, Senator, on Friday, in the 1800°s when private express com-
panies were allowed to move mail, they “carried onlv the profitable
mail * * * and left the rest * * * for the Post Office.” They “took only
those letters that entered the busy trade between cities,” and left “the
rural areas to the Post Office.”

Although today private systems might attempt, to service the great
metropolitan centers and certain big businesses, they would, as in the
past, leave the Postal Scrvice alone with the burden of servicing less-
used rural routes and less frequent cutomers. They would also leave
the taxpayers of the Nation with the burden of paying for the more
costly routes. .

The diversion of business to private mail services would diminish
economices of scale available to the Postal Service, The result would be
less efficiency and huge deficits, at a time when Congress is moving
toward eliminating what little public service subsidy is left. There
would be increased costs to customers and a need for increased gov-
ernmental subsidies.

The mandate of the Postal Reorganization Act to have a self-suffi-
cient system would never be achieved, and much of the mail would
lose the legal sanctity and protection provided by a governmental
monopoly.

Finally, there would be a major loss of jobs and a waste of the talent,
experience, and commitment of the men and women who now work
for the Postal Service, workers whose productivity has been a major
asset to the Postal Service. Repeal is unnecessary and unwise. As long
as there are private express statutes, the Postal Service can provide
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efficient, experienced service for all Americans. in all locations and all
walks of life, and the costs of that service can be fairly shared by the
entire population.

Senator, we oppose any attempt to make the Postal Service a guinea
pig to test the effects of deregulation in an area which historically
and properly belongs in the hands of the Government. Governmental
monopoly is proper and necessary when the goal is universal mail
service and universal rates.

Those citizens who, under dereculation, have lost economical air or
other transportation service to their cities and regions. or all such
service, would not be deprived of affordable mail service to their homes
as a result of an ill-advised national “experiment.”

The Service’s own administrative suspension of the private express
statutes for what is known as “time-sensitive” or “extremelv urgent”
letter mail has cost the Postal Service needed revenues. a loss of which
we warned when such changes were proposed. An experiment with
overall suspension or repeal of the statutes would be an unmitigated
disaster. _

We letter carriers deal with millions of our fellow citizens every day.
We know the importance to them of the comprehensive, universal, and
affordable mail service guaranteed by the private express statutes.
This is not a subieet to be dealt. with liehtly. There shonld be no hors-
ing around with the Postal Service; gcimmickry cannot be substituted
for reasoned analysis of the present and historical function of the
Postal Service. T am confident, that such an analvsis will demonstrate
the continuing necessity for the private express statutes. :

In closing, Senator, I request permission to submit a more extensive
written statement at a later time, for inclusion in the record.

Again, thank you for the opportunity to speak to you on this im-
portant topic. I would be very happy to respond to any questions you
might have.

Something T might have—I have heard here—a statement was made
about the GA O renort on absenteeism in the Postal Service and how it
was so outrageously high according to the GAO revort.

I have a letter I sent to William J. Anderson, Director of the GAO,
protesting very stronegly and demonstrating how that study was
shoddy at best and a disgrace at worst. And; so, I would like to have
that entered into the record.

Senator Symms. Without objection it shall be.

[The letter referred to follows:]

NATIONAL ASSOCIATION OF LETTER CARRIERS,

June 11, 1982.
Mr. WiLriaM J. ANDERSON,

Director, General Government Division,
U.S. General Accounting Office,
Washington, D.C. :

DeEAR MR. ANDERSON: I read with considerable care GAO’s recent report on
employee absenteeism in the Postal Service (‘“Postal Service Needs Stricter
Control Over Employee Absences,” May 21, 1982). While the National Associa-
tion of Letter Carriers certainly believes that, as a general rule. employees should
maintain regular attendance schedules, there is nothing in the GAO report to
suggest that they do not.

The report is an extremely biased, poorly-researched and loosely-argued docu-
ment which does not reflect well on the research capabilities of what has long
been a respected independent “watchdog” agency. Throughout the report there
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is an explicit assumption that the utilization of leave—both paid and unpaid—is
immoral. In addition, conclusions are based upon little if any evidence, and
the quality of evidence which is presented is highly suspect for reasons presented
bel.ow. Moreover, GAO's failure to submit a draft copy of the report to the postal
uniong for review prior to its widespread public distribution raises considerable
questions about the integrity of the research GAQ undertakes.

There are two major dificilties with the report as well as a host of significant
yet more narrowly-focused problems. First, the major difficulties:

1. The treatment of unpaid leave is entirely misleading and wilhout any factual
bazis. GAO argues that unpaid leave is, by definition, leave which the Postal
Service can and should control (i.e., reduce) and that the amount of unpaid
leave used by postal workers in the three sample cities (10.3 days per year per
employee) is, In fact, excessive. The first point is contradicted by GAO's own
evidence and the second point is never proven. :

Unpaid leave is, by its nature, an umbrellz term embracing both disapproved
adsences and approved absences. GA(Q's figures show that of the 10.3 average
days of unpaid leave per employee, only 1.1 days (or 10.7 percent) are attributed
to disapproved absences (AWOL). The remaining 9.2 days (or 88.3 percent)
are a result of the following: sick leave in excess of the employee's sick leave
balance, disciplinary suspensions (many of which are subsequently grieved and
then volded by an impartial arbitrator), injury or duty (employees receiving
compensation), personal time, maternity leave, and pending time for removal
actions (where both the pending time and the removal are subject to belng
challenged through the grievance procedure).

Obviously, unpaid maternity leave cannot be “controlled” by an absence con-
trol program-—uniess GAQ is suggesting that the Postal Service not hire females
of child-bearing age. Disciplinary suspensions and time pending removal actions
can, of course, be “controlled” if there ig a reduction in the amount of discipline
the Service imposes. An earlier GAO report (“Improved Grievance-Arbitration
System: A Key to Better Labor Relations in the Postal Service,” November 28,
1979) indicated that the Postal Service frequently imposes excessive discipline.
Reducing disciplinary actions, however, runs counter to the GAO's recom-
mendation in this report that more severe disciplinary action be imposed upon
employees wtih poor attendance records. {p. 13)

Whether 10.3 days of unpaid leave per employee per year is excessive when
compared with the experience of employees outside of the Postal Service is &
quéstion which can be treated independent of the conceptual problems discussed
above. Ilowever, GAQ never proves that 10.3 days is, in fact, more than the aver-
age amount of unpaid leave used by ewployees In either private industry or the
federal government because no comparative figures are presented—other than a
fizure for the Government Printing Office. In fact, the report hinges its conclu-
sion that postal workers used excessive unpaid leave solely on the fact that work-
ers in GPO used an average of only 54 days of unpaid leave during fiscal year
1580. This, of course, assuines that work in the GPO is similar to that in the
tiiree sample post offices in terms of physical difficulty, mental and emotional
stress and working environment (e.g., safety hazards, ete.). No proof is offered
in support of this assumption. Moreover, the comparison is faulty purely on
methodological grounds, for apparently all workers in the GPO are compared
with what is not even a true random selection of postal employees in only three
large-city post offices {see below).

2. The validity of the report’s sample itself 18 suspect. Nine hundred postal
workers in three large cities—Chicago, Dallas and Philadelphia—were selected to
be representative of the 575,000 postal employees working out of thousands of
postal facilities, big and little, throughout the nation. Whether the postal work-
ers in these three cities are even representative of postal workers in the nation’s
major cities is not clear—especially since attendance patterns in the three citles
themselves vary substantiglly. Moreover, GAO uses a random stratified sample
in which one-sixth of the sample consists of workers with sick leave balances
of 25 hours or less while the remaining workers in the sample have sick leave
halances in excess of 25 hours. No information is provided as to why the sample
has been stratified in this manner or whether the welghing of the two groups
of workers represents the experience of the total population from which the
samples have been drawn (i.e., all postal workers in the three cities). It is con-
ceivable, for example, that the sample contains a disproportionate number of
individuals who have service attendance problems. Finglly, the report states
that there is a sample error of =8.14 percent at the 95-percent confidence level.
{p. 3) Glven the nature of the data and the conclusions that are drawn, this is
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not an insignificant margin of error and suggests that the sample may have been
too small.

In addition to the two major difficulties discussed above, the report has (at the
least) the following problems:

1. GAO’s treatment of the disciplinary action received by employees GAO deems
to have poor attendance records is specious at best and outrageous at worst.
First, GAO judges that of 108 employees with attendance problems, 44 of them
received disciplinary actions which were “either untimely or not progressively
severe . . .” (p. 13) There is no indication as to exactly what criteria GAO used
for determining whether an employee had an attendance problem (given the
ambiguity contained in Appendix II) or whether the disciplinary action taken
was properly severe. Second, the three so-called illustrative examples presented
are without any statistical support. They are merely the GAO equivalent of Presi-
dent Reagan’s “Chicago Welfare Queen.”

2. GAO concludes that absences (both paid and unpaid) substantially increase
the Postal Service's overtime costs. (p. 6) No mention is made of the fact that
the Postal Service employs approximately 100,000 part-time flexible workers
who often fill-in for absent employees. Moreover, the only evidence presented to
support this claim is data related to the absences of letter carriers in Chicago
and Philadelphia. This data is suspect for a number of reasons—most important
is the fact that 51.5 percent of the so-called “replacement overtime"” was caused
by annual leave. Since annual leave is almost always scheduled in advance, there
is absolutely no justification for the Postal Service to authorize overtime to re-
place employees on annual leave; sufficient part-time flexibles are available and
are generally utilized to replace employees on annual leave. (Whatever justifica-
tion there might be in small post offices certainly would not hold true for the
big-city post offices studied in the GAO report.) Moreover, in large cities, even
unscheduled leave (whether paid or unpaid) usually occurs with sufficient sta-
tistical regularity to allow the postal management to replace absent employees
without using overtime. In the letter carrier craft, overtime in large cities is
almost always a result of increases in mail volume.

3. GAO states that the unpaid absences of letter carriers in Chicago and
Philadelphia were “incurred by employees with poor work habits.” (p. 7)
Absolutely no evidence is offered in support of this conclusion.

In sum, GAO has produced a report which is misleading unsupportable and
unfair. Certainly, the National Association of Letter Carriers believes that,
generally, employees should maintain regular attendance schedules. We are
also aware that among the Postal Service’s 700,000 employees (bargaining-
unit, supervisory and managerial) there inevitably are some abuses. However,
GAO has not shown that these abuses are widespread. In fact, even if there were
widespread abuses, the Postal Service should under no circumstances harass
or discipline postal workers for the legitimate use of leave—both paid and
unpaid.

Resting as it does upon a flimsy structure of conceptual and statistical weak-
nesses, illogical arguments and overt bias, the GAO report is a disservice to
postal workers and to the Postal Service itself as an institution. Your report is
also a disservice to those individuals in the federal government and elsewhere
who rely upon the quality of GAO's reports to evaluate existing policy and
devise new policy. Perhaps if you had postponed publication of the report long
enough to submit it to the postal unions for review, the weaknesses I have dis-
cussed above would have been avoided.

Sincerely yours,
VINCENT R. SOMBROTTO, President.

Senator Symms. Thank you very much for your statement, Without
objection, we’ll let the others go ahead. So let’s hear from Mr. Elroy
Bartels, postmaster.

STATEMENT OF ELROY BARTELS, SECRETARY-TREASURER, NA-
TIONAL ASSOCIATION OF POSTMASTERS, ACCOMPANIED BY
FRANK MIKLOZEK, EXECUTIVE DIRECTOR

Mr. BarteLs. Senator Symms and members of the subcommittee,
I am the postmaster of Tobias, Nebr., a rural community in my State,
and the secretary-treasurer of the National Association of Postmasters
of the United States.
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I provide varied mail service to 587 customers in my town and I
represent over 34,000 postmasters and postmasters retired. With me
today is Frank Miklozek, executive director of our organization.

The National Association of Postmasters is composed of postmasters
who are the field operations managers of the Postal Service. They are
dedicated men and women who serve postal customers in every village,
town, and city in the United States. They administer every phase of
postal operations., From that vantage point, they know what impact
the repeal of the private express statutes will have on postal services.

It is their considered opinion that to tamper with or repeal the
private express statutes would play havoc with the Postal Service and
be utterly disastrous to the mail service now being rendered to the
citizens of our great Nation, this being especially the case in rural
America.

As you are aware, the Private Express Statutes are a collection of
IFederal laws codified in title 18 and title 39 of the United States Code,
and which confer upon the U.S. Postal Serviee the exclusive right to
carry letters subject to certain exceptions.

Based substantially on court decisions and opinions of the U.S.
Attorney General and the chief legal officers, the Postal Service has
defined a letter as a message dirceted to a specified person or address
and recorded in or on a tangible object.

Essentially, the statutes protect the revenue of the Postal Service so
as to allow the Postal Service to fulfill the constitutional mandate that
it provide “prompt, reliable, and efficient service to citizens in all areas
and to render postal service to all communities.” They provide for a
natural monopoly which is essential to carry out that constitutional
mandate.

The report of the President’s Commission on Postal Qrganization
in 1968 states:

Becnuse the public welfare attaches to the postal service to the same degree as
it does to other major utilitics or communications media, we find that the Postal
Service Is essentially a public utility.

It operates as a limited monopoly ; it must charge a uniform price for a given
class of service and must serve all customers who are willing to pay the price. We
conclude, therefore, that the principles which apply to public utility pricing are
also applicable to pricing public services.

‘The repeal of the private exprese statutes would in effect abolish this
natural monopoly. It would allow hundreds, or even thousands, of pri-
vate firms to enter into the delivery of mail. This wonld mean that pri-
vate firms which exist primarily to make a profit would obviously con-
centrate their efforts in densely populated areas where high mail
volume can be anticipated, avoiding the investment in fixed costs and
excessive logistical commitments, their concentrated activitics no doubt
would be profitable and could result in lower rates—but at the expense
of providing service to rural communities and even inner-city ghetto
areas.

Since their business would be localized or even regionalized, what
mail is left would find its way to the Postal Service, and it would in
fact have a monopoly by default in the areas avoided by private
enterprise. .

The consequence of this would be higher postal costs to those using
the Postal Service and the need of greater subsidies from the Federal
Treasury to overcome the disparity of lost volume and revenue and the
fixed costs which cannot be reduced proportionately.
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The report of the President’s Commission on Postal Organization
further states, “Though the origins of the postal monopoly are differ-
ent from those of other utilities, the economic justification is the
same.” T'wo of the reasons why utilities have been chartered as monop-
olies are directly applicable to the Post Office monopoly.

Natural monopoly : There would be obvious inconvenience and mone-
tary waste in having two electric companies serving the same territory
with the multiple utility lines and poles and meters reaching different
customers.

Similarly, it would be inconvenient and wasteful to have two gas
companies tearing up the same city streets, to reach limited households.
Like other major utilities, the Post Office has an element of natural
monopoly: the waste of having several companies duplicating daily
deliveries to almost every house is apparent.

Protection of revenue: A second reason for the utility monopoly is
that many utilities are more vulnerable to competition in some por-
tions of their activities than in others. '

The Postal Service is particularly vulnerable to “cream-skimming”
in the high-volume, high-value segments of its markets, for example,
delivery within or between downtown business districts of major cities.

Tt would probably be uneconomic for the Post Office to meet competi-
tion by offering a reduced rate for such service because of the addi-
1l:§onal costs of administering a rate scheme split along geographic

ines.

-The competitor would then be able to serve the low-cost segment of
the market, leaving the Post Office to handle the high-cost services.
Under such competition the Post Office would lose lucrative portions of
its business, increasing its average unit cost and requiring higher prices
to all users. This would be highly discriminatory, again for those
Americans who choose to live in rural areas.

The Commission concluded, therefore, that the postal monopoly pro-
vided by the private express statutes would be preserved, although not
necessarily in its present form.

They recommend a slight relaxation of the postal monopoly to per-
mit organizations to make their own arrangements for intracompany -
mail when they can demonstrate to the Postal Rate Commission that
the Post Office does not provide them with adequate service.

The Postal Service has recognized this and in November 1979 re-
strictions of private delivery were separated for “extremely urgent
letters where it was demonstrated the Postal Service could not com-
petitively provide such timely service.”

Other than these suggested slight relaxations in the postal monopolyv.
it was the recommendation of the Commission that the postal monopoly
provided by the private express statutes be maintained.

The conclusion recorded by these mature, experienced businessmen
after many months of extensive study and deliberation was that the
revenue sources protected by the statutes help to maintain fairly stable
and affordable rates to insure a universal postal service by disbursing
irrevocable fixed costs over a wider revenue base.

Under the private express statutes we have a smooth domestic nostal
operation. We have a uniform price for the carriage of a letter. If the
private express statutes were repealed, this would no longer be true.
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Each private concern could establish its own price based upon the
costs of its operation. There would be no uniformity of operation
throughout the Nation inasmuch as you would have a multiplicity of
private firms which would serve only some of the arcas that they feel
would be profitable to their business, and this would mean that post-
age paid to deliver letters in certain areas would not be valid for mail
which would have to be forwarded to another area, for one reason or
another,

These companies would not be interested in maintaining appropriate
records for the forwarding of mail outside their service areas: First,
because it would not be profitable, and second, because they would not
be interested in areas not served by them.

Imagine the nightmare, since approximately 20 to 25 percent, of the
American people move each year. Who would you hold accountable to
forward mail if the private express statutes were repealed ?

At the present time the private express statutes insure smooth do-
mestic postal operations with 164 foreign postal administrations, With
the entry into the field of mail delivery by numerous private firms, it
1s extremely doubtful that this smooth domestic postal operation with
foreign administrations would continue to exist. We find it hard to
imagine a private profit-motivated entrepreneur being willing to in-
cur (I:he logistical costs of serving the Third World nations, for ex-
ample.

The Postal Service has an extremely competent Postal Inspection
Service to protect the mailing public against fraud and false repre-
sentation as well as guaranteeing the sanctity of the mails.

It is again extremely doubtful if any private entrepreneur would
establish such a service because it would be too expensive and adversely
affect profitability.

Consequently, the users of thesce mail svstems wonld not be protected
against fraud and false representation. There would be no guaranteed
sanctity of the mail. Furthermore, the laudable efforts of the Postal
Service to stem the flow of pornography and other licentious articles
through the mails could be reversed. Indiscriminate mailing of these
materials conld further erode the moral fabric of our society,

The Postal Service provides many other services to the American
public. It helps the U.S. Government in the role of facilitator to
numerous (Government programs, such as draft registration, alien reg-
istration, food stamp and duck stamp distribution. and as an outlet for
Treasury Department programs and also the hobby of philately.

It has even been played an integral part in collecting census data
for the 11.S. Census Bureau. It is extremely doubtful that any private
firm would assume these activities, because it would be unprofitable
and unrelated to the delivery of letters.

It is our position that the U.S. Postal Service has been and always
will be a valuable public service essential to the husiness and personal
lives of the American people. This is why we believe our Founding
Fathers forged the way for private express statutes.

They evolved not for the protection of the Postal Service, but rather
to insure that all Americans would always have access to 4 reasonably
affordable, universal communications system.

Despite the availability of other communications media, we see the
need of a commitment from our Government to continue the existence
of this universal system for yet unborn gencrations of Americans.
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In testimony before the Senate Subcommittee on Enerey, Nuclear
Proliferation and Government Processes on May 1, 1980, Senator
Barry Goldwater of Arvizona supported the preservation of postal
traditions.

He indicated that time and time again he has supported positions
that “assure the public gets the service the Constitution and law guar-
antee.”

Further, he suggested that if postal customers resorted to the use
of alternative means of delivery it would “accelerate a death cycle in
which decreased service means decreased customers. Decreased custom-
ers means decreased revenues. Decreased revenues mean either or both
decreased service or increased rates. And increased rates will mean
decreased customers. Where the cycle ends., no one knows.”

Rather than consider legislation which will facilitate that cycle,
we submit that the Congress should be seeking ways to encourage
greater efficiency for the Postal Service.

The opportunity to do that is available by supporting its efforts to
take advantage of the latest technology. Through the application and
automation with optical character readers and bar code readers and
the 4-digit ZIP code add-on, we can achieve significant monetary pay-
backs to provide an even greater stability at prices that remain afford-
able for most Americans. Qur organization solicits your support in
these areas.

In conclusion. we recognize that the Postal Service can and must be
improved, but the repeal of the private express statutes and the intro-
duction of competition is not the panacea. We wonder whether deregu-
lation has achieved the stated goals and objectives in either the air-
line or trucking industries.

We therefore strongly recommend the retention and no further
tampering with the private express statutes. _

I thank you, Senator, for the opportunitv to appear hefore you and
the members of this subcommittee. Mr. Miklozek and I will be happy
to answer any questions you may have here.

Senator Symms. Thank you very much for a very excellent state-
ment.

Chuck Merin, the National Rural Letter Carriers Association.

STATEMENT OF CHARLES L. MERIN, DIRECTOR OF GOVERNMENTAL
AFFAIRS, NATIONAL RURAL LETTER CARRIERS’ ASSOCIATION,
ON BEHALF OF WILBUR S. WOOD, PRESIDENT

Mr. Merin. Thank vou, Senator.

My name is Chuck Merin, I'm director of governmental affairs for
the 65.000-member National Rural Letter Carriers’ Association.

Rural mail carriers serve over 50 million Americans daily, traveling
some 214 million miles of roads a day.

I am prepared to offer a summary of our presentation but request
that our full statement be included in its entirety.

Senator Symms. Your entire prepared statement will be a part of
the record.

Mr. Mzerin. The testimony which has just been admitted to the hear-
ing record provides. I think, a compelling case for the constitutional
origins of a nationwide system of universal postal services under Fed-
eral control.
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For that reason, the balance of my oral presentation will focus on
two central points: First, the folly of drawing any analogies between
other deregulation efforts and the proposed deregulation of the Postal
Service; and second, the enduring value of the present system of uni-
versally accessible postal services.

Let me address the deregulation analogy first.

Free marketeers continue to preach the benefits of an unfettered, de-
regulated postal market, while ignoring the more odious consequences
of such a mail cartelization.

An aide to Senator Symms was recently quoted as stating that just
as “airline deregulation did not leave rural communities in the lurch,
neither would deregulated postal delivery.”

As any regular passenger on flights to small towns or remote areas
of this country would quickly note, the most immediate effects of air-
line deregulations have been twofold.

First, there’s been a significant decline in the quality and avail-
ability of service to small towns and rural areas; and second, a con-
comitant increase in related fares.

To claborate further on this point, and to disabuse this subcommit-
tee of the notion that airline deregulation provides a useful analogy
to the current postal discussions, consider these points:

Congressman Ray Kogovsek of Colorado was kind enough to share
with us s copy of a recent Congressional Research Service report which
examined the cffects of airline deregulation on the largely rural State
of Colorado. Attachment C to our prepared statement is a copy of
that report, in which the findings of the CRS were quite clear. The
CRS noted that “increased fares and reduced service to rural areas
since (airline) regulation was not a problem confined to Colorado.”

In an April 9, 1982, Washington Post editorial entitled “Airline De-
regulation Doesn’t Work,” noted economic analvst Hobart Rowan
stated that the distorted price structure and deterioration of airline
service since deregulation had been caused by the deregulation of
airline rates. In short, he called airline deregulation both “inefficient
and dangerous.”

Perhaps for purposes of comparison, a better analogy might be
drawn between the proposed postal deregulation and the ongoing de-
regulation of AT&T. The more ominons consequences of the AT&T
deregulation for rural residents underscored in a February 28, 1982,
Washington Post analysis of the AT&T experience, entitled “Pre-
paring for a Communications Revolution.” Consider this excerpt
from that analysis:

Perhaps the most important questions government will face deals with the
simple delivery of service. The 1934 Communications Act gives the government
an implicit mandate to assure telephone services. The splitting np of AT&T
may well end the company’s service orientation.

The public has taken that service ethic for granted. Phone service is by any
measurement cheap and efficlent in most of the country, certainly better than
anywhere in the world.

But what if the local phone company doesn’t care to serve rural residents and
the urban poor, to site two examples, and operates like the good free market
firm the Administration would like it to be? Tocal telephone service is not nearly
as lucrative as long distance, computer, and information services. Does that
mean that rural Americans, already far removed from prospects of getting the
diversity of cable television, may also lose access to telephone service?

Clearly, service is the key word here and service is what most as-
suredly would be jeopardized by the repeal of the private express
statutes.

11-341 0 - 82 - 22
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Perhaps that service ethic is what is least understood among propo-
nents of the statutes repeal. The Postal Service is a constitutionally
authorized public service, pursuing a service ethic rather than private
sector profit goals. The Postal Service’s historical and congressionally
mandated service orientation precludes it from being run like a for-
profit corporation.

Unfettered access to a universal postal system opérating at reason-
able rates has been a long-agreed-upon, national policy. If cost effec-
tiveness had been a natural postal objective, then comprehensive rural
mail delivery services, free mailings for the blind and handicapped,
and special rates for library services would never have been adopted.

Though free marketeers continue to press for postal deregulation,
the uniqueness and importance of a universal postal system under
Federal control, as validated by two centuries of legislative and judi-
cial actions, should not be cavalierly ignored. o

As can be plainly illustrated by the legacy of the private express
statutes and of postal services to remote areas of the Nation, an un-
trammeled, free-market economy isn’t always synonymous with the
national interest.

The burden for justification for repeal of the statutes lies squarely
with its proponents. Who will provide mail service to and between
Heyburn and Parma, Idaho? Who will provide the interconnect for
mail moving between Corydon, Ind., and Carlton, Ga.? Who will pro-
vide for that mail’s security ? :

What sort of rate stability does postal deregulation promise for
first-class “citizens” mail? Are not the certain losers of any postal
deregulation residents of rural and economically depressed inner-city
areas? What guarantees exist for the preservation of a nationwide
postal network if the proposed deregulation is achieved ?

Without specific answers to these and other questions, arguments in
favor of postal deregulation smack of rather dangerous speculation.

Let me conclude our presentation by paraphrasing something that
former Social Security Commissioner Robert Ball once said: Com-
menting on the role of the Federal Government in our daily lives,
Commissioner Ball observed that three Federal agencies were the most
readily synonymous with the average American’s perceptions about
the proper functions of his Government, the Internal Revenue Service,
to equitably administer the Nation’s taxation system: the Social Se-
curity Svstem, to assure some measure of fiscal self-sufficiency in old
age; and the Postal Service, perhaps the most conspicuous of the three
because of its near daily contact with the American people.

Jeopardize the effectiveness of any or all of these agencies, Ball
said, and he felt that you seriously compromised the average Ameri-
can’s faith in the ability of his Government to provide essential Gov-
ernment services.

Repeal of the private express statutes permit private enterprise to
cannibalize one of the most basic and enduring of Government’s serv-
ices. And-you will most certainly harvest the disillusionment, of which
former Commissioner Ball spoke. , '

T have one more thing I would like to add to that. A ot has been
parroted—bandied about—about the effect of cream-skimming on the
private express statutes. I’d like to read one paragraph from the
1973 Kappel Commission Report, the strongest endorsement we know
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of. The statutes come from the 1973 presidentially imported Kappel
Commission Private Express Statutes Task Force Report itself,

The Commission retained the private sector firm of McKinsey &
Co. to analyze the alleged cream-skimming threat to the Postal Serv-
ice. McKinsey & Co.’s report to the commission about this matter
underscored the dire economic consequences to both the Postal Serv-
ice and users of the mail if first-class mail diversion were permitted
through a repeal of the statutes.

One key paragraph from the company’s report to the commission
bears repeating—I'm quoting now:

The hypothesis has been advanced that abandonipent or substantive relaxa-
tion of the private express statutes’ prohibitions will expose the Postal Service
to cream-skimming inroads from private competitors. This cream-skimming will
most likely happen in high delivery density urban areas where the margin
between postal costs and postage rates is greatest and where it would therefore
be easier than in other areas to undercut Postal Service postage rates and siphon
off substantial volume. It reasons that the volume Iosses in those low-unit costs,
high-unit margin areas will raise the average cost of postal services elsewhere
and thos, under the break-even mandate of the Postal Reorganization Act, ereate
pressure for higher Postal Service postage rates. Rate increases will, in turn,
open the Postal Service to more cream-skimming, beginning the cycle all over
again. Finally, it is concluded that the inevitable result of this chain of events
would be an aggregate lncrease in the cost of providing the nation with the same
level and quality of postal services it now has.

Thank you for allowing us to appear. 1'd be pleased to answer any

questions.
[The prepared statement of Mr. Wood follows :]
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PrepARED STATEMENT oF WiLBUR S. Woop

My name is Wilbur S. Wood, and I am President of the 65,000 mem-
ber National Rural Letter Carriers"Association. Our carriers
serve over 15 million Americans, traveling over 2,309,313 miles
daily along one of 36,102 rural route. throughout the country.
The rural carrier operates as a "Post-Office on wheels", provi-

ding all of those services rendered at a local post office.

I am accompanied today by Mr. Chuck Merin,-Direcﬁor of Govern-

mental Affairs for the Association. We are pleased to have this
opportunity to express our views on the performance of the U. S.
Postal Service since the 1970 Postal Reorganization Act, and on

the pfoposed "Deregulation' of first-class mail delivery.

Let me state as clearly as possible for the record, my Associa-
tion's position concerning the Private Express Statutes. We be-
lieve the Statutes to be as essential today to the preservation
and enhancement of a universal system of pbstal services as they
were at the time of their enactment in 1792. We remain totally

and unalterably opposed to their repeal.

Our testimony before the Subcommittee today will attempt to vali-
date the thesis that only through the retention of the Statutes
can the Constitutional mandate to provide universal postal servi-
ces be preéerved. We have defined the phrase universal postal
services to mean the near unique ability of the American citi-
zenry to enjoy equal access to quality postal services at non-
discriminatory rates, regardless of geographical residence or

economic status.

Our testimony will focus almostexclusively upon the proposed
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"'"Deregulation of first-class mail delivery. However, as a means
of expressing our views on the related question of the performance
of the U. 8. Postal Service since the passage of the 1970 Postal
Reorganization Act, we offer as an addendum Attachment A, testi-
mony which we recently submitted on this very topic to the House

Post Office and Civil Service Committee.

To begin, a few limited observations about postal service perform-
ance would seem in order. Since relative c¢ost and quality of
service are the standards by which the Postal Service is most
often measured, consider these facts gleaned from a recent Postal

Service publication:

e For the third straight year, the Postal Service pro-
vided overnight service for 957 of the stamped first-
class mail targeted for local or metropolitan area de-
livery. Although they fell short of their goals for
second- and third-day delivery, they delivered all first-
class (61 billion pieces) in an average of 1.68 days and

stamped first-class mail in 1.51 days.

s The amount of general revenues that went into postal

service operations declined still further in 1981, so
that Congress' public service appropriation to the USPS
represented only 27 of its total operating expense.
The year before reorganization, taxpayers carried the
burden for 247 of the Postal Service's operating cost.
Congress would have had to appropriate more than five
billion dollars to provide an equivalent subsidy for

1981.
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e Customers again endorsed postal gerviées as a good value
as mail volume continued to grow last year. In 1981, a
record 110 billion pieces of mail were deposited, cre-
ating an increase of 3.8 billion pieceé over the previ-

ous year's total.

o The volume of first- and third-class mail rose 1.1 bil-
lion pieces and 3.2 billion pieces respectively in the

last fiscal year.

e Gross productivity, which is the total volume of mail
divided by the number of work years, also increased by
3.4%7, for an accumulative productivity increase of 38.47
since 1970. By any standard, a rather impressive list

of achievements.

The focal point of these hearings turns on the proposed "Deregu-
lation" of first-class mail delivery through the repeal of the
Private Express Statutes. To place the enduring importance of the
Statutes in their proper perspective, a brief historical examina-

tion is necessary.

The Statutes are a group of Federal laws which are collectively

. codified in Title 18, United States Code, Section 1693-1699 and
1724, and Title 39, United States Code, Sections 601-606. They con-
fer on the Postal Service the exclusive right to carry letters sub-
ject.to certain eﬁceptions. Based substantially on court deci-
sions and opinions of U. S. Attorney Generals and of its legal of-
ficers, the Postal Service has defined a letter as a message di-

rected to a specific person or address and recorded in or on a
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tangible object.

For a more detalled examination of the highly relevant origins of
the Statutes, we would refer Members of the Subcommittee to the
1973 Kappel Commission Report to the President, entitled, "The
Private Express Statutes and Their Administration'. Three central

paragraphs from that report beaxr special consideration, however:

"By the time John Hancock, with a flourish, set his
hand to the Declaration of Independence, the tradition
of a government monopoly over the carriage of corre-
spondence was already well established in the lives

of the people. The new government's effort to cre-
ate suitable means of implementing the monopoly,

like that of the British before it, has been a con-
tinuing process. In its course, both the scope of the
monopoly and its effectiveness have varied, but the
substantive core has endured hnchangcd. The car-
riage of letters has historically been the exclusive

business of the government,

The Articles of Confederation gave Congress "sole

and exclusive power' to establish and maintain post
offices and post roads throughout the states,.noE
merely between them. In the comprehensive ordinance
for regulating the Post Office of the United States
of America, adopted in 1782, the Continental Congress
prohibited paid private carriage of "letters, packets
of other dispatches' by all persons except messenpers

sent on "any private affair™ and persons "sent officially
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in public service.”" Where the "general post office"
did not provide service, private carriage with the con-
sent of the Postmaster General, was declared unaffected
by the ordinance's restrictions until government ser-

vice was begun.

Probably to sidestep arguments over the division of power
between state and federal governments, the quoted lang-
uage from the Articles was omitted in the Constitution
which took effect in 1789, and replaced with the more
general power "to establish post offices and post roads".
The postal monopoly function was continued unchanged

by the new government and then re-established in the
first comprehensive Postal Act of the new Congress,
adopted in 1792. Together with its successor statutes
and the regulations and decisions interpreting them,

the monopoly is continued to the present day-with only
peripheral changes. The Statutes have repeatedly

been held constituional by the courts.”

Critics of the mail monopoly have asserted that the Statutes are

excessive, and that the Congress through their promulgation has ex-

ceeded its lawful authority in this area. However, as early as

the 19th Century, the Supreme Court of the United States recog-

nized thebroad powers of the Congress to act on matters relating

to postal services. Consider this highly relevant 1878 Supreme

Court decision, which states that:

-

“The power vested in Congress to establish post of-

fices and post roads has been practically construed
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since the foundation of the government, to authorize
not merely the designation of the routes over which
the mail shall be carried, and the offices where
letters and other decuments shall be received to be
distributed or forwarded, but the carriage of the mail
and all measures recessary Lo secure its safe and
speedy transit and the prompt delivery of its con-
tents. The validicty of legislation describing what
should be carried, and its weight and form, and the
charges to which it should be subjected, has never
been questioned. . . . . The power possessed by Con-
gress embraces the regulation of the entire postal
system of the country. The right to designate what
shall be carried necessarily involves the right to
determine what shall be excluded." Ex parte Jack-

son, 96th U, 5. 727, 732 (1878).

Congress further underscored its cxpansive view of the role of
the Postal Service when it stated in the 1970 Postal Reorganiza-
tion Act that "the Postal Service shall provide a maximum degree
of effective and regular postal services to rural areas, communi-
ties and small towns where post offices are not self-sustaining,
No small post office shall be closed sclely for operating in a
deficit, it being the specific intent of the Congress that effec-
tive postal services be insured to the residents of both urban and
rural communities.” (Section 101 (b) of Title 39, United States
Code). When the Postal Reorganization Act spoke of the Postal
Service's basic responsibility to "provide prompt, reliable, and
efficient services to patrons in all areas. . . . render postal

services to all communities," Congress was most certainly speaking
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to the role of the Private Express Statutes. Commenting on the
Congress' view of this universal service responsibility'as enumer -

ated in the Act, the 1973 Kappel Commission Report stated:

"This means that the Postal Service must serve those areas
and customers for which operating costs are not recover-
able under a uniform pricing policy. If the Private Ex-
press Statutes were repealed, private enterprise, unlike
the Postal Service, would be free to move into the most
economically attractive markets while avoiding markets

that are less attractive from the business standpoint.

In addition, the Act- contemplates that the Postal Ser-
vice will become virtually self-sufficient and that

the Service is committed to achieving this self-suffi-
ciency as soon as practicable. Without abandoning the
policy of self-sufficiency and reintroducing massive
subsidies, it is hard to see how the Postal Service
could meet rate and service objectives in the face of
cream skimming competition against its major product.
But abandonment of this policy would impose an unjusti-
fiable burden of cost on the taxpaying public and might

jead to the erosion of a universal postal service."

When Senator Symms introduced his bill to deregulate the first-
class mail monopoly, he asserted that the Constitution "does not
state how Congress may establish postal service, much less dictate
a Government monopoly." In addition, he asserted that his bill
recognized "the peoples’' right to free entry into the business

of first-class mail delivery.”
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The right to enter the business of first-class mail delivery, how-
ever, was granted to Congress not only in the adoption of the U. S.
Constitution but in the Articles of Confederation. Section 8, Arti-
cle 1, of the U. 5. Constitution states that power shall be granted
to Congress "to establish post offices and post roads.”" This pro-
vision was adopted from the articles of Confederation which deemed
that Congress "shall also have the sole and exclusive right and
power of establishing and regulating post-offices from one state

to another, throughout all the United States and exacting such
postage on the papers passing through the same as may be

requisite to defray the expenses of said office."

Such a law was derived from the policy established by the Second
Continental Congress which decreed on July 26, 1775 that: “a
Postmaster General be appointed for the United Colonies, who shall
hold his office at Philadelphia. . .; that a line of Posts be ap-
pointed under the direction vf the Postmastef General, from Fal-
mouth in New England to Savannah in Georgia, with as many cross
posts as he shall think fit....; that the several Deputies account
quarterly with the General Post Office and the Postmaster General
annually with Continental Treasurers, when he shsll pay into the
receipt of the said Treasurers the profits of the Post Offide;

and if the necessary expense of this establishment should exceed
the produce of it, the deficiency shall be made good by the
United Colonies and paid to the Postmaster General by the Conti-

nental Treasurers." .

Hence, the beginnings of a general post office in America was es-
tablished under a central government, to be fuhdcd by the public

treasury, and for the purpose of providing a service, not for mak-
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ing a profit. The centralized, service-oriented postal policy was
adopted by the Second Continental Congress as reflected in the
Articles of Confederation and shortly thereafter became a constitu-
tional law. To help protect the revenues so that the Federal Gov-.
" ernment could operate a universal postal sysﬁem, Congress enacted
in 1792 allaw which prevented outsiders from delivering letters,
thereby protecting the volume of mail and ultimately the revenue
derived from the postal delivery. The law, which is the basis

for today's Private Express Statutes, stated:

"That if any person, other than the Postmaster Geﬁeral, or his
deputies, or persons by them employed, shall take up, receive,
order, dispatch, convey, carry or deliver any letter or letters,
packet or packets, other than newspapers, for hire or reward, or
shall be concerned in setting up any foot or horsepost, wagon or
other carriage, by or in which any letter or packet shall be car-
ried for hire, on any established post-road, or any packet, or
other vessel or boat, or any conveyance whatever, whereby the
revenue of the general post-office may be injured, every person,
so offending, shall forfeit, for evér? such offence, the sum of

two hundred dollars."

This law was adopted from an Ordinanceof 1782 .which was‘establishgd
just after the Articles of Conféderation'were enacted. Article 1,
Section 8 of the U. 8. Constitution gives Congress the power 'to

" make all laws which shall be necessary and proper for carrying

into execution the foregoing powers and all other powers vested

by this Constitution in the Government of the U. S. or in any
department or offiger thereof." Hence, the Statutes were adopted.
in 1792 to help Congress execute its' mandate to establish post

.

roads and post offices.
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Perhaps it is worth repeating the oft repeated aphorism of Justice
Holmes when he stated in his dissent in Milwaukee Publishing Com-
pany V. Burleson, 255 U. S. 407, 437 (1921), that “the United
States may give up the post office when it sees fit, but while it
carries it on, the use of the mails is almost as much a part of
free speech as the way to use our tongues, and it would take very
strong language to convince me that Congress ever intended to

give such a practically despotic power to any one man." Repeal
the Private Express Statutes, permit private carriers to cannaba-
lize cost effective metropolitan mail delivery, and the despotism

of which Justice Holmes spoke will most assuredly become a reality.

As Members of the Subcommittee may be aware, the Postal Subcommit-
tees of the House Post Office and Civil Service Committee have only
recently concluded extensive hearings which focused on the ef-
fectiveness of the 1970 Postal Reorganization Act and on the time-
liness of the Private Express Statutes. The overwhelming mmjority
of witnesses who addressed the issue of the Statutes in their
testimony categoricallyendersed their retention. Excerpted below
are but a few of the endorsements of the Statutes which came ocut

of those hearings.

e From the March 18, 1982 cestimony of Roger Sherman, a professor

of economics at the University of Virginia:

"Modifying the Private Express Statutes to allow competitive

letter mail service would make the uniform rate for first-class
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mail difficult to sustain. If priced at a uniform rate based on
some average cost over all first-class mail, some of the mail
may be profitable while the rest is actually being subsidized.
Competing services which could operate at lower costs within
large cities might offer.lower prices and win business there,
leaving the Postal Service to deliver the high cost letter mail,

for instance, to rural areas."

¢ From the December 10, 1981 testimony of William J. Anderson,
Director of the General Government Division of the highly author-

itative General Accounting Office:

“Although there has been some discussion about relaxing the
Statutes, we continue to believe that the essential design of
these Statutes is sound. The Private Express Statutes make it
economically possible for the Postal Service to comply with the
Congressional mandate to provide a uniform rate for letter mail.
Without the protection of these Statutes, competitors c&uld es-
tablish discreet postal operations in high volume, low-cost areas
such as urban commercial centers and undercut the mandated uni-
form price that the Postal Service charges in nation-wide service
[ If the Private Express Statutes were repealed or'materially
relaxed, Congress would have to be prepared to furnish substantial

taxpayer funds to provide mail services."

o From'.the March 4, 1982 testimony of Ralph Nader:

"The Private Express Statutes must remain intact. A govern-
ment postal service is as necessary today as it was in 1792 when

the Statutes were established. Repeal or weakening of the Pri-
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vate Express Statutes would bring on short-term price reductions
in urban areas, followed by scaring price hikes across the Nation,
ﬁot to mention total confusion for mailers and recipients. The
whole concept of repeal is incefficient and insensitive to first-
class mailer needs. It would serve only the private companies

that could skim profits off the most lucrative postal markets.”

But perhaps the strongest endorsement of the Statutes comes from

the 1973 Presidentially appointcd Kappel Commission Private Ex-
press Task Force Report itself. The Commission retained the

private sector firm of McKinscy and Company to analyze the alleged
creaﬁ-skimming threat to the Postal Service. McKinsey and Company's
report to the Commission about this matter underscored the dire
economic consequences to both the Postal Service and users of the
mail if first-class mail diversion were permitted through a re-

peal of the Statutes. One Key paragraph from the Company's re-

port to the Commission neatly summarizes the danger of such a

repeal. Quotling now from the McKinsey Repoxt:

"The hypothesis has been advanced that abandonment or
substantive relaxation of the Private Express Statutes!
prohibitions will expose the Postal Service to cream-
skimming in-roads from private competitors. This cream-
skimming will most likely happen in high delivery den-
sity urban areas where the margin between postal costs
and postage rates is greatest and where it would there-
fore, be easier than in other areas to undercut postal
service postage rates and siphon off substantial volume.
It is reasoned that the volume losses in thosc low unit

costs, high unit margin areas will raise the average
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cost of postal services elsewhere and thus, under the
‘break even mandate of the Postal Reorganization Act,
create pressure for higher Postal Service postage
rates. Rate increases will, in turn, open the Ppstal
Service to more cream-skimming, beginning the cycle
all over again. Finally, it is concluded that the -
inevitable result of this chain of events would be

an aggregate increase in the cost of providing the
Nation with the same level and quality of postal

services it now has.”

And what would it cost the Congress to subsidize unprofitable
postal services which it would like to retain in the event of
the Statutes' repeal? wﬁen one speaks of unprofitable postal
services, rural mail delivery and the retention of small post of-
fices most often comes to mind. Though the cost of providing
these services is difficult to estimate, one recent Postal Ser-
vice document suggested their aggregate cost to be near 20% of
the total United States Postal Service budget. If that figure
were true, then rural postal services would cost thé Congress

approximately 4.5 billion dollars a year in an annual appropria-

tion if these politically charged services were to be retained.

Attachment B to this testimoney provides an exchange of corres-
pondence'between this Association and the Office of the Chairman
of the Postal Rate Commission. The correspondence concerns the
question of rural postal costs. Though the Rate Commission was
unable to provide a definitive figure about these costs, one set
of numbers it did suggest exclusive of operational costs for rural

delivery was in excess of 1.2 billion dollars per year. Given
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e Congress' current budget cutting efforts, we think it unlikely
‘hat this Congress or any succeeding Congress will anytime soon
vote the sort of annual appropriations necessary to support un-
profitable postal services should the Private Express Statutes be

repealed.

Free marketeers continue to preach the benefits of an unfettered,
deregulated postal market, while ignoring the odious consequences
of such a mail cartelization. In the February 20, 1982 issue of
thg Congressional Quarterly for example, one aide to Senator Symms
was quoted as stating that just as "airline deregulation did not
leave rural communities lp the lurch, nelther would deregulated

postal delivery.”

As any regular passenger on flights to small towns or remote areas
of this country would quickly note, the most immediate affects
of airline deregulation have been two-fold. First, there has
been a significant decline in the quality and availability of sex-
vice to small towns and rural areas; and secondly, & concommitant

increase in related fares.

To eclaborate further on this point, and to disabuse this Sub-
Committee of the notion that airline deregulation provides a use-
ful analogy to the current postal discussions, consider these

points:
e Congressman Ray Kogovsek (D-Colo.) was kind enough to share

with us a copy of a recent Congressional Research Service{URS)

report which examined the affects of airline derecgulation

11-341 0 - 82 - 23
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on the largely rural State of Colorado. Attachment C is

a copy of that report in which the findings of the Service
were quite clear. The CRS noted that "increased fares
and reduced service to rural areas since (airline) de-

regulation was not a problem confined to Colorado." .’

e. In an April 9, 1982 Washington Post editorial entitled,
"Airline Deregulation ﬁoesn't Work", noted economic
analyst Hobart Rowan stated that the distorted price
structure and deterioration of airline service since
deregulation had been caused by the deregulation of
airline rates. In short, he called airline derééﬁla—

tion both "inefficient and dangerous".

Perﬁaps for purposes of comparison, a better analogy might be drawn
between the proposed postal deregulation and the .on-going dereg-
ulation of A. T. & T. The more ominous consequénces of the A. T. & T.
deregulation for rural residents were underscored in a February 28,
1982 Washington Post analysis of the A. T. & T. experience entitled,.

i"Preparing For A Communications Revolution”. Consider this excerpt

from that analysis:

"Perhaps the most important questions government will face
. deals with the simple delivery of service. The 1934 Com-
munications Act gives the government an implicit mandate

to assure telephone services. The splitting up of A. T. &T.

may well end the company's service orientation.

The public has taken that service ethic for granted.

Phone service is by any measurement cheap and efficient



in most of the country, certainly better than anywhere

in the world.

But what if the local phone company doesn't care Lo serve
rural residents and the urban poor, to cite two examples,
and operafes like the good free market firm the Admini-
stration would like it to be? Local telephone service is
not nearly as lucrative as longdistance, computer and
information services. Does that mean that rural Americans
alrealdy far removed from prospects of getting the diver-
sity of cable television, may also lose access to tele-

phone service?"

Clearly, service is the key word here and service is what most as-
suredly would be jeopardized by the repeal of the Private Express

Statutes.

Perhaps that service ethic is what is least understood among pro-
ponents of the Statutes repeal. The United States Postal Service

is a Constitutionally authorized public service, pursuing a service
ethic rather than private sector profit goals. The Postal Service's
historical and Congressionally mandated service orientation pre-
cludes it from being run llke a for-profit corporation. .Unfettered
acéess to a universal Postal system operating at reasonable rates

has been a long, agreed upon national poliey. If cost effectiveness
had been a national postal objective, then comprehensive rural de-
livery services, free mailings for the blind and handicapped, and

special rates for library services would never have been adopted.
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Though free marketeers continue to press for postal deregulation,
the uniqueness and importance of a universal postal system under
federal control, as validated by two centuries of legislative and
‘judicial actions, should not be cavalierly ignored. As can be
plainly illustrated by the legacy of the Private Express Statutes
and of postal service to remote areas of the nation, an untrammeled

free market economy isn't always synonomous with the national interest.

The burden of justification for repeal of the Statutes lies squarely
with its' proponments. Who will provide mail service to'and between
Heyburn and Parma, Idaho? Who willprovide the interconnect for
mail moving between Corydon, Indiana and Carlton, Georgia? Who
will provide for that mails' security? What sort of rate stability
does postal deregulation promise for first-class “ecitizens'" mail?
Are not the certain losers of any postal deregulation, residents

of rural and economically depressed inner-city areas? What guaran-
tees exist for the preservation of a nationwide postal network if
the proposed deregulation is achieved? Without specific answers

to these and other questioné, arguments in favor of postal dereg-

ulation smack of rather dangerous speculation.

Let me conclude our presentation by paraphrasing something that
former Social Security Commissionef Robert Ball once said. Com-
menting on the role of the federal government in our daily lives,
Ball observed that three federal agencies were most readily synono-
mous with the average American's perceptions about the proper func-
tions of his govérnment - the Internal Revenue Service, to equit-
ably administer the nation's taxation system; the Social Security
System, to assure some measure of fiscal self-sufficiency in old

age; and the Postal Service, perhaps the most conspicuous of the



three because of its' near daily contact with the American people.

Jeopardize the effectiveness of any or all of these agencies, and
Ball felt that you seriously compromised the average American's
faith in the ability of his government to provide tssential fed-

eral services.

Repeal the Private Express Statutes, permit private enterprise to
cannabalize one of the most basic and enduring of government's
services, and you will most certainly harvest the disillusionment

of which former Commissioner Ball spoke.

Attachments
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Wilbur S. Wood
NRLCA President

Messrs. Chai and bers of the C i

As President of the 65,000-member National Rural
Letter Carriers’ Association, T want to thank you for the
opportunity to express our views on the effectiveness of
the Postal Reorganization Act of 1970.

Our testimony before these Subcommittees will attempt
to validate the following basic theses:

That the Congress must reconcile its presently
schizophrenic demands of the United States Postal
Service. On the one hand, Congress wants postal
services enhanced and rates stabilized, while it simul-
taneously has reduced or eliminated the limited
appropriations which further those very goals.

That limited, congressional funding of the public
service and tevenue foregone appropriations to the
United States Postal Service (USPS) remain vital,
if the Postal Service is to meer and maintain the
standards demanded of it by the 1970 Act.

That further reductions in these appropriations

" can only jeopardize essential but unprofitable postal
services, and stimulate postal rate increases which
will ultimately prove damaging to both the Postal
Service and all users of the mails.

That forces are at work within this Administration
and the Congress to repeal the Private Express Sta-
tutes and undercut the viability of the present postal
structure.

That despite the advent of telecommunication
services, there remains a desperate need to preserve
and enhance basic postal services.

And, that despite the advent of technological, po-
litical, and budgetary forces which will affect the
USPS and the basic ication services availabl
to its patrons, the Congress has not yet focused in on
the importance of these changes. We believe that this
Tack of focus will ultimately inure to the detriment

ATIRHTENT 4
Statement )

of i
Wilbur $. Wood, President

National Rural Letter Carriers’ Association

before the

Committee on Post Office and Civil Service
Subcommittee on Postal Operations and Services;’

Subcommittee on Postal Personnel and Modernization

* x &

The Effectiveness of The

Postal Reorganization Act of 1970

of all mail users, as well as to the Postal Service and
its employees.

Let me begin by addressing the funding issue. I need
ot recall for the Committee the damaging cuts made in
congressional appropriations to the Postal Service by the
FY 1982 budget. Nor do I need to remind the Committee
of the Administration’s FY 1983 budget proposals in this
area. Our Association opposed cutbacks in these limited
appropriations last year and will strenuously do so again
this year. For the record, I would like to indicate why we
believe these cuts fo be fundamentally misdirected and
not in the national interest. :

Our concern in this regard can best be summarized in
wo ways: ‘

® First, we believe that the ultimate cost of major
postal budget “savings” can only be refiected in

significantly higher rates for all classes of mail, -

especially personal first-class mail; and

® Secondly, that the proposed cuts reflect a funda-
mental Jack of ding of the ing behind
Congress’ two, limited postal subsidies. These cuts
further erode the Congress’ slready declining role
in the formulation of postal policy, and jeopardize
many of the very services which Congress professes
to be most interested in.

In his FY 1982 budget message to the Congress, Presi-
dent Reagan stated that, “The cost of mail service should
be borne by users, not taxpayers,” and that the “Postal
Service currently receives a Federal subsidy equivalent to
about 7% of its total operating budget.” That statement
was both factually incorrect and misleading.

At the time of the enactment of the 1970 Postal Re-
organization Act, congressional appropriations provided
approximately 25% of the Service's budget. That figure
today stands at 2%, not the 7% suggested by the Admin-

(Continued on page 260)
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istration.

In principle, recent postal rate making has reflected the
Adminisiration's desire to have major mall users pay for
the predominant share of postal costs. But taxpayers are
also major users of the mails, accounting for in excess of
twenty billion pieces of houschold mail during 1980. If
taxpayers were {orced to pay the actual cost of such mail,
our “citizens” firsi-class mail would be approximately 27¢
per letter. It js business-originated mait volume which has
helped to defray the real cost of postal rates for household
mail.

The Postal Service's two greatest prospects for redue-
ing operating costs and holding down future rate increases,
the nine-digit zip code and involvement in electronic mail
services, remain threatened by the courts and the Con-
gress. If these initiatives arc thwarted and the limited

gressional subsidi duced, the Postal Service wili
likely have no altemnative but 1o seek major rate increases
for all users of the mail.

At present, two limited congressivonal subsidies under-
writc certain special postal interests, In the main, these

idies support unprofitable postal services like rural
delivery and small post offices, and reduced mait rates
for non-profit users like churches and civie orgenizations.

As a marter of national policy. Congress and the gen-
eral public support equal aceess to the mail at non-dis-
criminatory rates for rural residents, and a “break” in
postal rates for non-profit users. The Administration’s
budget proposals directly threaten that national policy. If
implemented, the nct cffcct of the Administration cuts
would ironically be most directly feit by the very group
for whom it seeks reliet—the taxpayer.

In calendar year 1981, the Congress cut the revenue
foregone appropriation to the United States Postal Service.
The resulting 1982 rate increase for non-profit mailers,
in tum, produced a flurry of activity among Mcmbers of
Congress, eager o assuage outraged charitable, refigious,
educational, and civic organizations whose publication
were threatened by these increases. Efforts are currently
underway to rectify this situation, but to what cnd? Will
$77 mittion be restored in revenue foregone tunding as
part of emergency supplemental appropriations for the
FY 1982 budget, only 10 see even larger cuts approved
for the same function for FY 19837

When the Chairman of this C i posed that

(1

demands it places on the United States Postal Service.
Simply put, Congress cannot continoe to demand stable
posial rafes and the maintenance of coaventional postal
services while simultanconsly reducing USPS appropria-
tions and thworllng technulogical inftiztives. The two
pressures don't mesh and never will,

The root of the problem lies in the 1970 Act itself.
Among the most unfortunate consequences of the 1970
Act was the acceptance of the myrh that the Postal Service
would break even financiaily. The 1970 Act established
an unrealistic and unattainable goal when it made the
United States Postal Service a quasi-corporation, predi-
cated upon private sector profit motives.

The Postal Service is a public service, whose bistorical
non-proBt oricotation precludes it from ever attalning
such a goal. Unfettered access to @ unlvenal Postal system
operating al reasonable rates has been a long, 2greed upoa
national policy. If cost effectiveness had been a national
postal objective, then comprchensive rutal delivery ser-
vices, free mailings for the blind and handicapped, and
special rates for library services would never have been
edopted.

But the larger question at Issue here Is the role of the
Congress in the development of & nations! postal policy,
Cangress® limited subsidies to the USPS are its last
viable means of controf over the Service because of the
sufonomy given the United States Postal Service by the
1970 Act. Elimination of the subsidies severs the
last vestige of influence, save oversight hearings,
which-Congress has over the United States Postal
Sercice. We believe In 3 strong Congresslonal oversight
role in postal aflsirs and view the subsidies 2s 2 pood
means of preserving that role.

Telecommunications

There is much speculation about the Iuture of the
Postal Service in a rapidly changing iclecommunications
era. The conscquences of electronic mait volume diversion
are widely dcbated, and naysayers continue to depict the
new technology as an electronic cassandra of doom hang-
ing over the Postal Service's future. That this new tech-
nology will ultimately divert volume from the tradiional
mail streams is uodeniable. The issue becomes onc of
nol if, but how, such changes will affect the institution.
It is not our intention to speculaie about these changes,
It is our desire, however, 10 underscore the need for

P
10,000 small, but pohtically charged rural post offices be
closed in an eflon to meet the Administration's FY 1982
budget demends, his proposal was mct by & hail of bi-
partisan protest. Yet, many of those same members who
screamed Joudest about the proposed post office closings
then voted on the Roor of the House to reduce the very
congressional appropriation which underwrote their oper-
ation.

The point here, T think, is an obvious onc. It should
become increasingly clear to Members of Cangress that
cutting Postal Service appropriations is nof without po-
titical and economic consequences as was once thought,
In the broader scheme of postal operations, however,
Congress has yet to comc to grips with the conflicting

Congressional support of USPS involvement in this chang-
ing telecommunications era.

According to a recent George Washington University
report, onc out of every five American adults, or 23 mil-
fion people, are functionally illiterate. Broken down
ethnically, 16 percent of white, 44 percent of black. and
36 percent of Hispanic people in this country cannot read
or write wcll cnough 1o understand a want-ad or 6l out
3 job application. As Americans, we tend to think in terms
of universal freedoms, but there’s little fiberty for a person
who cant read a3 newspaper or write B leller (o their
Congressman. What traditional postal services have repre-
sented {or more than a century is puarenresd access at
reasonable rates to the most basic of communication

services. The new ¢l < jons
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challenges those guarantees. If 23 million Americans bave
trouble filling out a job application, how can they ever
hope to leamn to use a home computer?

The new technologies are rampant with social, eco-

the Statutes, likened his support for that proposal to de-
regulation of the airline industry. It is Senator Steven
Symms® (R-Id.) contention that just as airline deregulation
did not compromise non-urban eirline service, so postal
. o p

pomic, §, and geographical effetism. Cot
1y, one need not have a college education, live in a major

will not ise non-urban postal ser-

& P

vice. But as simple airline dercgulation analyses have

metropolitan area, or be able to afford a home p

in order to have access to the nation’s oldest communica-
tions medium, the Postal Service. It is our fear that the
rush to embrace these new technologies may well jeopar-
dize one of the few universally accessible modes of com-
munication left to the average American.

Lamentsbly, it is not only new technologies which
(hreaten (he Postal Service. There are elements within
this Congress and this Administration tbat traly believe
that a wholesale dismantlement of the United States

shown, i d fares and reduced service to 1t
politan areas have become the norm since deregulation
went into effect. Indeed, syndicated economic reporter
Hobart Rowen recently termed the deregulation experi-
ence “an uncoordinated and sloppy carteliz(ation) . . .
which was both inefficient and dangerous.” A similar
cartelization will most certainly follow any relaxation of
the Private Express Statutes.

The profit motive dictates normal business planning,
as well it should. Service to sparsely populated or eco-

Postal Service Is in the best interest of Ameri

ers, The focal point for these dismantlement efforts, which
would include blocking USPS involvement ip mew com-
jcati fogies and reducing current service
fevels, would most certainly be the repeal of the Private
Express Statutes. .
Heritage Foundation  *
As an to this , we have i

Adend; Tuded

P d areas of our country is inherently

profitable. Making it prof ble is a difficult, if not
impossible task. If one accepts that private mail delivery
firms would only pursue volume (read that urban-metro-
politan) “cream-skimming,” then surely only the Postal
Service would be left with the responsibility to provide
essential services to cconomically inefficient areas of our
nation. .

Declini

The National Rural Letter Carrier magazine articles which
addressed the original 1980 and follow-up 1981 Heritage
Foundation reports. As you know, the Heritage Founda-
tion is a Washington-based research organi ion which
has provided policy guid for this Administration in
a number of areas. One focus of their recent reports was
the Postal Service, and the need for prompt “dercgula-
tion” of that institution. Quoting from their most recent
paper, the Foundation stated, “The postal monopoly
must be terminated and other federal protections elim-
inated.” The of this dation was
recently underscored by the appointment of the Founda-
tion’s President as an official adviser to White House
Counselor Ed Mecse.

Witness after witness before this Committee has under-
scored the importance of the Statutes. However, the
General Accounting Office put it best perhaps when it
stated that:

“Although there has been some discussion about
relaxing these statutes, we continue to believe that
the essential design of these statutes is sound, The
Private Express make it ically possi-
ble for the Postal Service to comply with the Con-
gressional mandate to provide a uniform rate for
letter mail. Without the protection of these statutes,
competitors could establish discrete postal opera-
tions in high-volume, low-cost areas, sach as urban

} centers, and the dated oni-
form price that the Postal Service charges for nation-
wide service.

“It the Private Exp S were

Yed or

materially relaxed, Congress would have to be pre- - '

pared to fornish substantial taxpayer funds to pro-
vide mail services.”

The original author of S. 1801, a Scnate Bill to repeal

g gr t appropriations, repeal of the
Private Express Statutes, and legislative and legal impedi-
ments to USPS technological growth do not suggest to
this Association that the United States Postal Service will
have the ial wh ithal to in such services.

Bluntly put, Congress is rapidly approaching a com-
munications crossroads. Repeal of the Private Express
Statutes, much like the on-going cuts in its limited Con-
gressional appropriati hreatens the Postal Service’s
viability as a nationwide, unj 1 jcations me-
dinm. Vofe to repeal the Statutes, and you assure one of
two equally unappealing options for the Congress: Ap-
propriate, on an annual basis, the very sizeable sums
needed to fully-fund unprofitable postal services, or; Vote,
by roli-call, to slowly reduce those same unprofitable but
politically charged postal services.

A recent Washington Post article, “Preparing For A
Communications Revolution™ )2/28/82), underscored
the importance of the difficult communication decisions
which lay ahead for the Congress when it addressed the
recent deregulation of AT&T:

“Perhaps the most important questions govern-
ment will face deals with the simple delivery of
service. The 1934 Communications Act gives the
government an implicit mandate to assure telephone
services, The splitting up of AT&T may weil end
the pany’s service ori i

The public has taken that service ethic for granted.
Phone service is by any measurement cheap and
efficient in most of the country, certainly better than
anywhere in the world.

But what if the local phone company doesn't care
to serve rural residents and the urban poor, to cite
two examples, and operates like the good free-market
firm the administration would like it to be? Local

(Continued on page 263)
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Effectiveness of Reorganization Act
- (Continued from page 261)

telephone service is not nearly as lucrative as long-
distance, computer, and information services. Does
that mean rural Americans, already far removed
from prospects of getting the diversity of cable tele-
;  vision, may also lose access to telephone service?

Does it also mean the government will pay little
attention when the urban and rural poor fall even
farther behind the urban and suburban middle class
becanse they will not have access to new information,
banking, shopping and, most importantly, education

telecommaunications service?

Who will set the rules for providing access to new
communications services, laying the groundwork for

privacy rules?”’

Clearly, the answer must be the Congress. Our message
to this Committee is a clear and simple one: Let the
Congress decide the communication needs of the Ameri-
can people in a changing technological era. We believe
that the maintenance of a healthy, universal postal system

provides a most logical foundation for such a network.

Respectfully submitted,

Wilbur S. Wood
President, NRLCA
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’ TIRSTEN .
. POSTAL RATE COMMISSION ,4 W 7— E
' Washington, D.C. 20268

Janet D. Steiger
CHAIRMAN

April 26, 1982

Mr. Charles L. Merin

Director of Governmental Affairs

- National Rural Letter Carriers
Association

1750 Pennsylvania Avenue, N. W.

Suite 1204 -

Washington, D. C. 20006

Dear Mr. Merin:

Chairman Steiger has asked me to respond to your letter,
dated March 17, 1982, requesting data concerning the annual cost
of (1) rural mail dellvery and (2) comprehensive rural postal
services (rural delivery and small post offices). The cost data
provided below come from the publlc files of the Postal Rate Com-
mission. The' source of the data, in each case, is the Postal
Service.

-

Addressing first the cost of rural delivery, the FY 1980
Revenue and Cost Analysis (RCA) and Cost Segments and Components
Report shows total rural carrier labor costs of $918,731,000
representing costs of compensation and certain benefits. Bene-
fits included consist prlmarlly of group life insurance, health
benefits and the Service's seven percent contribution to retire-
ment. Such benefits as workers' compensation and contributions
to the retirement fund deficit, not traceable to individual labor
categories on the basis of information provided to the Commission,
are excluded. The FY 1980 cost of the eguipment maintenance
allowance, to compensate rural carriers for the use of personal
vehicles on the route, was $193,176,000 accoxding to the RCA.

) When we pass beyond the direct labor and vehicle maintenance
allowance costs, as reported for rural carriers in the RCA, we
enter an area where judgmental allocation is necessary. The
Postal Service generally does not dlrectly identify portions of
other cost categorles with rural service as opposed to other types,
nor, of course, does the Postal Rate Commission have the assign-
ment of determining such an overall cost. The financial informa-
tion we obtain is geared toward the analysis of costs and revenues
by class and subclass of mail, in order that we may recommend rates
for the classes and subclasses without reference to a rural/city
distinction. The proportion of other costs besides those given



above for rural carrier labor and vehicle maintenance would
doubtless vary, as well, depending on the definition one chose
to adopt of the term "rural”. To give but one example, such
costs, associated with post offices, as building occupancy and
bostmaster salaries could be allocated in varying proportions
to rural service depending on what particular categories of
post offices one decided to assume were rural for purposes of
analysis.

As a result, there could be wide variations in the
estimates that gifferent analysts might make of the total
cost of rural service. I hope, however, that the figures I
have been able to supply as firmly identified with one agpect
of that service will be of use to you.

Sincerely,

David F. Harris
Secretary
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Congressional Research Service
The Library of Congress’

Washington, D.C. 20540 ﬂ’ W M c ’

March 22, 1982
TO : Honorable Ray Kogovsek
Attention: Alison Cortner
FROM :  John W. Fischer
Analyst in Transportationm
Economics Division
SUBJECT : Fare Increases on Colorado Routes
Resulting from Airline Deregulation
As a result of the Airline Deregulation Act of 1978 and subsequent Civil
Aeronautics Board (CAB) rulings, the airlines now have considerable freedom to
choose Toutes and set fares. It is contended that routes serving largely rural
areas have suffered from fare increases far exceeding inflation or those exper-
jenced on major market routes. While the CAB, through its essential air service
program, will ensure that a community continues to receive air service by Ero—
viding subsidy directly to the airline(s), it offers no similar relief for fares.
How fares and service on routes in your District have been affected can
be seen in the accompanying table. Fares as shown in the table are for the.

lowest, unrestricted, one-way coach fare (or equivalent) available at the time.

Information on Alamosa was not shown for 1977 in the Official Airline Guide
(OAG). We believe Alamosa was being served by Frontier at.the time, and its
absence from the OAG was a brief oversight. (The OAG is published every two
weeks.) However, within the time constraints of this request, we have no other
source available to us, as we save only a very limited number of back copies ;f

the OAG.
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Airline Fares and Service, Denver to Selected Colorado Destinations
1977, 1981 and 1982
City Pair 871111 8/1/81 /482
Puebio-Denver
¢ of daily
scheduied fiighes 3 7 7
carriers Frontier Froatier, Pioaeer Fronrier, Pioneer
tare $3 $67 $34-70
Cortez-Deaver
$ of daily
scheduied flighis H 2 L]
catrices Frontier Frantier Frontier, Pioneer,
Trens-Coiorado
faze $30 $113 $96-11%
Alicosa-Donver
2 of daily
scheduled flights Hot iisted ’ 6 87
-
carriers " Frontier, Bocky Mountzin  Froatier, Roiky Mountain ‘
tare “ $68-87 $66-8e
Montrese-Denver
8 of daiiy
scheduled flighes 2 [ ]
carvicrs Frontier Fronticr, Trans-Colurado  Froncive, Treas-Colarade
foce $37 $49-89 . 386
Aspen-Ovaver
S8 oof caily
scheduted fliphes 27 Approx. 29 daily, (82) 3/ Apprva. 11 daily, (85) &/

caeriers

tace

Aspen Airways, Rocky
Mountsin Aizvays
Iy

Aspen, Roshy Nountain

4353

Aspen, Rosly Mountaia

§53

Source:
March 1, 1982.

8/ There are B7 scheduled flights listed in the OAG.
operate only onc day a week and arc on a seasonal basis.

Cfficial Alrlinc Guide, September I, 1927,

b/ Frontier terminated service on March 20, 1982.
provided by Rocky Mouatain will be five flights daily.

August 1, 1981.

However, the majority

Remaining service

¢/ There are 65 scheduled flights in this merter listed in the OAG. Of
these, the majority operate only one day a week and many arc on a seasonal

basis only,
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As can be seen in the table, fares have increased more on some routes than
on others. Between September 1, 1977 and March 2, 1982, fares increased by 132
percent on the Montrose route, by 92 percent on the Cortez route, by 74 percent
on the Pueblo route and by 66 percent on the Aspen route. During the period
between September 5, 1977 and December 1981, the Consumer Price Index rose 55
percent, indicating that in each case fares have increased faster than the na-
tional rate of inflation. With the exception of the Montrose route, fares have
either remained stable or fallen since August 1, 1981, indicating that the air
traffic controllers strike that begah in August has not yet apparently had any
upward impact on fares. N

. Each route, with the exception of Aspen, is now being flown by more air car-

riers than in 1977. All of these new carriers are commuters, flying smaller,
normally turbo-prop aircraft rather than the larger jet aircraft often used by
Frontier. On the Aspen route, all aircraft were turbo-prop in 1977 and Femain

so today. According to the CAB's Report on Airline Service, Fares, Traffic, Load
y P

Factors and Market Shares, October 1981, the total number of seats available

weekly on each route dropped between August 1, 1978 and August 1, 1981. The
primary cause for this drop apparently is the change to smaller equipment.

Increased fares and reduced service to rural areas since deregulation is
not a problem confined to Colorado. Numerous communities have complained of
decreasing service. The CAB "essential service" program has been criticized
as not offering enough protection for communities against the sudden loss of
air carrier service. However, while both the House and Senate havc held over-
sight hearings on deregulation that touched on this subject, there has been
only limited movement towards amending deregulation legislation to incredse
the protection from loss of service or large fare increases.

1f we can be of further assistance please-advise.
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Senator Syaus. Thank you for your very comprehensive statement,
and we’re happy to have it as part of our record on this important issuc.

We'd like to hear now from Don Ledbetter, president of the National
Association of Postal Supervisors.

Mr. Ledbetter, please proceed.

STATEMENT OF DONALD N. LEDBETTER, PRESIDENT, NATIONAL
ASSOCIATION OF POSTAL SUPERVISORS

Mr. LeoserTer. Thank you, Senator, members of the subcommittee.
My name is Don Ledbetter, president of the National Association of
Postal Supervisors, an organization representing over 85,000 mid-level
supervisors and other managerial employees in the U.S. Postal Service.
As requested, my statement will be brief, but T ask that my entire pre-
pared statement be submitted for the record.

I am pleased to be here today to offer the views of our organization
on the Private Express Statutes because these statutes are extremely
important to the general public. Qur organization is adamantly op-
posed to any relaxation or repeal of the Private Express Statutes. The
central issue in maintaining universal service at uniform rates. Grant-
ing every individual in this country with an affordable means of com-
munication is an integral part of our democratic form of government
dating back to the American Revolution.

The Articles of Confederation gave Congress “sole and exclusive
power” to establish and maintain post office and post roads “through-
out” the States, not merely between them. For over 200 years, Congress
and consequently the public it represents, has supported and main-
tained this basic policy. The scope of the monopoly has varied over the
vears, but the substantive core remains unchanged,

Opponents of the Private Express Statutes have focused their argu-
ments largely on economics, but have not shown any empirical evidence
which demonstrates that private competition is in the best public inter-
est. I might point out that some of the representatives of the public
sector this morning made it very clear in their testimony they don’t
want anything to happen in their changes that might affect their profit.
The experts this afternoon dwelled on salaries In the Postal Service
without telling where we were coming from prior to postal reorganiza-
tion. Postal employees lag far behind their counterparts in private
industry. Unlike a private concern, the Postal Service must balance
equal treatment of every citizen with economic stability. The Postal
Serviee is not in the business to make profits, but rather to provide
nni\l’_ersal, Inexpensive, prompt, and safe postal service to the American
public,

The Private Express Statutes, which are presently codified in titles
18 and 39 of the United States Code, grant the Postal Service the ex-
clusive right to carry letters subject to certain exceptions. These excep-
tions are important. In 1979, the Postmaster General appointed a
committee composed of large volume mailers, businesses, and postal
officials to review certain rules and regulations, including those that
relate to Private Express Statutes. As a result of that review, many
changes were made. In 1979, the Postal Service clarified several amend-
ments dealing with the definition of a letter, This clarification covered
items not primarily used as a means of communication, an exclusion
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of “copy” and “proofs” used in the printing industry, letters accom-
panying cargo, and the approval for private carriers to handle
critically needed documents for certain international ocean freight
shipments.

Far more significant was the action taken by the Postal Service in
October of 1979 when they suspended the statutes for private carriage
of “extremely urgent” letters. A number of private concerns now ac-
tively seek customers for this particular service along with USPS. If
you will examine the overall costs, how many people would be able
to afford, on a daily basis, the higher costs charged by these companies.

The problem in expanding competition to all the mail is related to
the complex nature of postal operations and its universal responsi-
bilities. A large portion of postal costs are fixed and unrelated to mail
volume. If the Private Express Statutes were repealed, mail volume
would drop and those fixed costs would have to be apportioned over
fewer pieces of mail.

Good business sense would indicate that private companies would
tend to concentrate their operations in areas that are most profitable
such as high density areas or with large volume mailers. Service to
individuals who live in rural communities, those who live in economi-
cally depressed areas in our large cities and many small businesses
would be forced to rely on the Postal Service and would consequently
bear the burden of increased costs. Tn addition, it is possible that small
businesses would be forced to relocate to areas where alternative mail
service was available, further hurting rural communities and eco-
nomically depressed areas in large cities.

Would a private company be so willing to pay the higher costs of
delivery to, let us say, Bonners Ferry, Idaho. I don’t know where that
is, Senator, but I’'m sure you do.

Senator Symms. Tt’s up around the Canadian border.

Mr. LepBerTER. And not charge much more for the privilege of send-
ing and receiving mail. Good communication has enabled this country
to advance to the position it holds in the world today. The Postal Serv-
ice over the years has helped provide this communication at all levels—
business, personal, and governmental. And, more importantly, isn’t
this a vital link in our democratic society ?

It is unfortunate that human nature often prevents a person from
appreciating something until it is taken away. The Postal Service con-
tinues to provide services which don’t necessarily turn a profit but
which are essential to the public. These include door-to-door delivery
which is so important to manv of the elderly. corner collection boxes
for convenience, 6-day mail delivery which has been proven to be essen-
tial to the business community, and the operation of small, rural post
offices. Would a private company be willing to continue services which
don’t necessarily turn huge profits, or would the all-mighty dollar
prevail 2

The express statutes do not prevent the Postal Service from mod-
ernizing its operations to meet the needs of & changing society. From
the pony express, to railroads, to airplanes, and now to electronic mail,
the Postal Service has consistently upgraded its operations to meet ad-
ditional demands. In January of this year, the Postal Service inaugu-
rated its new E-COM service. This new technology in no way expands
the private express statutes because E<COM is mail. Private telecom-
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munication common carriers communicate via electronics with 25 sery-
ing Post Oflices throughout the country. The messages are printed onto
hard copy in the Post Office and then delivered through the first-class
mail stream. To date, the system is working extremely well and is an-
other demonstration of how the Postal Service is constantly working to
provide fast, efficient, economical mail service.

Many people who advocate the repeal of the statutes do so on the
hasis that the Postal Service is not efficient and postage rates are too
bigh. Tf T can digress, one of the speakers this afternoon, T believe
Trom the Federal Trade Commission, said Government agencics are not
ever as efficient as the private sector companies, He must not travel the
same routes of transportation or stay in the same hotels I stay in. T
submit that the information is false. The USPS has a 93-percent next
day delivery performance rating; it charges the lowest postal rates in
the world; has managed to keep postal rate increases well below the
national rate of inflation, and has improved its productivity by 38 per-
cent in the lust 12 years. Also, when yon compare the USPS error rate
with private industry, the Postal Scrvice does far better. Flow many
times have you received a bank statement with errors? How many
automobiles have been recalled on a yearly hasis? The trouble with the
Postal Service is that any error affects all segments of the population
rather than one specific group.

In summary. the National Association of Postal Supervisors firmly
believes maintaining the private-express statutes is in the best interests
of the American public. A universal, affordable system is a deeply
rooted principle in our democratic society guaranteed by the Consti-
tution. The Postal Service has never abused that right. Instead. it has,
on its own, moved to make changes in the statutes to assist the mailing
public. In addition, it has constantly moved to upgrade operations and
never ignored new technology.

We are concerned abont the effect repeal would have on rural com-
munities, economically depressed areas. and small businesses. We do
not feel it. should be a policy of this Government to penalize these
people and force them to pay higher prices for mail service simply
on the basis of where they live. And, last. we feel that many people do
not understand the Postal Service and the job it does for the public.
We have become a way of life in American society. As probably one
of the move visible arms of the Government. it would stand to reason
we would come under close serutiny. That kind of fishbowl existence
is bound to result in criticism—some fair, but a lot that. is unfair.

Senator, the public policy of universal service has served this coun-
try well for over 200 years. We are not here todav to defend onr-
selves— our record speaks for itself. Supervisors in the Postal Service
are proud of the job thev do. and are constantly working to improve
service to the Amervican public. We feel we do our job well, and we
respectfully ask that you carefullv consider what would oceur if the
private. express statutes were renealed.

[The prepared statement of Mr. Tedbetter follows:]

11-341 0 - 82 - 24
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PREPARED STATEMENT OF DoNaLD N. LEDBETTER

Mr. Chairman, Members of the Subcommittee: My name is Donald N.
Ledbetter and I am President of the National Association of Postal
Supervisors, an organization representing over 35,000 mid-level super-
visors and other managerial employees in the U.S. Postal Service. As
requested, my statement will be brief, but I ask that my entire testi-
mony be submitted for the record.

I am pleased to be here today to offer the views of my organiza-
tion on the Private Express Statutes because these statutes are ex-
tiemely important to the general public.

My organization is adamantly opposed to any relaxatiop or repeal
of the Private-Expréss Statutes. Tﬁe central issue in maintaining these
statutes is a public policy question: Providing universal sexvice
at uniform rates. Granting every individual in this country with
an affordable means of communication is an integral part of our-demo-
cratic form of government dating back to the American Revolution.

The Articles of Confederation gave Congress "sole and exclusive
power" to establish and maintain poét office and post roads "through-
out" the states, not merely b;tween them. For over 200 years, Congress
and conseguently the public it represenés, has supported and main-
tained this basic policy. The scope of the.moncpoly has va{ied over
ﬁhe years, but the substantive core remains unchanged.»

_ Opponents of the Private Express Statutes have focused their
arguments largely on economics, but have not shown any émpiricAl

evidence which demonstrates that private competition is in the best

-
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public interest. Unlike a private concern, the Postal Service wmust
Qal&nce equal treatmwent of every citizen with economic stability.

The conflict was said very succinctly in 1830 by Postmaster General
John Wanamaker. "There are mail routes of thousands of miles in the
new Stateg and thinly settled parts of the older country where every
mi}e entails a certain loss to the Department; but the priceless
privilege of cormunication by post is maintained...® The Postal
Service is not in the business to make profits, t rather to provide
universal, inexpensive, prompt and safe ﬁostal service to the
American public.

A The Private Express Statutes, which are presently codified in
Titles 18 and 39 of the U.S. Code, grant the Postal Service the ex-
clusive right to carry letters subject to certain exceptions. These
exceptions are hﬂpogtant. In 1979, the Postmaster General appointed
a2 Committee composed of large voliume mailers, businesses and postal
officials to review certain rules and regulations incleding those
that relate to the Private Express Statutes, As a result of that
révicw, wany- changes were maée. In 1979, the Postal Service clarified
seycral amendments dealing with the definition of a letter. This
clarification covered items not primarily used as a means of communi-.
cation, an exclusion of "copy™ and "proofs” used in the printing

industry, letters accompanying cargo, and the approval for private

carriers to handle critically needed documents for certain intern:
national ocean freight shipments.

Far more significant was the action taken by the Postal Service
in October of 1979 when they suspended the Statutes for private

carriage of "extremely urgent® letters. A number of private concérns
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now actively seek customers for this particular service along with
usps. If you will examine the overall costs, how many people would
be -able to afford, on a daily basis, the higher costs charged by
these companies?

The problem in expanding competition to all the mail is related
to ‘the complex riature of Postal operations and its universal responsi-
b;lities. A large portion of postal costs are fixed and are un-
related to mail volume. If the Private Express Statutes were repealed
mail volume would drop and those fixed costs would have to be apportion-
ed over fewer pieces of mail. ’ ’

Good business sense would indicate that private companies would
tend to concen£rate their operations }n areas that are most -profitable
such as high dehsity-areas or with large volume mailers. Service
to individuals who live in rural communities, those who live in econo-
mically depressed areas in our. large cities and many small businesses
would be forced to rely on the Postal Service and would consequently
bear the burden of increased costs. In addition, it is possible that
small businesses would be forced to relocate .to areas where alterna-
tive mail service was available further hurting rural communities and
economically depressed areas in large cities.

Would a private company be so willing to pay the higher costs
'of delivery to let us say,; Bonners Perry, Idaho, ané not charge much
more for the privilege of sending and recéiving mail? Good communi-
cation has enabled this country to advance to the position it holds
in the world today. The Postal Service over the years has helped
provide this communication at all levels -- business, personal anq

governmental. And, more importantly, isn't this a vital link in our
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democratic society?

George Washington recognized thc necessity for universal comemuni-
cation with those living on the frontier. “These settlers are on a
pivot and the touch of a feathér would turn them away...Let us bind
these people to us with a chain that can never be broken.”

Even of greater importance, perhaps, occurred in 1896 when
the Post Office granted free rural delivery. Over half the nation
at that time lived in rural areas and the service provided an im-
proved channel for personal and educational communications. In addi-
tion, it helped promote the growth of the mail order business which
was vital to people living far away from any major city and it was
also a contributor to strenghtening our economy.

It is unfortunage that human natﬁre often prevents a person
from appreciating something until it is taken away. The Postal Ser-
vice continues to provide serviées which don‘t necessarily turn a
profit but which are essential to the public. These include door-to-
door delivery which is so important to many of the elderly, corner
collection hoxes for cenvenience, six-day mail delivery which has
been proven to be helpful to the business community, and the opera-
tion of small, rural post offices.

I remember the time when a former Postmaster General moved to
close several thousand small, rural post offices. The opposition
from constituents to their Members of Congress quickly prohibited
that action. Would a private company be willing to continue services
which don't necessarily turn huge profits, or would the all-mighty
dollar prevail?

The Private Express Statutes do not prevent the Postal Service
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from hodernizing its operations to meet the needs of a changing
society. From the pony expreés) to railroads, to airplanes, and

now to electronic mail, the Postal Sexvice has consistently upgraded
its operations to meet additional demands. In January of this year,
the Postal Service inaugurated iés new E-COM service. This héw
technology in no way expands the Private Express Statutes because
E-COM is mail. Private telecommunication common carriers communicate
via electronics with 25 serving Post Offices throughout the country. .
The messages are printed onto hard copy in the post office and then
delivered through the first class mail stream. To date, the system
islworking extremely well. ’

There is an intgrest and need for this service. Mr. Al Talaman-
tes, Vice President and General Manager of Western Union Electronic
Mail, Inc. stated, "WUEMI reached the decision to act as a mailer's
agent and establish 'dial-up' access to E-COM servide because as a
value added carrier we believe there is a market demand for E-COM’
service. We currently offer -E-COM service to our existing customer
base. We feel E-COM service offers our customers an additional
media té meét their communication needs."

Mr. Mauro Draghi, Vice President and General Manager of Merrill
Lynch, Pierce, Fenner & Smith, Inc. estimates their company will

"mail monthly an average of 55 000 messages by the end of 1982."

Rather than prohibiting competition, E-COM has fostered it among
private telecommunication carriers. Dr. piana Guetzhow, President
and Chairman of the Board of Netword, Inc,, stated, "Netword believes
that E-COM provides a favorable climate for small companies to enter

into the electronic message field. The Postal Service has been very
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rgsponsive to the input of many sectors of the business community
in developing E-COM, The Pos£31 Service has achievedva very favor-
able balance between private industry and@ government involvenent.
E-COM allows such small companies as Netword to compete in what
would otherwise be an industry dominated by several giant corpora-
tions."

E-COM is an important step, not only because it allows for the
use of advanced technologies, but because it demonstrates that
private companies can work in concert with the Postal Service.

The major beneficlary is.again the public,

The demise of the Postal Service has been predicted on many
occasions, When the telephone was first introduced critics claimed
we would no longer need hard copy delivery. That fs simply not the
case. ' Mail volume has grown from 80 biilion pieces fn 1570 to 110
billion pieces fn 1981.and it is st;ll clinbing.

The Postal Service has stated it does not want to become in-
volyed in Generation IIT, or pointe~to-point telecommunications.
Public statements by the Postmaster General and other postal offictals
have continually stressed this point. Howover, as more and more people
use this type of service, will mail volume significantly decline?
The answer is no. 1f 10,000 hones subscribe to computerizdd services
there will be 16,000 total neQ homes, for instance. Who will serve
those 6,000 additional homes? All present and projected cstimates
show ghe need £o¥ hard copy delivery continuing well into the future,
Past history certainly affirms that assessmént.

Many people who advocate the repeal of the Privaé& Express Statutes

do so on the basis that the Postal Service is not efficient and
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postage rates are too high. The facts indicate othexwise.

Since Postal Reorganization was passed in 1970, the Postal
Service has_improved its broductiyity rating by 38%. 72,000 fewer
employees handle 26 billion more pieces of mail. I personally know
of no other company that can claim -that record. In 1981, the -Postal
Service had a 3:4%,prodnctivity rating.

Errors are also looked uponiés being a unigue problem .to the
Postal Service. Xef,lwhén you compare.the facts, the Postal Service
error rate is lower than most private businesses;- ?or:instgnge,ﬁ
how many times have you received Q bank statement with errors? How
many au;umobiles have Been recalled on a yearly basis? The troubie
with the Postal Se;vice'is that any -error affects all segmests of
the population rathé; than one specific group. And, when you are
dealing with over 110 billion piéces of mail, 'a 1% error rate
can mean thousands of letters.a year.‘ ¢ L. -

The USPS has a 95% next-day delivery rating which is’ excellent
record by anyone's standardé.conSidexingithe'size of the job,
and the number qf pieces that qmust be delivered,

Phoen1x+Hecht, a Chicago based consulting flrm that conducts
independent mail surveys for major banks, reported that the average -
mailing time for surveyed cities has improved by as much as a full’
day since Postal Reorganization. In releasing its findings, the
’cémpany observed that "a long-term assessment of the system's
cost versus productivity might well prove the Postal Service a
model for other governmental agenlces with regard to efflc1ency.

of the newspapers who conducted their own ma11 surveys durlng

1981, virtually all reported that the Postal Service delivers what
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it promises ncarly all the time.

The Postal Service conducted its own survey in April of 1981
of 'houschold customers and found that 75% of those surveyed gave
the Postal Service a favorable rating. The areas that rating is
based upon include employee courtesy and knowledge of work, service
to senders and receivers of mail, efficiency of service, reascnable
delivery times, convenients hours of service, service after loss or
damage, concern for customers, reputation of the organization,
and comparability with other public services.

In regard to postdgé costs, the United States has the lowest
postal rates and most efficient system in the world. For instance,
in Canada a first-class stamp costs 25¢; in Germany, 27¢; in Great
Britain 26.2¢, and in Sweden a high of 30.2¢.

Even more enlightening is how postal-rates compare with other
price increases in the cconomy over the last three years. Since
1578, postage has gone from 15¢ o 20¢ - an increase of 33%. The
cost of a private home is up 36%; the cost of a Ford Mustang ~ up
70%; one pound of chuck roast - up 56%, and for a loaf of bread the
increase is 41%.

The Postal Service is affected by rising costs just like any
other business. When a gallon of gasoline goes up 103%, the USPS,
which owns the largest fleet bf vehicles in the world, has to pay
the higher price. A I¢ increase in the price of gasoline costs the
Postal Service over $3 million. Also, consider the costs for heating
andilighF and maintenance of facilities. The Postal Service has
managed through more productivity to meet these rising costs and still

keep postai rates affordable.
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In summary, Mr. Chairman,. the National Association of Postal
supervisors firmly believes maintaining the Private Express Statutes
is-in the best interests of the American public. A univefsal;
affordable system is a .deeply rooted principle in.our democratic
society guaranteed by the Constitution. fhe Postal Sefvice has
never abused that right. Instead it has, on its own, moved to
make changes in the Statutues to assist the mailing public. In
addition, it has constantly moved to upgrade operations and never
ignored new technology.

We are concerned about the effect repéal would have on rural
communities, economically depressed areas and small businesses. We
do not feel it should be the policy of this government to penalize
people and force'the; to pay higher prices for mail service simply
on the basis of where they live.’ ‘

Many people do not understand the Postal Service and the job it
does for the public. We haye become a way of life ‘In American society.
As probably one of the more yisable arms of the government; it would
stand to reason we would came under close scrutiny. Thﬁt kind of
fishbowl existence is bound to result In criticism == some'fair; but
a lot that is unfair.

Mr. Chairman,vthETPuinc policy of universal service has served
vthis country well for over 200 years. We are not here today to defénd
ourselyes ~- our record speaks for itself. Supervisors in the Postal
Service are proud of the job they do and are constantly working to

inproyve servlce to the American public. We feel we do our jbb well
and we respectfully ask you carefully consider what would occur 1f

the Private Express Statutes are repealed.
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Senator Symus. Thank you for a very excellent statement, all four
of you, in fact. I think that your last sentence there certainly is correct.
I think most of us do fecl that the Post Office does a very excellent. job
and the workers are very dedicated at the Post Office. T think that’s the
purpose of these hearings, to ask that question, where we are going.
But I couldn’t help but note that if we haven't done anything else by
these hearings, at least the Joint Economic Committee has gotten all
four of you together. So now may be the time to go ahead and nego-
tiate the next contract, because you're all here on the same side of the
issue.

Mr. Lepserrer. We usually are together.

Senator Syarus. I want to ask you a few questions, In talking about
the wages of Postal workers, and Mr. Sombrotto, you brought that
up, if the UPS is paying higher wages than the USPS, why would
the Postal Workers Union even have a second thought about not
having the job roll expanded at UPS and maybe contracted at the
U.S. Postal Service? If you can get more money working for UPS,
why not let them do more? Just as a point of curiosity, I ask that
question.

Mr. Somerorro, That is a different company doing a different busi-
ness. Actually, they don’t have a national contract for all UPS
workers. They have sectional or regional contracts, some might be more
and some less. On balance, I would suy, yes, they are paid a little more
than the Postal employees. No question about that. And that comes to
the heart of the matter of all that testimony about how well paid
Postal employees are. It scems to me that previous witnesses were
concentrated on how much Postal Service pays its employees rather
than the kind of job it does and the performance of the Postal Service
due to the efforts of the employees and those entrusted with the
responsibility of managing the Post Office.

"It occurs to me from my vantage point, and certainly as the only
one here that negotiated in the last contract, that we should be getting
paid more. We wonld like to get paid more. We think we're entitled
to more. We think we perform a service that is unmatched in our
society. I get a little upset when I hear people say this. I have no
objection to professors writing books. I have no objections to people
that make a living that way. I applaud them for the way they make
their living. It's just they don’t know the first thing abont what they're
talking about when they talk about Postal Service.

Senator Sy»ums, What comment would you make in view of the fact
that UPS pays higher wages, but 85 percent of the Postal Service’s
total dollar commitment goes to labor as opposed to 65 percent in
United Parcel Service? Are we in a period now of a transformation in
the Postal Service? Is it going to be able to adapt to the technological
changes of the future fast enough, or is this labor intensity going to
keep the USPS dollar commitment at that 85 percent level?

Mr. Soserorro. I don’t know what the percentage is going to be.
I don’t think that new technology’s going to indicate, there might be
some—-—

Senator Syaras. How about the ZIP+4, for example!?

Mr. Somerorro. I don’t know the impact that would have. T would
believo that the Postmaster General who is entrusted with managing
the Postal Service will try to reduce reliance on the capital, on the
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labor-intensive side in trying to create new methods of processing mail
that might lower that figure. But I don’t—

Senator Symms. Do you favor the ZIP+47¢

Mr. SomerorTo. Not the way the ZIP +4 has been introduced in
our organization. We don’t have an automatic knee jerk reaction to be
against anything that is created by Postal Service to increase pro-
ductivity, but we think, and we believe very strongly that when man-
agement makes a_commitment such as they are in the ZIP+4, that
it should be thought out more thoroughly. All the ramifications of such
a system must be thought through. It’s interesting, because somebody
here was talking, one of the previous witnesses was talking about com-
puters, you know, Generation III, and the question also of money
transfer, electronically, and that it hasn’t caught on as well as they
had expected. I believe that’s paraphrasing what he said. I’'m not too
sure about American society’s willingness to accept these new tech-
nologies so quickly. I think there’s a basic market resistance. '

There has been a market resistance from the public about the 9-digit
ZIP code or the ZIP +4, which has just a change to dissuade people
from thinking about 9 digits. But in any event, there will be changes,
we expect that, and the Postal Service, as one of the previous members
- of this panel has testified has always been able to adjust and conform
to marketplace changes. As he said, the pony express, and so forth.

Senator Symus. Chuck, do you favor the ZIP +41°

Mr. Meriy. My association has no official position on ZIP plus.
Historically, we have endorsed any technological innovations which
will help the Postal Service. I want to make one observation, if I can,
about Professor Adie’s study. One comment he made was he was dis-
illusioned about the lack of incentive-type performance, pay contracts.
He obviously hasn’t studied all Postal employees, because rural letter
carriers are paid on a somewhat unique pay system, which is directly
related to the length of the route and the number of patrons that they
serve. It’s not in any rural carrier’s best interest not to deliver mail
cfficiently or without any due speed. That’s a sure thing with all Postal
employees.

I think perhaps that mistake on Professor Adie’s part, that omission
on Professor Adie’s part makes the rest of his work somewhat suspect.

Senator Symms. So you favor that ZIP+4%

Mr. BarreLs. Yes; management would, as far as productivity, any
increase in productivity we would favor. We feel with the increased
volume of mail that we need new technology.

Senator Symwms. Do you agree with that, Mr. Ledbetter?

Mr. LepBerTEr, Yes; very much so.

Senator Symms. You know, we had one witness in here—were you
here Friday?

Mr. SomBrorro. No: unfortunately, I wasn’t. .

Senator Symwms. I know Chuck was here Friday. There was one
witness who contended that the Postal Service couldn’t keep up with
the times because the union was so opposed to change. That witness
called the Post Office a dinosaur because of the inflexibility of the
union. Maybe yow’d like to comment on that, because I know you've
got thousands and thousands of dedicated workers that might like to
have a chance to say something about that in the record.
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Mr. Soxerorro. Sure. Any responsible labor leader would recognize
and understand, if the Postal Service does not advance and take ad-
vantage of new technologies that are offered. it will only be a matter
of time until hearings such as this will reach sone kind of a conclu-
ston and will be taken away as we know it. We have to recognize that
there has to be more productivity. We don't fight it. We encournge it,
because we want to share in those productivity gains, because we're
a central and very important component to any productivity change.
We think that by our endeavors we are entitled to share in those gains.
So when anybody says that, they don’t know what they’re talking
about.

Tncidentally, 1 just read briefly, T have a copy of all that testimony
that was before you, I read where a gentleman by the name of Brennan
that had a private hand delivery service in Rocliester, he makes no——-

Senator Syaus. It was a lady.

Mr. Somsrorro. It was a lady? Ob, it was a lady. I thought it was
Peter Brennan, Patricia. We will treat her just the same as we would
a Pete. if he was Pete, because in the Postal Service we treat everyone
alike. Some of us say they treat everybody lousy, but that’s another
matter. But she said, and T read here right from her testimony, “They
handle as many as 3,000 pieces of mail a day with five people handiing
the mail. And then she said there were 12 letter carriers that did the
same work. 1 see she doesn’t understand anything about letter carrier
work. There isn’t a letter carrier in Rochester, N.Y., on any given day
that won't handle as much as 3,000 pieces of mail a day himself. So
when they make these kinds of statements and put them in the record.
there’s no basis in fact,

But T do want to make another comment, if you will allow me,

Senator Syams. Certainly, that’s why we're having the hearing.

Mr. Soxsrorro. There’s such a discussion and a dialog going on in
this Nation that private enterprise, free market is the way to do busi-
ness, and that’s the salvation, and that’s the way onr economy is going
to be resurrected, and things are going to get better, if we allow the
marketplace to make all the decisions,

T read from the 1982 March edition of “SAVVY.” It’s about the
Amierican insurance business which is—if it’s not the biggest business
in this country, then I don't know which is. It owns 30 percent of
Chase Manhattan, Prudential does. They've got more money than they
know what to do with and how to invest. But 1 want to read you from
it about the insurance business, Tl go over it very briefly. “If you
took all the men and women employed in the U.S. insurance industry
and laid them head to toe starting in New York, William and John
Streets”—a little talk about the insurance industry equivalence oi
neighborhoods and Wall Strect, that's down in my neck of the woods,
where they do most of the insurance business—“they wonld stretch
over the West Side Highway, over the George Washington Bridge,
into New Jersey, down the New Jersey Turnpike into the Pennsyl-
vania Turnpike to Ohio. Ohio to interstate 80 to Chicago, Des Moines,
Towa, Lincoln, Nebr.. Cheyenne, Wyo."—they didn’t mention Idaho,
and I'm sure you're slighted by that, Senator—not one of these people.
r.ot one produces anything as such.

The insurance is a risk spreading, paper shuflling business. But each
one of the average—the average employce gets paid in the vicinity of
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$20,000 a year. That is the average employee. and the amount of em-
ployees in the insurance business is 1.895.000 employees, three times as
manv people as it takes the U.S. Postal Service.

There is a quote here. Just in order to. make the presentation honest,
and to show you that I'm not trying to hide anything. it savs in paren-
theses, “(itself no model of efficiency).” I would argue with that one
brief comment in this article. Consider the Postal Service pays a per-
sonal visit, a brief one, to almost every home and office in the country
five or six times a week, processes more than—it says 100 billion. it’s
now over 113 billion—separate pieces of mail each year (no small
portion generated by the insurance industry) and incidentally runs
30.000 retail stores where you can walk in and buy stamps, register
letters, apply for passports, send money orders, or collect vour mail,
and it does it with one-third as manv people as process the Nation’s
insurance, which suggests two things. First that the insurance industry
is enormous, which it is, and second, they can perhaps be a lot more
efficient.

That’s private industry. That’s one of the cornerstones of our econ-
omy. the insurance business in this Nation. Here is an insurance pub-:
lication which takes note of the fact of the enormous inefficiency ir.
the insurance business itself. :

T’m not here to try to criticize the insurance business. I just wish
they would cut the rates on my automobile insurance, so that it would
be more affordable for me, but that’s another matter.

Senator Symms. Maybe next week we’ll have some hearings on the
insurance industry. [Laughter.]

T wanted to ask you one other question, two other questions actually.
£ T interpreted your testimony correctly, you think that if the private
express statute is tampered with. there would not be good delivery in
rural areas, urban ghettos. and other areas; is that correct ?

Mr. Lepeerter. I think the Post Offics would be required to furnish
it, but at much higher rates. You know the Congress richt now is elim-
inating anything for public service costs in next vear’s bndget. There
W(-){}ld have to be something done or else the rates would go to the
ceiling. :

Senator Symms. Do you suppose we ought to make an attempt to
just allow the private carriers to compete in the rural areas and

Mr. LEpserTer. It would be interesting to see the mail boxes in
front of those rural homes. Chuck Merin’s group would have one color
box, UPS would have another color and somebody else would have
another. I don’t know how they would designate which box was for
which private mail carrier.

Mr. MEerIN. Senator, you asked a real good question the other day.
Friday morning you asked Professor Fuller, you said very pointedly,
did he think private enterprise could deliver the mail in rural areas.
And his response to you, I think I'm paraphrasing it correctlv. was,
yes, they could, but no, they would not. They would not, because it was
cost inefficient. So if you accept it as cost inefficient, what yon’re going
to do is get an occassional independent contractor who would select a
given limited route and deliver the mail there, and I dare say. speak-
ing for 15 million American patrons, 65,000 rural letter carriers, the
postal needs of rural America are better served by a comprehensive
network of qualified postal agency employees.
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Senator Syarats. Well, that’s what T had expected you to say. How-
ever, UPS says they do it because it is profitable. It feeds their whole
system.

Mr. MEriN. Let me, if T can——

Senator Syas. I mean delivery to the rural areas.

Mr. Lenserter. UPS also drops off a lot of parcels at little rural post
offices and let’s them do the dirty work at the end of the line.

Senator Syaus. Do they stamp them then?

Mr. Somsrorro. Yes.

1 Se}a}natﬁor Syaus. They buy stamps, they pay the postage when they
o that?

Mr. Lepeerrer, They pay the postage from there on.

Mr. Merix, I have a piece here you may find interesting. It’s from
the St. Joseph’s Gazette in St. Joseph’s, Mo. It’s an article about the

Jnited Parcel Service. 1t specifically talks about UPS to rural
America, and 1 think UPS. as an aside, is a very fine institution, pro-
viding useful services. What it talks about specifically are the defi-
ciences of UPS to rural postal patrons. If you'd like, T’ll be happy to
provide it for the record. This morning’s witness, a gentleman from
the UPS, talked about the availability of parcel services.

Senator Syarars. We'll make that a part of the record.

[ The article referred to follows:]

[From the St. Joseph (Mo.) Gazette]
ABouTr UPS—THE REST OF THE STORY

(By Gary Chilcote)

[Editor’s note. Gary Chilcote, staff writer for the §¢. Joseph Gazette in St. Jo-
seph, Missourl, bas written an article that destroys some of the myths commonly
held about the United Parcel Service. UPS is often held up as an example of excel-
lence in service by many who are anxious to destroy the United States Postal
Service by favoring the privately owned carrier. See Mr, Chileote's article below.]

United Parcel Service, a private firmn specializing in package delivery, wants its
St. Joseph and Northwest Missouri customers to call a St. Louis suburb almost 300
miles away for package information.

That is the word from Alan M. Finbloom, district representative of UPS for
Missouri. He makes his home in Columbia, but gets his calls through that toll-free
Earth City number that all Missourians are asked to use—800-392-3730.

Almost as unique as its package delivery service is its way of doing business.
UPS is a blend of free private enterprise, U.S. Postal Service stubbornness, and
the railroads’ “public de damned” attitude.

Consider these business policies:

Their St. Joseph telephone number is unlisted.

The St. Joseph office (not really an office, but a garage, insists Finbloom) has
weekday hours of 8:30 to 9:30 a.m., and 5 to 6:30 p.m. only.

Drivers are instructed to deliver packages to a neighbor if there is no answer at
your door.

To pick up a package the driver was unable to deliver requires a trip to the
St. Joseph UPS “garage” located southeast of town on highway 169. The trip must
be made during their unusual business hours.

Finbloom agrees the St. Joseph location is not convenient for everyone, but says
it is handy for delivery trucks which use Interstate 20 to haul their packages.

“We can’'t have substations all over town like the Post Office,” Finbloom ex-
plained. “Anywhere we located it would be inconvenient for some people. St.
Joseph is fortunate, though, that it has an office at all. Most towns in North-
west Missouri have no UUPS office at all.”

He said until recently. St. Louis, with a metropolitan area of well over 1 million
people, had only one UDPS office. Now it has two, one in the downtown ares and one
at Earth City. People wanting to mail or pick up packages in St. Louis must go to
one of the two UPS facilities there,
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“There’s really little reason to go to our UPS offices,” Finbloom explained.
“T used to be a driver, and I know that all drivers are instructed to look for a
neighbor with a light on or a door open if the addressee is not at home.”

The UPS policy is perhaps a reflection of today’s lifestyles where both the hus-
band and wife are employed and seldom at home during the day. Finbloom said it
does little good for a routeman to come around every afternoon at 2 p.m. to try to
deliver a package if the couple is at work.

It is for the working family that UPS tailors its hours. In St. Joseph, for in-
stance, the 8:30 to 9:30 or 5 to 6:30 hours are supposed to offer a time when even
working couples can pick up a package. The U.S. Postal Service, he points out, does
not offer evening service.

UPS workers may have regular hours, but they occur at strange times. Often
packages are delivered after dark as late as 7:30 to'8 in the evening. Again, says
Finbloom, this is when the routemen find customers at home.

“We don’t want people calling the local office to mail a package,” Finbloom said.
“That is why the phone number is unlisted. Sometimes in a city when too many
people learn the number, we have to change it.”

He said UPS gives out its local St. Joseph number only when a customer must
contact them locally to see about package delivery. :

“The rest of the time we want them to call our toll-free district office at Earth
City. Chances are, if you called the St. Louis number, you would be calling some-
one out from greasing a truck. Its really just a garage, not an office,” Finbloom
said. “We can’t afford to have a person there all day just to answer the phone.”

The district representative said UPS can deliver packages to any town and that
routemen go to all small Northwest Missouri communities on a regular basis.

“Po mail a package by UPS, simply call our toll-free number at St. Louis. Tell
them the weight of the package and where it is going. They will tell you the cost,
and arrange to send a routeman to pick it up the next day,” Finbloom said.

“You simply pay the routeman the specified amount. You must have correct
change, though, because he does not carry change.”

For the customer; it’s a pretty inconvenient set of operating rules and policies
for an undertaking that is supposed to be a private enterprise answer to the U.S.
Postal Service, ’

The federal bureaucracy couldn’t make it much more complicated.

Mr. Meri~. It talked about the availability of parcel services from
UPS, it’s probably worth mentioning, that he forgets the rural letter
carrier is essentially a post office on wheels, has all the authority and
capacities of the post office, can make change, can tender money orders
and can handle parcels and packages.

Sodwith that in mind, this might be an interesting piece for the
record.

Senator Symms. I want to ask one more question from each of the
four of you, and then I'll let you go. I know the hour is late.

Postmaster General Bolger said in his statement this morning, and 1
quote:

First of all, T want to go on record, the only reason to retain the private
express statutes should be that they are still needed in the public interest. I don't
believe they should be retained for the benefit of postal management, postal em-
ployees, or postal unions.

Do you all agree with that ?

[Chorus of yeses.]

Mr. LepeerTer. T wouldn’t be very proud working for the post office,
if I didn’t think it was doing a service to the American public.

Senator Symms. The other point is, if advances in technology and
innovation and changes in the needs and demands of Americans result
in the clear outdating of the private express statutes, or if the Con-
gress can devise legislation that fully meets the needs of the American
people in a better manner, would you then be willing to support the
repeal of the monopoly?
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Mr. Merin. If it were fully comprehensive in scope, it certainly
would be worthy of our consideration. The problem is, I don’t think
you can devise a plan.

Senator Symass. Senator Goldwater says the burden of proof is on
the advocates of repeal of the statute to prove that it would be better,
and the Chairman of the Federal Trade Commission says, in the
United States the burden of proof should be on those who are preach-
ing for a monopoly.

Mr. Soamsrorro. It’s not a question—and I subscribe to the state-
ment that we will support Senator Goldwater in this area.

Senator Syaas. T want to get the union on the record backing
Goldwater. [Laughter.]

Mr. Sommrorro. We've agreed with Senator Goldwater on many
oceasions and disagreed with him on many others on different isstes.
I might add, with the Postmaster General, too. It’s not as if we go
along arm in arm. There are areas of agreement and areas of disagree-
ment, but T certainly subscribe to what Senator Goldwater has said.
We have a history, we have a record of over 200 years of dedication
and service to the American public in this republic. If anyone wants
to change it, the burden should be on them to show why it has to be
changed and how it benefits the American ;mblic to make that change.

And T would just add this one note: I've never heard of anyone,
anyone that has ever asked to have the private express statutes re-
pealed, that’s interested in doing the kind of business the Postal Serv-
ice does, that would be advocate or take on the responsibility of doing
just what the Postal Service does, and that is, provide service to the
entire continental United States. Alaska and Hawail, and Guam. and
the Virgin Islands, and Puerto Rico, and take that responsibility.
Evervone seems to say, “Well, we're going to Manhattan, downtown
Manhattan or downtown Rochester, and we'll be glad to deliver letters
for 10 cents apiece.”

If that were the case, the Postal Service could compete, if that was
their responsibility. That’s not the responsibility of the Postal Service.
The first amendment makes it clear that the charter for the Postal
Service is to provide 2 safe document service that provides each center
with the absolute assurance that that message has the sanctity of the
message being delivered.

Senator Symus. Do any of you disagree with the Postal Service’s
interpretation of the statute, the first-class statute, where they have
ruled that thev will not be involved in third terminal electronic com-
munications? Do you disagree with that?

Mr. Merix. I’m not prepared to make that statement. T disagree
with the statement, if it’s made out of hand and it’s made without any
qualifications.

Senator Syarums. The Postmaster General said it this morning,

Mr. SoMarorro. I know what he said. and T disagree with him. This
is one of tho arcas that I disagree with him in,

Senator Syamrams, He statec%rthat is his official policy. I'm concerned
about that personally.

Mr. Somsrorro. That’s what he feels should be the policy of the
Postal Service from the management level. T think there are other
levels that have to be accommodated. That is, the employees and, more
importantly, the American public, what they feel about that issue.

11-341 0 - 82 - 2%
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Senator Symas. If you have to have a monopoly, a legal monopoly
to make the system work, and it’s viewed that it’s in the public interest,
my last question is, what if future technological innovations allow
hard-copy communication transfers to be made by telephones or with
little computer chips? Won’t the postal system lose a lot of business?
Up to now, the Postal Service has carried 3. 4. or 5 billion more letters
each vear than it did the previous year. With the modernization of
printing facilities, it seems like everybody has a printing press, and
you just get more and more mail to carry.

Mr. SomerorTo. Where I disagree with the Postmaster General is
to make that point at this point in time. That’s not to say that that
might not happen, and that might not be the ultimate position. This is
not an attempt to have a make-work project out of the Postal Service
because we have a union and because we represent people. The Ameri-
can public will ultimately make that decision for all of us. We recog-
nize that and understand it. I think it’s too early in the game to start
talking about whether or not we would be involved 1n any aspect of
Generation ITT. If T were to speculate—I would just be speculating—
I would say we probably would not. But I don’t know what’s going to
happen in the next decade. I don’t know what’s going to happen in
the next two decades. I know experts have been proven wrong many,
many times before. So I’d rather wait and see what happens and
develops before I make a statement. to that effect.

Senator Symus. I wish to thank all of you who testified and all the
people who helped make these hearings a success: including my staff
member, Sam Rouston, and the staff of the Joint Economic Committee.
T appreciate their help. In my opinion these hearings have been a suc-
cess and the testimony and-information we’ve compiled during the
2 days of hearings will provide a basis for further consideration of this
important issue to the Congress.

As T stated at the beginning of the hearings, the record will remain
open and will be circulated for comment to postal and other economic
experts that may wish to make some contribution.

T would hope that all of you would consider that these hearings in
no way are intended to be a slav on the face of the Post Office or the
men and women who so proudly work and deliver the mail in this
country; rather, the hearings are an effort to focus attention on the
question of free entry into the market and freedom itself. If modern
{echnology is taking us somewhere. we want to be careful not to have
anv statutory restraint on our progress.

So I appreciate all of vou that have testified here today. I might
mention in closing, that I came across an interesting article the other
day. In Japan, where they have been a real model of increasing pro-
ductivity, they train 1,000 lawvers for every 10,000 engineers. In the
TTnited States we train 10,000 lawvers for every 1,000 engineers, and
if we would ever get our act together and start training more engi-
neers, there’s no telling where this country could go with respect to
technological advances.

T think it’s kind of interesting that we in this country have tended
in recent years to just kind of slow down and have more peonle fizht-
i]ng, each other in lawsuits than we do actually trying to go out and do
things.
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So I really appreciate the contribution that the four of you have
made to these hearings, in addition to all those other people that
testified.

The subcommittee will stand adjourned.

[ Whereupon, at 3:55 p.m., the subcommittee adjourned, subject to
the eall of the Chair.]

[The following information was subsequently supplied for the
record ;]

UNITED PARCEL SERVICE,
Greenwich, Conn., August 11, 1982.
Senator STEVE SYMMS,
Dirksen Senate Office Ruilding,
Washington, D.C.

DEeAR SEXATOR SYMMs: This letter relates to the recent hearings which you con-
ducted before the Joint Economic Committee on the postal monopoly—the Private
Express Statutes.

Following my testimony on June 21, Mr. Don Ledbetter, President of the
National Association of Postal Supervisors, appeared before your subcommittee
as a witness. The transcript of the hearing [page 94] indicates that Mr. Ledbetter
stated, “UPS also drops off a lot of parcels at little raral post offices and lets
them do the dirty work at the end of the line.”

Senator Syams, “Do they stamp them then?”

Mr, Soumsrorro. “Yes.”

Senator SyMums. “They buy stamps, they pay the postage when they do that?”

Mr. LepBeTTER. “They pay the postage from there on.”

United Parcel Service takes strong exception to Mr. Ledbetter's statement. It
is the firm policy of United Parcel Service not to forward any packages given to it
for delivery via the United States Postal Service. Rather, as my testimony states,
we do in fact deliver packages daily to the nlitimate consignee whether the con-
signee be in a metropolitan area, a suburb or in a distant rural setting. As I also
mwention, this service to rural areas is more complete than that of the Postal Serv-
ice because many rural residents receiving UPS delivery at their doors, must go
to the post office to pick up packages. We regard any dereliction of duty in this
regard as a very serious matter and Teamster officials concur with us.

We are sending a copy of this letter to Mr. Ledbetter. We ask that ke be good
enongh to furnish us and you with the specifics of any instances in which he
knows of packages that UPS has turned over to the Postal Service for delivery.
This information will be helpful to us in correcting any possible violations of our
policy.

We pride ourselves on our total territorial coverage within the 48 States and we
were shocked by Mr. Ledbetter's statement,

We request that this letter be made a part of the record in this hearing, together
with any specific, factual details which may be received from Mr. Ledbetter.

Sincerely,
Ropear E. SMITH,
Vice President.

UNITED PARCEL SERVICE,
Greenwich, Conn., September 30, 1982,
Senator STEVEN D. SYMMS,
Russell Senate Office Building,
Washington, D.C.

DEeAR SENATOR SYMMS : This letter is in respouse to your letter of July 20, 1982,
with which you enclosed certain questions being considered in the Joint Economic
Committee hearings on the future of mail delivery in the Uinited States.

Rather than auswer each guestion separately, I have endeavored to respond
to them collectively, following the subject breakdown provided by you.

POSTAL OPEBATIONS AND COSTS

Because each post office originates mail to be delivered beyond its jurisdiction
and also delivers mail which originated at other post offices, it is not helpful
to compare revenues generated at that post office with the costs incurred at that
office, Such a comparison would relate apples to oranges and be misieading. How-
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ever,.it is possible—and necessary—to perform meaningful cost analyses of Postal
Service operations. It is possible, for example, for the Postal Service to know
the costs of its various service offerings.

The key to operating efficiency and proper pricing is accurate knowledge of
costs. The Postal Service does not yet have an adequate means of determining
its costs, though the Postal Rate Commission has encouraged the Postal Service
to make greater efforts in this direction. What is required is a complete func-
tional cost accounting system in which costs are developed by work activity and
function as well as by class of mail and service. Functional costs include not
only those costs which vary with changes in mail volume, but also those costs
which, while not variable with volume changes, are caused by providing a
class of mail or mail service. The treatment of costs on a functional basis is
necessary if the causal links between the incurrence of a particular expense and
the provision of a particular postal service are to be recognized and measured.

With a proper functional cost accounting system, it can be determined whether
or not a particular class of mail or type of service for which revenue is collected
is covering the costs of providing that class or type. In addition, a functionalized
cost accounting system will permit management to control costs in the various
functions and to improve efficiency of operationas.

There are other purposes which can be served if functionalized costs are
gathered. For example, one might collect the functionalized costs incurred on
a rural carrier route. Although one would not be able by knowing those costs
to know if that rural route makes a profit or incurs a loss, because there is no
revenue collected on the rural route against which to set the costs incurred,
nevertheless knowledge of those costs should be helpful to management.

POSTAL MONOPOLY

In our view, shared by others including the Department of Justice, the presence
of the postal monopoly over letter mail permits the Postal Service to charge
more for its monopoly service than for those services which are subject to
competition. The best proof that the Postal Rate Commission has not been
effective in halting abuse of the postal monopoly is the fact that since 1970, when
the new Act was passed, the rates for first class mail have increased from 6
cents to 20 cents, or 223 percent, whereas the rates of parcel post have in-
creased only 95 percent and the Consumer Price Index has increased 133 percent.
In the absence of a postal monopoly, there would be pressures from actual or
potential competition to reduce the rates of first class letter mail.

On the other hand. whether or not there is a monopoly class of mail, there will
be need for regulation of the pricing of postal services to protect against the
subsidization of postal services that face competition. If there were no statutory
monopoly class, the Postal Service would still have a de facto monopoly in letter
delivery for many years to come. In the absence of regulation, the Postal Service
would have an incentive to increase its revenues from the monopoly service or de
facto monopoly service and use those revenues to subsidize its competitive serv-
ices. The existence of the postal monopoly makes mandatory the need for strong
regulation of the rates for both monopoly classes of mail and competitive classes
of mail.

Whether or not the Postal Service maintains a monopoly, it is essential that
rates for each class of mail be set at levels which will recover the costs caused
by that class of mail. Each class of mail, as a matter of sound public poliey,
should stand on its own feet, and competition by the Government’s postal serv-
ice should be fair in its relations with firms operating in the private sector of
the economy. Those principles of cost recovery and fair competition are at the
heart of the Postal Reorganization Act and should continue to guide postal rate-
making whatever is done with respect to the postal monopoly.

THE ROLE OF THE POSTAL RATE COMMISSION

The Postal Rate Commission would be more effective and as a consequence
postal ratemaking would be a more efficient and fair process were the Commission
to be the final authority in the establishment of rates, subject only to the right
of appeal by interested parties including the Postal Service. We endorse the con-
cept that the Postal Rate Commission should have final ratemaking authority.
The Commission is a full-time, independent body with expertise to evaluate the
economic and accounting issues involved in rate changes.

We also believe that it would be desirable for the Commission to have author-
ity to obtain needed data by subpoena from the Postal Service. History demon-
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strates that requests for voluntary responses and the more formal discovery
process are unavailing as against a reluctant Postal Service. It is important that
the Commission have the ability to secure data which are essential to make
proper rate determinations.

We appreciate the opportunity to appear before the Joint Economic Committee
and to contribute our comments on the important issues it is considering.

Very truly yours,
RoserT E. SMITH,
Vice President.

STATEMENT OF ROBERT W. PooLE, PRESIDENT, THE REASON FOUNDATION,
SANTA BABRARA, CALIF,

My name is Robert Poole. T am president of the Reason Foundation, a non-
profit research organization based in Santa Barbara, California. I am also editor-
in-chief of the ¥Foundation's magazine on current affairs, REASON. I am present-
ing this testimony as an individual private citizen, but it is based on my experi-
ences as a policy analyst, as a publisher, and as an individual postal consumer.

Should the Postal Service monopoly on first-class mail be retained? Or should
this vital service be opened up to competition? This question does not arise in
a vaenum, The last 10 years have witnessed an increased appreciation by eco-
nomists and public policy makers of the deficiencies of monopoly and the merits
of competition. A new approach in economics called “law and economics” has
produced strong emplrical suppert for the premise that consumers are best served
when markets are competitive. And a new fleld of political science called “public
cholee theory” has examined the incentives facing those who manage large gov-
ernment bureaucracies, to show how and why these legalized monopolies fail to
perform efficiently and effectively.

The results are starting to show up in public policy decisions. The Alirline De-
regulation Act of 1978 ended 40 years of de-facto monopoly in airline service,
much of which had been defended in the same terms used to support the postal
monopoly. The Motor Carrier Act of 1980 partially deregulated interstate {ruck-
ing. and simllar legislation on bus serviee is pending in both houses of Congress.
Several states (e.g. Arizona and Florida) have likewise deregulated their trans-
portation industries.

Monopoly in government-provided services has also come under reasoned at-
tack. Economists James Benneit and danuel Johnson presented a strong case
that public services can be provided at far less cost by contracting with private
sector firme rather than relying on government monopolies in their book Better
Goveriwment at Ialf the Price (Carcline ITouse, 1982). A more theoretical ap-
proach is provided by E. 8. Savas, Assistant Secretary for Policy Development
and Research at HUD. in his new volume Privatizing the Public Sector (Chatham
louse, 1982). Numerons examples of competition replacing monopoly in such
fields as garbage collection, park maintenance, and fire protection are provided in
my own book. Cutting Back City Hall { Universe Books, 1980).

The basic thrust of all of this work Is the same. Organizations which possess
a legal monopoly on providing a service operate with vastly different incentives
from organizations which {uce competition. In broad terms, the incentives of a
bureaucrat are to expand his empire, as measiired by the number of employees
and the size of his budget. Consequently, it is no surprise that, for example.
wunicipal sanitation departments nse three-man trucks where private garbage
firms do the same work with two-man trucks; that Navy shipyards spend be-
tween four and eight times as much to repair and maintain naval oilers as com-
mercial firms pay to maintain oil taukers; or that private railroad track repair
crews repair nearly five times as many feet of track per day as Amtrak crews.

The incentives facing a private-sector manager are quite different. Because
his firm is attempting to make a profit. the manager has a powerful incentive
to seek out the most cost-effective combination of personnel and equipment that
will get the job done. If he doesn’t, he may lose the business to some other firm.
A private firm will go bankrupt if it fails to serve its customers in a cost-effective
way. But a government monopoly merely requests a greater appropriation from
the Treasury.

Thus. it is higly likely. based on all that we know about competition and
monopoly. that the costs of providing first-class mail delivery via a government
monopoly are far higher, on average, than would be the case if there were com-
petition. One indication of this high cost is the wage levels of the USPS’s em-
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ployees, which are far higher than the wages of comparable employees of those
firms which compete with the Postal Service in other markets—United Parcel
Service, Federal Express, Purolator Courier, Airbone Express, et al.

Some defenders of the postal monopoly will concede that a lack of competition
may lead to inefficiencies. But they argue that one overriding policy considera-
tion impels us to put up with these inefficiencies—providing uniform service at
uniform rates to all users. Stated another way, they argue that postal customers
who cost a lot to serve must be subsidized by customers who are less costly to
serve. Essentially, this argument boils down to the claim that urban and subur-
ban postal customers must be forced to subsidize rural postal customers.

The fact is that it does cost more to serve rural customers. Every other form of
document and parcel delivery—telegrams, telex, parcel post, overnight letter,
package express—charges rates which vary in some fashion with the cost of
service, usually based on distance and/or size of the material. Why should letters
alone be paid for in an artificial way? Such a distortion of the market benefits
a relative handful of rural residents at the expense of the vast majority of
Americans who live in cities and suburbs.

It is difficult to see how such a policy can be justified. Why should those who
choose rural life be subsidized by those who do not? There are costs and benefits
associated with any choice of lifestyle. City dwellers must put up with higher
levels of crime, pollution, noise, and congestion than country dwellers. In ex-
change, they have access to a larger number of choices of commercial and cultural
opportunities than country dwellers. The latter willingly choose the beauty,
safety, cleanliness, and serenity of the countryside—but in exchange must make
do with restricted commercial and cultural choices and, in some cases, with
higher costs for certain services. These are voluntary choices. People should
make their choices and pay the price.

Such a policy would be completely consistent with the philosophy expressed
in the President’s Commission on a National Agenda for the Eighties. That
body’s report recommended against federal government efforts to prevent people
and industry from leaving cities for suburban and rural locations. It argued that
government ought to respect the voluntary location decisions of individual house-
holds and firms. Yet by subsidizing rural psostage rates, the government is not
being neutral ; it is artificially reducing the real cost of choosing a rural location.

Postal monopoly -advocates sometimes claim that if competition prevailed,
nobody would provide rural mail service. The same argument was raised against
airline, truck, and bus deregulation. In each case, the prediction has proven false.
True, many of the largest firms have pulled out of small cities they once served.
But commuter airlines, for example, have stepped into the breach, in many cases
providing more flights at more convenient times than the former large carriers.
And according to CAB studies, airline fares in the smallest markets are only
12 percent higher than they would have been under CAB regulation (while fares
in the top 100 markets are 13 percent lower than under regulation). Likewise,
since 1980 trucking rates have generally been cut, and 2,452 new firms have
entered the interstate trucking business. Many of the newcomers are providing
service to the smaller cities where the major firms have cut back. As long as there
is a demand for a service—be it air travel, shipping, or letters—enterpreneurs
will provide it.

There are several other costs of the postal monopoly. One is a lack of innova-
tion. It is impossible to estimate the price our society has paid in terms of op-
portunities for new services that we've had to do without. But it is at least indic-
ative that virtually all of the worthwhile recent innovations in parcel delivery
have been developed by private firms such as United States Service, Federal
Express, ete. in those areas where they are allowed to compete. with the US
Postal Service. When the latter docs attempt to innovate, the results are not
encouraging. The USPS’s highly-touted E-COM system for electronic mail ap-
pears to be a gigantic flop, with usage only a fraction of what was projected.
The fact that E-COM was targeted at firms sending out bills but enclosure of a
return cnvelope was not allowed demonstrates a total lack of marketing orienta-
tion on the part of the Postal Service. Even the modestly successful Express Mail
service is hedged about with restrictions and limitations that make it less ver-
satile than competing priority delivery services of the private sector.

Another cost of the postal monopoly is restricted freedoms. Numerous indl-
viduals and small businesses have been harassed and put out of business for
attempting to deliver mail. Perhaps more fundamentally, Americans’ freedom to
communicate is impaired by placing control of the mail in the hands of the gov-
ernment. No individuals are harassed by postal inspectors because they order
publications dealing with sex via United Parcel Service. But if the material is

—
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shipped by US mail, they risk being ordered to appear at the post office, made to
feel like a criminal, and having the material seized. One need only recall the
loug-term mail-opening project of the CIA to be aware of the threats to privacy
and personal liberty inherent in goverument operation of a vital means of
communication,

In short, there is no real justification for a socialized postal system, Deliver-
ing letters is a business, one which private firms are willing and able to engage
in (as shown by the explosive growth of private express services, courier serv-
ices, parcel mailing centers, and electronic mail). It's a business whose custom-
ers can and should pay their own way. And it's 2 business whose subject mat-
ter—personal communications—is far too important to be entrusted to govern-
ment.

It’s long past time that we repealed the Private Express Statutes and ended the
postal monopoly.

{Robert Poole is president of the Reason Foundation (1018 Garden Street,
Santa Barbara, CA 93101). An engineering graduate of MIT, he has worked in
aerospace and for a number of think tanks. Ie is the author of Cutting Back City
Hall (1980) and editor of Instcad of Regulation (1982) and Defending ¢ Free
Socicty (forthcoming, 1983)).

DENATIONALIZING THE MAILS
(By Jeff Sampsou)

In 1976, Patricia and J. Paul Brennan, residents of Rochester, New York, made
a fascinating discovery. Frustrated in their use of the United States Postal Serv-
ice for local mail, they decided to bypass the problem and hand-deliver their letter
communijcations. Soon, the Brennans were delivering not ouly their own lefters
but others’ as well, What the Brennans discovered was that they could hand-
deliver mail within downtown Rochester, guarantee same-day delivery, and
charge three cents per letter less than the Postal Service. The Brennans founded
the P. H. Brennan Hand Delivery Service for fun and profit.

In early 1977, the Brennans made another discovery : they had broken the law,
and it would be enforeed. The US District Court for western New York shut down
P. H. Brennan ITand Delivery Service and enjoined it from delivering the mail.
The Brennans battled. but on April 13, 1978, the United States Court of Appeals,
Second Circuit, upheld the injunction. And four moenths later the Supreme Court
stopped the Brennans cold by refnsing to hear their appeal.

What hefell P. H. Brennan is not unique in history. Like others before them,
the Brennans had been masticated au flambé in the jaws of the Private Express
Statutes.

The Private Express Statutes defend the Postal Service's monopoly on the
handling of first-class letters against the intrusions of free enterprise and comn-
petition, No other type of mail is so protected—not books, magazines, news-
papers, bulk mail. nor parcels. The statutes are like a crocodile-infested moat,
behind which the Postul Service has labored feverishly to shore up the moldering
walls of its once-invineible castle.

Formidable foes are fighting to dry up the guardian moat. Among them is Con-
gressman Philip Crane, who testified before the Senate I"ost Office and Civil Serv-
ice Committee: “Full-fledged competition with the Postal Service is effectively
prohibited, and that is the problem. Without competition, there is 110 incentive to
improve, to cut costs, to provide better gervice, to innovate, and ultimately to
satisfy the postal consumer.”

Added Crane, citing the earlier conclusions of the President’s Council on Wage
and Price Stability, “Permitting competition to the Postal Service's first-class
service prohably would result in significant benefits to the economy and to the mail
user.” Crane concluded: “In short, more and more people here and elsewhere,
frustrated by rising postal costs and declining postal service, are looking for
alternative wuys of providing the desired service at an affordable price. If the
operation set up by the government canuot or will not do the job, then it stands to
reason that private enterprise should be given a chance.”

MONOPOLY TRADITION

(ive private enterprise a chauce? Absolntely unprecedentied. say postal authori-
ties. Charles D. ITawley of the Postal Service’s Legal Affairs Office invokes tradi-
tion: “The Statutes have been part of American law in one form or another since
the Articles of Confederation. They protect against the loss of revenues that could
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be anticipated if the Postal Service had to compete for the delivery of letters with
private firms which do not provide the comprehensive nationwide service that; as
a matter of law, is required of the Postal Service at generally uniform rates.”
Actually, the history of government monopoly over the mails goes back even fur-
ther than Hawley claims. :

The US postal monopoly springs from early European monarchy, where sov-
ereigns, for military and security reasons, maintained exclusive government han-
dling of the mails to ensure delivery of their own communications and control over
everyone else’s. England exported this practice to the American colonies. In 1692,
William and Mary granted Thomas Neale a royal patent for exclusive carriage of
letters.

As the nonunited states of colonial America unified against the British throne,
the Continental Congress felt a need for a well-controlled postal monopoly in
order to carry out its revolution. So “by the time John Hancock, with a flourish,
set his hand to the Declaration of Independence, the tradition of a government
monopoly over the carriage of correspondence was well-established in the lives of
the people” (as pointed out in a 1973 report to the Post Office and Civil Service
Committee). The Articles of Confederation codified this practice by granting “sole
and exclusive powers” to the Congress. .

The federal Constitution, however, said nothing about a monopoly. Article I
decreed: “The Congress shall have Power to establish Post Offices and Post
Roads.” But Congress bolstered its power by passing the Private Express Statutes
in 1792. With various revisions and clarifications they remain to this day the bas-
tion of the postal palace—a palace that endures steady siege.

INEFFICIENCY

Besides the fury and frustrations documented in individual recollections of a
lost letter here, a delayed delivery there, or the payment that never arrived, there
are ongoing revelations of financial mismanagement, operational inefficiency, and
an absence of intelligent, long-term planning. Such a revelation appeared recently
in one of Jack Anderson’s Washington Post columns, entitled “Bulk Mail Center :
Automated Nightmare.”

The Postal Service, notes Anderson, spent a billion dollars on 21 automated bulk
mail centers to speed the processing of parcels and other non-first-class mail, thus
saving the Postal Service in the neighborhood of $300 million dollars a year. But
woe unto the customer whose parcel drops on those conveyor belts! “Packages
that get jammed in the automatic conveyors are ripped apart. Attempts are made
to patch them up, but the many Humpty Dumpty irreparables end up in a parcel
graveyard—a room designated ‘loose in the mail,’ off-limits to all but a few em-
ployees. Our reporter got inside for a look around, and found thousands of items
from books to homemade Christmas presents. There were so many books that they
had been arranged by topic on metal shelves. )

“When the ‘loose in the mail’ room is full, the items are moved to a depository
{n Washington, where they’re auctioned off to the public.”

Mr. Anderson adds: “Nor is there any evidence that the bulk mail system saves
time. A package en route from El Paso to Midland, Tex., for example, is sent
1,483 miles out of the way to be processed by a bulk mail center.” He also points
out that the $300 million projected savings has been revised downward to $40
million. And George Gould, staff director of the House Postal Subcommittee,
claims that the centers are actually losing money.

Give free enterprise a chance? The opportunity arose nine yvears ago, but it
wasn’t taken up.

Citing the Chicago Post Office’s disastrous breakdown and shutdown during
the Christmas crunch of 1966 as the precipitating event, then-Postmaster Gen-
eral Larry O’'Brien, embarrassed at having to borrow about $30 million to repair
damages, called for a commission to study complete postal reorganization. Pres-
ident .Johnson appointed Frederick R. Kappel to head that commission, which
concluded that too much politics was the problem and that the I’ost Office should
be run as a business, eventually to stand on its own fiscal feet, and not as a gov-
ernmentally controlled and subsidized agency. The result was the Postal Reor-
ganization Act of 1970. Like most sweeping governmental reforms, the first major
stroke was a name change—from the creaky-toned “Post Office” to the space-
aged “United States Postal Service.”
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NQO PROFIT

The TISPS is set up somewhat like 2 corporarion: The president of the United
States appoints niue governors, who appoint the postmaster general, who along
with the governors appoints the deputy postmaster general. Together, they make
up the Board of Governors. The board is comparable te, though not identical to,
the board of directors of a corporation, and the postmaster general and his
deputy are the chief operating officers. Under the governors is the Postal Rate
Commission, which recommends rate changes to the governors after a lengthy,
competitive, and judicial-like process.

All this was touted as ensuring the least possible political interference in mov-
ing the mails, T.ooked at another way, it meant the pressure was off the presi-
dent and Congress to ensure effective mail service. This was a Postal Service
based ou the American model of efficiency, excellence, and innovation: the cor-
poration. But it lacked an important key element: the profit motive. For the
Kappel Commission had recommended maintaining the Private Express Statutes.
And so they remained. And so private enterprise was kept at bay.

In May 1973, the first chairman of the Board of Governors, the same Frederick
R. Kappel. proclaimed trinmphantly to the Subcommittee on Postal Service, “We
have been in business a year and a half now, and no one gives any thought to
any man's politics on that Boeard of Governors today. We are dedicated to the
business of running the Postal Service.” During the Christmas season of 1874,
the Chicago Post Office repeated its 1966 performance and broke down. OF course,
it had only been four years since the great recrganization, and perhaps that
wasn’t enough time to reverse postal problems.

Nor, apparently, was six years. In 1976, M. A. Wright. new chairman of the
Board of Governors, went before the congressional committee and bragged of
fewer personnel, greater efficiencies and good marks from the General Accounting
Office in quality of mail service, reasonableness of rates. and quality of compen-
sation and working conditions. He also, though, requested a billion-dollar bail-
out from Congress because of inordinate delays in rate increases and double-
digit inflation. Congress came through, rescuing the Postal Service and essen-
tially giving up any hope of a deficit-free postal organization.

TIME FOR COMPETITION?

How about seven years? A January 1977 report by the US Department of
Justice, Changing the Private Eepress Laws. concluded : “Given the tremendous
problems that now confront the Postal Service, it is not irresponsible to argue
that things are now so bad that any change can only be for the better.”

Or eight years? A study published by the American Conservative Union’s Ed-
ucation and Research Institute in September 1978 asserted: “Observers of all
persuasions agree that the Postal Reorganization Act has been a failure. The two
wain goals of the act---efficient management and self-sufficiency remain un-
achieved.”

Could it be that Congressman Crane and those who agree with him are right?
Could it be that former chairman of the Postal Rate Commission John Ryan
was correct when he said, “The only solution e the problem of adequate mail
service is competition and is to do away with the Private Express Statutes?” Is it
an idea whase time, long overdue, has come?

No, no, and no are three responses by current Postmaster General William F.
Bolger on three occasions when he confronted these questions. On the October 20,
1678, edition of the “MaeNeil/Lebrer Report™” on public television, the postmaster
general declared: I think we're trying to protect the interests of the American
publie in saying that this monopoly has to be continued.” In a November speech
before the National Newspaper Association. Bolger affirmed: "If we should lose
our monopoly, it will mean the demise of the postal system as you have known it.”
In a December speech hefore the National Press Club, he reiterated: “Should
our monopoly be broken or even weakened, it will be a tragedly that will cost this
country its universal postal system.”

Title 39 of the US Code provides that *the Postal Service shall have as its basic
function the obligation to provide postal services to bind the nation together
through the personal, educational, literary, and business correspondeinice of the
people. It shall provide prompt, reliable, and efficient services to patrons in all
areas and shall render postal service to all communities.” The rule also requires
that the rate for each class of mail “shall be uniform throughout the United
States, its territories, and possessions.”
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First-class mail is the bulwark of the postal system. It accounts for 60 percent
of the approximately 97 billion pieces of mail that the service will handle this
year and is the source of close to 70 percent of postal revenues. Not all first-class
mail falls under the statutes, which pertain solely to letters; but most does. In
fact, delivery services and customers alike often complain of the ever-broadening
postal interpretation of the term letters.

FIRST-CLASS CREAM

“The problem is,” says Postal Service attorney Jerry Belenker, “that the costs
of delivering any given letter vary. It may go from downtown Manhattan to down-
town Manhattan ; that’s relatively cheap. It may go across the country. To main-
tain the nationwide system, you have overhead in terms of transportation sys-
tems, contracts with airlines, etc. You have stations, branches, and you have huge
overhead that has to be apportioned among all the pieces of mail—not only letters,
to be sure, but among all the pieces of mail—without regard to the fact that, at
any instance of delivery, from a business point of view, you are making a profit
or losing your shirt. I don’t know of any other business that can reject nobody.
We can’t make a determination that your business is good for us, because we’re a
public service, and we don’t deal with the point of whether we make money.”

Repealing the Private Express Statutes would mean the loss of a substantial
portion of the already indebted and subsidized Postal Service's income without
an attendant diminution of costs and overhead, according to Postal officials.
And that, they say, is unfair “cream skimming.”

The cream-skimming complaint relies on the reality that areas of dense popula-
tion and business and banking concerns, such as metropolitan cities, provide the
greatest revenues at the lowest per capita handling costs, whereas sparsely popu-
lated and widely separated areas, such as rural towns, provide the lowest reve-
nues at the highest per capita handling costs. The Postal Service fears that
private ‘competitors would voraciously devour the high-income, low-overhead
cream and leave the curds and out-of-the-way locations for the USPS, robbing
it of the finances it needs to carry out its congressional mandated requirements
and all manner of investigative, legal, and customer services.

In 1973, McKinsey and Company, commissioned by the USPS and using its
statistics, studied the cream-skimming argument. Their results supported the
USPS position with three principal findings. First, “Local mail involving business
transactions appears to be the most attractive market segment for potential
cream-skimming competition to the Postal Service for reasons of operating sim-
plicity and low processing cost.” Second, “Cream skimming enterprises could be
highly attractive to entrepreneurs.” Finally, ‘“Cream skimmers would divert
substantial First Class mail volume from the Postal Service.”

The McKinsey analysis indicated that the Postal Service could lose about 4.7
billion pieces and about $420 million in revenues annually. Those figures would
be considerably higher today, of course. With this argument, USPS lawyers
squash would-be competitors in the courts. The judges always buy the argument.

CREAM SKIMMING

Economists, though, point out that cream skimming—in spite of its pejorative
connotation—can be great for consumers. Established suppliers accuse entrepre-
neurs of siphoning off the most profitable business, but to get that business they
have to be charging a lower price, offering better service, or boh. Thus, notes
John Haldi of the American Enterprise Institute: “In a competitive market,
cream skimmers are the good guys who protect consumer interests by keeping
other suppliers honest.”

The USPS, of course, is required by law to provide services at a loss—such as
maintaining post offices in little towns all across the country, or providing lower
rates to tax-exempt organizations—and that’s why it needs all of its first-class
revenue, says USPS defenders. And, notes economist Alan Reynolds in the
Harvard Business Review (“A Kind Word for ‘Cream Skimming’,” Nov.-Deec.
1974), “there is an element of plausibility in [the] assertion that high prices are
needed to offset low ones” whenever a company “is compelled by the state to
engage in activities that are not economieally justifiable.”

But this USPS defense still doesn’t ring true because, as Reynolds goes on to
point out, the USPS loses a lot of money where it wouldn’t have to. It makes
money only on first-class services, whereas private carriers, he notes, have
entered the third- and fourth-class (and now second-class) markets, undercut the
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USPS'’s “supposedly unprofitable” rates, and made money. Concludes Reynolds:
“The fact that competitors can profit from a service that is unprofitable for the
tax-exempt and subsidized USPS suggests that the USPS may simply be ineffi-
clent. If so, the monopoly rates on first-class wmail actually subsidize inefficiency:
this seems, at best, a dubious policy objective.”

;n faet, the Postal Reorganization Act leaves no room for cries against cream
skimming. It requires that each class of malil pay its own way and contribute
some to Institutional, fixed costs. The act specifically precludes subsidization of
any glass of mail by another. Few outside the Postal Service believe that this
requirement is being observed.

A 1977 study by the Department of Commerce reported: “It is widely accepted
that first-class ipail subsidizes other classes.” The report weni on to cite the
1974-75 postal rate-increase hearings at which Chief Administrative Judge
Seymour Wenner had recommended that the first-class postage rate be reduced
tfrom 10 cents to 8% cents per ounce “to bring rates more in line with costs.” The
J\}dge ‘had condemned the Postal Service management for failing to carry out the
dxrectxyes of an earlier appeals court to correct the improper attribution of costs
to various types of mail. Judge Wenner had argued that “the rate increases
proposed for first-class perpetuate this allegedly illegal procedure,” said the
Commerce Department study. “He obviously felt that first-class-mail users bear
an unfair share of the overall Postal Service costs.” Despite Judge Wenner's
admonitions, the price of a first-class stamp rose from 10 cents to 13 cents.

The Postal Service argues that its rate-making procedures are more competi-
tive than if rates were arrived at in a free marketplace. In the last rate-increase
hearings, more than 50 parties participated. There was a discovery process at
which Postal Service witnesses had to answer over a thousand questions. There
were cross-examinations and days of hearings, briefings, and oral arguments. In
addition, the Postal Rate Commission has an officer—with a staff of lawyers,
statisticians, and economists—whose sole purpose is to represent the public
interest.

Nevertheless, rates have continued to rise to the present level of 15 cents and
wonld probably have gone higher if the postmaster general hadn’t determined
that the rates were about as high as the public would stand at present. (He has
promised—cross-his-heart-and-hope-to-die—no increase until at least 1981.) Given
the usual excuses of higher labor costs, skyrocketing fuel costs, and inflation,
could true competition have averted the price increase? It did in fourth-class
mail.

HOW TO PUSH RATES DOWN

Sitting complacently behind its protective statutes and its government sub-
sidies, the old Post Office and the early Postal Service fiddled while Uinited
Parcel Service burned off 70 percent of the fourth-class parcel post business. Tt
wasn’t hard to lose. UPS undercuts USPS rates in most cases. It delivers nation-
wide and its rates are uniform based on weight and distance traveled with no
added financial burden to rural recipients. UPS has a record of faster service,
less breakage, and fewer losses. Its employees are well-paid, share in profits, and
have a lucrative benefits package. It makes a profit every year and has cost the
Postal Service a substantial portion of its operating revenues. So competitive is
UPS that government agencies like the IRS and the Government Printing Office
bave begun diverting some of their business from the Postal Service to UPS,

How is the Postal Service reacting? Does it lobby for broader statutory control
of the market? No.

According to the Washington Post, Postmaster General Bolger anncunced on
February 13 that the USPS is liberalizing its Parcel Post system to compete more
evenly with UPS. Among its changes is a cuf in bulk mail and parcel post rates.

In another article, the Post reported that, faced with the loss of congressional
subsidies for delivery of newspapers and seeing increasing competition in delivery
of magazines, books, and records the Postal Service announced it is in the process
of changing up to 75 regulations regarding bulk mail delivery in order to
make it more attractive to potential customers. Said Bolger: “There are literally
hundreds of other regulations that we are scrutinizing. Many of these date from
the beginning of this century and bear no relationship to the way the Postal
Service and its customers today do business.”

What stunning revelation finally enlightened the Postal Service? Why is it
now examining and updating century-old regulations? What caused it to join
the new age? The answer is obviously competition. and not just from companies
like UPS.



392

ELECTRONIC COMPETITION

The ultimate challenge to the sanctity of the Postal Service is sure to come
from the modern communications era in general. An example is electronic funds
transfer already in operation in banks across the country. Someday most finan-
cial transactions will be done by telephone or similar electronic media. Estimates
have it that approximately 60 percent of all letter mail involves financial transac-
tions: bills sent, payments submitted. So the Postal Service of the not-too-distant
future stands to lose up to 60 percent of its protected monopoly unless it either
gets into the electronic transfer business or somehow breadens the interpreta-
tion of “letters” to include some tangible moment in the electronics process.

As far-fetched as that may sound, Kenneth Robinson, an attorney for the
Antitrust Division of the Department of Justice points out: “the term letter has
been interpreted to include, for example, payroll checks, fishing licenses. Mickey
Mouse posters, San Francisco Forty-Niner Tickets, punch cards, blueprints, data
processing tapes, computer programs, credit cards, boxes of merchandise with
advertising enclosed, intra-company writings—in short as one district court rul-
ing recently suggested, ‘anything properly transmittable’ through the US Postal
Service mail system.”

The Postmaster General has repeatedly denied that the Postal 1etter monopoly
would ever encompass electronic communications. He seems confident that it
can depend on at least 70 billion pieces of hand mail each year. He indicates that
the Postal Service is moving into the electronic transmission business and is
experimenting with Communications Satellite Corporation of America (Comsat)
in something called Intelpost, a sort of long-distance mixture of telegram and

. facsimile via satellite. Bolger also believes that the Postal Service has at least
10 or 20 years to gear up for the electronic transmission business. But what if
changes occur more rapidly than expected? Will the Postal Service again raise
the drawbridge and deepen the moat?

Safely behind the Private Express Statutes. the Postal Service can afford to
watch and wait for a sign from above. Without the statutes, it would be forced
to get with the times and plan in earnest to avoid a future catastrophe.

POLITICAL HOT POTATO

But would it really be catastrophic for the Postal Service to diminish its scope
and relinquish some of its holdings? It would according to the American Postal
Workers Union and the National Association of Letter Carriers. who themselves
went to court in 1972 to defend their monopoly against a private intruder. The
salient aspect of National Association of Letter Carriers v. Independent Postal
Systems of America, Inc., was not that printed Christmas salutations were
considered letters but that the union empowered by the Postal Reorganiza-
tion Act, went to court to protect the monopoly.

The union’s stake is over 650,000 permanent positions paid so well above the
norm that the quit rate for postal workers is significantly below comparable
- positions in related fields. In addition, the current contract contains a no-lay-off
clause for those currently employed.

Specific and urgent requirements of some industries have forced the Postal
Service to grant exceptions, exclusions, and suspensions to the statutes in areas
such as time-sensitive and similar materials where it simplv couldn’t do the job
itself. But such exemptions are slow in coming and begrudgingly granted. Mail
express companies are kept well in check. and their customers still have to pay
postage in addition to courier charges. Repeal of the statutes would allow com-
panies specially equipped to provide their services at the lowest costs. Despite
voecal consternation at the vagaries, interpretations. and enforcement of the
statutes, courier Lilliputians are not anxious to challenge the postal giant for
fear of retaliatory sanctions.

Where do the White House and the Congress stand on this issue? Apparently,
as far away as possible. Mike Causey’s January 24 “Federal Diary” column in
the: Washington Post would be amusing if it were not so telling: “Five of the
cushiest jobs in federaldom are still standing vacant. Some have heen unoccupied
for several years. They are members of the US Postal Service’s Board of Gover-
nors.” In addition, the Postal Rate Commission is missing three of its five
members.

May one infer that the president is not interested enough to fill five vacancies
on the ruling bodyv of the Postal Service? House Postal Subcommittee Staff Di-
rector George Gould blames it on the inexperience of the administration, claim-
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ing it is still learning. But the fact is that, since the postmaster general was
removed from the Cabinet under the Reorganization Act, presidents have scrupu-
lously avoided dealing with that all-American institutional whipping boy.

The House Post Office and Civil Service Committee, once a political plum, has
turned into a revolving door since it stopped setting postal and federal pay raises
and guarding postal patronage and prices. So much so that Mike Causey was
moved to write on January 31: “Some members feel that assoclation with the
committee, even as a tough tailkicker, is politically dangerous.” He adds, “The
Democratic leadership must resort to the draft to get a full complement for this
session of Congress.”

The Congress, then, is not likely to open the political pandora’s box that repeal
of the statutes would certainly provide—especially with large-scale mailers
relying on discounts subsidized by the higher, regular first-class rates. Then, too,
there’s the congressional franking privilege.

PRIVATIZATION PLAN

Practically every independent study of the Private Express Statutes sees their
demise as potentially beneficial. But almost all stop short of recommending
repeal and conclude instead that the issue should be studied more carefully. The
rationale is lack of enough statistical information to justify so momentous a
change (never mind the historical record of this country’s free marketplace).
Any thorongh study wonld require crossing the moat and entering the castle
before the drawbridge goes up. But the Postal Service is more amenable to send-
ing out an emissary or two with its version of the accounts. And when a judge
in a rate case once asked for a better accounting, the Postal Rate Commission
simply overruled him.

The only way to visnalize clearly the results of repealing the Private Express
Statutes is for Congress to announce that in so many years, say by 1984, the
statutes will be phased out (1984, by the way, is the year the Postal Service was
to become totally self-sufficient). This would force USPS to adjust and give it
time to do so. Private carriers could gear up for action, and postal unions could
varnish their bargaining tables.

It is quite possible that the Postal Service would look different after such a
change. It might shrink some. diversify, or merge with another government serv-
ice organization. But any predictions that free enterprise would destroy America’s
hard-copy communications system: seem unfounded. In fact, a study of the
postmaster general’s speeches, coupled with recent postal developments, indicates
that competition makes the Postal Service better, not worse.

Will Americans get the faster, more efficient communications delivery services
they could be getting? Legislators should consider that the important issue is
not the survival of the Postal Service hut the survival and eshancement of postal
gervice. Castles and crocodile-infested moats went out with the Middle Ages.

STATEMENT o GEroRGE HARVEY, CHAIRMAN, CHIEF EXECUTIVE OFFICER, AND
PRESIDENT, PITNEY Bowes INC., StaMFORD, CONN.

Pitney Bowes Inc. is the nation’s leading supplier of postage meters and mail-
ing systems used by businesses. As such, we are vitally concerned with the quaity
of malil service available to our one million business customers and to all Ameri-
cans today and far into the future. Accordingly we share the Postal Service’s con-
cern over the future for conventional or “hard copy” mail and the necessity for
the continuation of the Private Express Statutes to insure the mail system,

To this end, we are interested in the efficient operation of the United States
Postal Service, and its ability to meet both its constitutional and statutory man-
date for uplversal postal service- the delivery of mail to all citizens and busl-
nesses in all areas of the country. As a profit-making, publicly held corporation,
Pitney Bowes is sympathetic with those who have articulated an economic theory
calling for the free and open competition of the market place. However, we
strongly feel that there is an overriding public interest in assuring the viability
of universal postal service.

Advocates of repeal of the Private Express Statutes have raised a false issue
by couching debate on repeal in terms of the rhetoric of competition. The policy
question on this matter is not a choice between “monopoly” and “‘competition.”
Rather, it is a choice between the universal service concept mandated by the
Postal Reorganization Act of 1870 and the probable deterioration of the nation-
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wide postal system charged with discharging that mandate. It is unlikely that
any private entity will undertake that commitment to provide uniform mail
service to every home and business in the country, regardless of location, profit-
ability, or risk.

It must be recognized that the Postal Service is not simply another business.
It is a unique public resource. It meets that special obligation to serve areas
which may not be commercially feasible through its unexcelled network of postal
facilities. It provides special consideration for various interests, including the
Congress, the military, the literary and educational community, and non-profit
organizations.

In this context, the Private Express Statutes reflect a long-standing commit-
ment to protect the basic integrity of the only underaking, public or private,
capable of responding on a non-diseriminatory basis to universal service objec-
tives. The Statutes have never prevented the private sector from meeting public
needs. Rather, they have facilitated private industry in offering services which
complement existing mail operations.

It is apparent that the USPS has not sought to extend its territory beyond
the basic letter mail market. As a current example, the USPS has not sought to
“monopolize” electronic access to the mailstream; it has fostered competitive
participation. It has confirmed the right of private communications carriers to
deliver time-sensitive hard copy output of electronic services. And, it has ac-
comlpdlished all of this while maintaining the lowest letter mail rate in the free
world.

There is obviously no basis to conclude that the Postal Service has been hostile
toward private industry or has sought to thwart competition. The Postal Reor-
ganization Act recognizes that although mail service is a public good that cannot
be offered on a competitive basis, it nonetheless can be managed and organized
on an efficient, businesslike basis.- Like any operation for the public good, it is
truly a partnership of many businesses, large and small, working jointly to sup-
ply the underlying facilities and services that support the USPS’ nationwide
task. The Private Express Statutes do not intrude on this partnership. They
merely reflect that the essential postal function, authorized by the Constitution
and defined by statute, cannot be relegated to a commercial enterprise.

We reiterate our support for the following policies:

Congress should take no action to derogate the responmsibility of the United
States Postal Service, as specified in the Private Express Statutes, for the de-
livery of letters.

The Private Express Statutes should continue in their current form and appli-
cation, with responsibility for suspensions and exemptions handled administra-
tively. .

The Congress should not thwart or impede the continuing evolution of the USPS
through the incorporation of modern electronic technology into its hard copy deliv-

ery service. Such progress does not encroach upon the competitive marketplace for
electronic services.

I. UNIVERSAL SERVICE WILL NOT BE MAINTAINED IN A COMPETITIVE MARKETPLACE

The concept of universal mail service is not compatible with the conflict of

the marketplace. Economic realities would force private industry to focus on the
‘lucrative high-density routes where they would find the greatest profits—ignor-

ing less rewarding routes. The Postal Service, however, would still be bound by
statute to provide equal service to the entire nation. This would result in either
crushing deficits, the requirement for significant federal subsidies to maintain
services, or grossly unequal mailing costs. :

Universal mail service is a staggering task. As the Postmaster General informed
the Joint Economic Committee in his June 21, 1982 statement, the United States
postal system encompasses over 39,000 postal facilities and about 175,000 delivery
routes throughout the country. Currently, the U.S. Postal Service delivers over
110 billion pieces of mail a year to 79 million mailing addresses. Mail volume is
projected to top 125 billion pieces by 1985 and will continue to rise in the years
beyond that. _ .

Despite the cost of this enterprise, the 1981 deficit totalled $587.5 million,
the USPS has made impressive progress toward achieving self-sufficiency. The
share of postal costs borne by the taxpayers has decreased dramatically under
the Postal Reorganization Act—to six percent in fiscal year 1981 (when the
deficit totaled $587.5 million) from 24 percent in 1970. In fact, in the latest ac-
counting period there was a surplus of nearly $400 million. This progress is
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attributable both to continued growth in First-Class mail volumes and to in-
creases in productivity.

For the future, postal self-sufficiency depends upon maintenance of First-Class
mail as a basic revenue scurce. The alternative would necessarily be to increase
subsidies or face deterioration in service levels that now promise next-day de-
livery for 93 percent of all mail. More important, the nation would lose the
unigue public service character of the [ISPS,

As this Committee is well aware, appropriated funds are necessary to sup-
bort various operations of the USDPS that are offered at no charge or well below
cost. Support is also necessary to ensure universal service to communities where
post offices may not be self-sustaining, Special rates for educational materials,
franked or free mailing privileges to varlous groups, including the members
of Congress and of the Armed Forces, the Diplomatic Corps and the blind and
other handicapped persons, are all In furtherance of the USPS bpasic function
“to bind the Nation together through the personal, educational, literary, and
business correspondence of the people.” Revenues devoted to these purposes
cannot be diverted to support the Postal Service's self-supporting services, such
as First-Class mail, To the contrary, the earnings of the self-supporting services
may be used to assume the “reasonably assignable” costs of postal operations
that otherwise might be allocated to those services that make informational,
cultural and educational contributions to soclety.

Assuming FTC Chairman Miller’s testimony to this Committee correctly rea-
soned that a mall service provided under a competitive framework couid reduce
the price of First-Class mail to “‘cost-based” levels, it follows that the level and
quality of service likewise would conform to marketplace criteria. All of the
special services, concessions and benefits mandated by the Congress in the Postal
Reorganization Act would be foregone, These services heed to public policy re-
quirements that a purely market-driven service must ignore.

I1. THE PRIVATE EXPRESS STATUTES, A8 IMPLEMENTED BY THE USPS, HAVE ALLOWED
A COMPETITIVE MARKETPLACE TO DEVELOP IN SERVICES ATTRACTIVE TO PRIVATE
INVESTORS

Postal critics have claimed, wrongly, that the Private Express Statutes have
been administered in ways that blunt private initiative and stifle potential com-
petitive opportunities in the rendition of new and innovative message services.
Yet, with the exception of one or two anecdotal examples pertinent to the ex-
perience of the old Post QOffice Department, these critics can point to no actual
instances where establishment or expaunsion of message services has been pre-
vented by the USPS through invocation of the Statutes, To the contrary, the
experience of the Postal Service supplies a complete refutation of their highly
exaggerated claims of competitive injury.

The USPS has suspeaded the application of the Private Express Statutes in
cases where private industry has shown itself ready, willing, and able to offer
innovative services, even when these competitive services threatened to divert
postal volume. Obvious examples include overnight package and document
delivery services, comprising an entire industry that competes with USPS “Ex-
press Mail.”

Another significant example is electronic mail, where the I}SPS has also demon-
strated sophisticated restraint. Certain critics have suggested that such services
may be vulnerable to encroachment upon the private sector by the USPS,
through improper enforcement of the Private Express Statutes. These concerns
have proven unfounded. The Statutes give exclusivity only for the deltvery of
“letters” or “packets” over postal routes. The courts have held that letters are
properly defined to include only those messages that are directed to a specific
person or address and recorded in or on a tangible object. The USPS Board of
Governors has also made it plain that it has no desire to seek to extend the
Statutes to encowmpass so-called “Generation 111" end-to-end electronic services.
Moreover, even though the Statutes might well reach the local delivery of the
tangible bard copy produced by an electronic transmission service, the USPS has
proposed to allow the private carriage of “time-sensitive” correspondence when
it is clear that the UJSPS cannot provide a comparable service that would meet
the senders' needs,

In an increasingly competitive market, this concession is highly significant.
It is further evidence that the USPS does not intend to block or thwart competi-
tion. To the contrary, the USPS is willing to give every inducement and encour-
agement to private industry to provide superior performance. Accordingly, the
USPS bas enabled multiple carriers, data processing service entities, and users



396

to establish direct access with Serving Post Offices handling the end delivery of
electronically originated messages. There is clearly no “monopoly” over the elec-
tronic portion of E-COM. The USPS has maintained sole responsibility only over
that portion of the service that private industry is not committed to pursue—
universal delivery of hard-copy messages. ’

III. THE PilIVATE EXPRESS STATUTES CONTRIBUTE TO THE UPGRADING AND MODERNIZA-
TION OF POSTAL SERVICES, WITHOUT INFRINGING UPON THE PRIVATE SECTOR

Ironically, the most vociferous proponents of repeal of the Statutes argue that
if mail service remains entrusted to the USPS, it will fail to keep pace with
modern technology and other improvements in postal operations. The irony is,
as we have mentioned, that these critics and their allies in the telecommunica-
tions industry have used speculation regarding the application of the Private
Express Statutes as a pretext by which to attempt to foreclose the very develop-
ments that the USPS has found necessary to ensure the continued viability of
the mail system. For its part the USPS has structured electronic mail offerings
so as to ensure that open competition rules the electronic portion.

Wisely, Congress thus far has avoided permitting itself to become a party to
self-serving industry efforts to stifle postal initiatives to upgrade and modernize
its service in ways that are consistent with our free enterprise economy. Among
its objectives, the Postal Reorganization Act mandates .that the USPS provide
prompt, reliable and efficient services to patrons in all areas and in all commu-
nities: give the highest consideration to the requirement for the expeditious
collection, transportation, and delivery of important letter mail ; promote mod-
ern and efficient operations; and refrain from engaging in any practice which
restricts the use of new equipment or devices which may reduce the cost and
improve the quality of postal service. Repeal of the Private Express Statutes
can only derogate from these accomplishments.

Increasingly, the USPS is subject to competition from new technological alter-
natives to letter mail service. Such competition carries with it the threat of
diversion of mail volume to new media that are outside the scope of the Private
Express Statutes. Thus, apart from the mandate of the Postal Reorganization
Act, the USPS has a market incentive to modernize its service. But so long as
the USPS maintains its character as a public service, rather than as a purely
commercial enterprise, it must be allowed to rely upon the base of mail volume
and revenue assured by the Statutes in order to support necessary improvements.

IV. CONCLUSION : THE PRIVATE EXPRESS STATUTES CAN ONLY BE REPEALED AT THE
EXPENSE OF IMPORTANT PUBLIC VALUES

As in all matters of public concern, the ultimate judgment on the continuation
of the Private Express Statutes must balance competing and conflicting values.
In this debate, the root issues pertain to the basic character of mail service.

If those who have questioned the necessity for the Private Express Statutes are
merely concerned with the possibility of the USPS overreaching into the private
sector, their concern is easily laid to rest by examining the record of actual experi-
ence. This experience belies the crities’ suspicions of anticompetitive intent in the
administration of the Statutes.

If, on the other hand, the concern is over the adequacy of postal operations
and service under a regime of exclusivity, the debate properly should reflect how
the Private Express Statutes have contributed to the progress and development
of the postal service to date and how further progress ought to be spawned by
protecting universal service through the judicious application of the privilege
confirmed by existing legislative authority.

These concerns are not addressed by requiring the USPS to justify its function
in terms of “natural monopoly,” as was suggested by FTC Chairman Miller.
Rather, the burden of proof is on the proponents of change. For, as they acknowl-
edge, the movement away from the status quo means that many of the publie
service aspects of the postal system will be sacrificed in the name of commercial
expediency, particularly if selective, profit skimming entry is sanctioned under
the guise of competition. .

Properly understood, the Private Express Statutes confer, not a right, but a
privilege that must be justified in terms of user needs and service objectives.
These criteria are paramount and must frame the debate over the continued
validity of the Statutes, not the attenuated and misleading concerns of would-be
postal “competitors,” who have no intention of undertaking universal, nationwide
mail service.
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