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These comments are submitted by the Mail Order Association of America (“MOAA”).   MOAA, founded in 1933, is an association of major companies that make extensive use of the mails, particularly for the delivery of catalogs to their customers.   MOAA’s principal purpose is attempting to ensure high quality postal services at reasonable rates.   Prior to enactment of the Postal Reorganization Act, MOAA was active before the Congress with respect to the establishment of postal rates and other issues.  Since postal reorganization, MOAA has participated in all of the general rate proceedings before the Postal Rate Commission and other proceedings bearing upon its members’ interests.  

The catalog industry has changed substantially over the years.  Initially, the industry was concentrated in “big books”, i.e. catalogs offering a huge array of merchandise.  That type of retailing via catalog continues, but is a drastically smaller percentage of total catalog merchandising than it was decades ago when it offered one of the few opportunities for rural America to have access to a broad array of consumer goods.  Today, the catalog industry is characterized by a narrower grouping of merchandise and smaller catalogs targeted to particular types of buyers.  It is, however, a huge industry which continues to offer to consumers a convenient means of purchasing quality products at fair prices.    

The catalog industry has undergone substantial other changes in addition to a reduction in the breadth of the offerings in any particular catalog.  Previously, virtually all orders were placed by consumers via the mail, i.e. customers completed order blanks and mailed them to the catalog company.  That practice has virtually disappeared and today all but a small fraction of orders are placed via toll free telephone lines or the internet.  

The internet has also resulted in a significant change in the nature of the catalog business.  Via the internet, customers can examine merchandise, place an order and pay for that order by credit card.   This trend, which offers advantages to the consumer and is substantially less costly for merchants, is accelerating and its importance will continue to grow.   Nevertheless, as of now, and for the foreseeable future, the use of hard copy catalogs for the purpose of offering merchandise to customers is essential.  

The statement of postal policy found in the Postal Reorganization Act continues to represent a valid statement of the purposes of the Postal Service.  The Service’s basic function and obligation should continue to be to “provide postal services to bind the Nation together through the personal, educational, literary, and business correspondence of the people.”  
   Generally, the policy has been well-served by the Postal Service.   The Postal Service continues  to bind the Nation together and performs a vital role in the commerce of the Nation.  The Service has provided a reliable means of transmitting business communications, including catalogs, and the delivery of merchandise.  Change is now essential to enable the Service to continue to fulfill its mission.

This Commission has been given an expansive mandate in the Executive Order by which it was established.  It will necessarily have to examine a broad array of issues in order to arrive at well-informed and sound recommendations.  In this statement, however, MOAA will limit its remarks to four interrelated areas which require substantial change to enable the Postal Service to continue to carry out its mission.   Ten years ago, then Postmaster General Marvin Runyon stated that the Postal Service’s fundamental problem was a lack of control over “people, product and prices”.  In the intervening years, nothing has been done to address that lack of control and the threat to the ability of the Postal Service to fulfill its mission has grown more severe.  

This Commission has already heard testimony from the Postal Service that it is faced with the structural problem of lower volume growth, and indeed an absolute decline in volume, while at the same time facing increased costs resulting from a steady expansion of delivery points, increasing now at the rate of 1.5 million additional addresses per year.  It is unrealistic to anticipate that the Postal Service will be able to deal with this structural problem successfully without substantial change and a considerably greater degree of control over “people, products and prices”.   The “Government Sponsored Enterprise” model discussed in the Transformation Plan is an approach which should be considered for the Postal Service.  Regardless of the model chosen, there are four fundamental issues that must be addressed by this Commission:  (1)  whether the postal monopoly serves to help or harm the ability of the Postal Service to carry out its mission; (2) the structure of universal service and how it should be modified in order to enable the Postal Service to meet its obligations at reasonable postal rates; (3) the Postal Service’s authority over the pricing and classification of its products; and (4) the proper approach to ensuring fair wages and working conditions for postal employees.   

1.
POSTAL MONOPOLY.

The private express statutes should be repealed.   The rationale for the postal monopoly, the protection of postal revenues to enable universal service, has largely been overtaken by threats to volumes that were not in existence at the time the monopoly was established.  The largest and continuing threat is the electronic diversion of mail.  Much of First Class Mail consists of statements of account and the payment of those accounts.   That portion of the mail will continue to shrink.  The electronic rendering and payment of bills represents cost savings to both businesses and the consumer that are so dramatic that continuing diversion is inevitable.   The diversion has already largely taken place in the business to business sector.  Although the pace has been slower for household consumers, diversion is accelerating and will continue to accelerate.   The diversion to email of other types of mail, both personal and business, is also growing.  

Most of the parcel and expedited mail market has been captured by the private sector.    Further, much of the material now carried by the Postal Service is not subject to the postal monopoly, e.g. periodicals and catalogs, and much of Standard Mail, i.e. saturation mail, could escape the monopoly simply by not using addresses in the delivery function.   

In sum, the postal monopoly no longer offers much protection for the Postal Service and its existence has been used as the principal rationale for not giving Postal Management the freedom to price and classify on the basis of market and demand conditions.  The Postal Service would gain more from being given pricing and product freedom than it would lose by the abolishment of the monopoly.  

2.
UNIVERSAL SERVICE.
This Commission should reexamine and redefine the concept of universal service.  The Postal Reorganization Act provides 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.”
   Although the proper interpretation of the service obligation is debatable, the Postal Service, with insignificant exceptions, has provided delivery service to every address in the country six days per week.   MOAA strongly supports the proposition that the Postal Service should continue to provide effective service to all mailers and recipients in all parts of the country, regardless of how remote.  There should be a reexamination, however, of whether that requires delivery to all addresses six days per week.   The Postal Service could save substantial costs through a reduced schedule of delivery for some areas while still providing the necessary level of service.   

The issue of universal service and the manner in which the Postal Service structures its delivery network also applies to the number and locations of post offices and other  postal facilities.  Currently, the Postal Service is precluded  from closing post offices solely on the basis of economic concerns.  Additionally, the location of major postal facilities has all too often been determined by political realities rather than optimum operational locations.   

The Postal Service is logically in the best position to make a determination of the level of service and the number and locations of postal facilities.  Political realities, however, would indicate that the only practical way for such decisions to be made is by the establishment of an outside body that would make its recommendations in a manner that would insulate the Postal Service from what would otherwise be severe and possibly debilitating political pressures.   The base closing commission approach used to make recommendations concerning the closing of military facilities has generally worked well and could serve as a model for the Postal Service.

3.  PRICING AND CLASSIFICATION.

The Postal Service should be given much greater control over its prices and classifications.  The current system in which authority is divided between the Postal Service and the Postal Rate Commission should be ended.  Final authority, subject only to judicial appeal, should be vested in the Postal Service.  That approach would be more congruent with the long-standing deregulation of many formerly regulated enterprises and much looser control over even those parts of our economy which continue to be regulated because of monopoly powers.

Under current law, the Postal Service is able to modify a recommended decision by the PRC, but only in a limited way and pursuant to cumbersome and time-consuming procedures.  Specifically, the Governors are authorized to modify a recommended decision on the basis of a finding that the decision will fail to produce sufficient revenues to meet the break even mandate of the Postal Reorganization Act, but only by a unanimous vote.  The Governors have no authority to reduce rates or to make classification changes without the approval of the PRC.   

The Senate Report accompanying the bill that eventually became the Postal Reorganization Act, addressed the relationship between the Service and the PRC.  “If a bureaucratic struggle between the Board and the Commissioners develops, then the whole theory of independent rate-making judgments will have failed and the Congress will probably be called upon to revise the system”.
   The relationship between the PRC and the Postal Service has varied substantially over the years.  There have been many occasions when the Commission has acted in the best interests of the Postal Service, the mailers and the Nation.  A notable example is the decision by the Postal Rate Commission in 2001 to initiate, and actively and successfully encourage, settlement by the parties because of the threat to postal revenues resulting from the events of September 11.  That is not the only occasion in which the PRC has acted as was envisioned by the Congress,  but on a larger basis, a “bureaucratic struggle” has developed which appears to be an inevitable result of the bifurcation of final authority.  There is an urgent need for the Postal Service to be given control over its prices and services.  

In sum, the ability of the Postal Service to be able to “bind the Nation together” depends upon providing the Postal Service with, and the Service exercising, the kind of pricing authority that will enable it to increase mail volumes.  That should include the bundling of products for pricing purposes, seasonal pricing and the use of volume discounts.   Each class and subclass of mail should continue to be required to meet its attributable costs, but within that constraint the Postal Service should exercise more imaginative and market-driven pricing.

The principal reason for imposing regulation upon the Postal Service has been the legal monopoly over many types of mail, which MOAA proposes be abolished.  Additionally, however, it is at least arguable that the Postal Service has a de facto monopoly over the delivery function for much of the mail.  Finally, some oversight has been and will probably continue to be justified because the Postal Service provides a vital national service including contentions that for certain kinds of mail, e.g. the mail of individual citizens and periodical mail, service should be provided at prices less than would result if based purely based upon cost, market and economic considerations.  Therefore, there should be some kind of outside review of Postal Service pricing and classification decisions.  That review, however, should be pursuant to a considerably more streamlined process and clear statutory guidelines governing when an outside review body would be authorized to question management’s pricing and classification decisions.   The House version of what became the Postal Reorganization Act of 1970, providing for a “Rate Board” composed of presidential appointees from a roster of persons named by outside organizations, could well serve as a model for such a review process.   

4.  LABOR MANAGEMENT ISSUES.
The Postal Service is the only government organization for which wages and working conditions are determined by an independent arbitrator.  A different approach should be established.  The Postal Service has suggested in its Transformation Plan that the Railway Labor Act would be a reasonable approach.  MOAA agrees that the Railway Labor Act is a model that should be given serious consideration.  

CONCLUSION

The importance of this Commission’s recommendations to the well-being of the Nation, including those businesses for whom a sound  Postal Service is essential, cannot be overemphasized.   MOAA believes that it is time for change and substantial change.  It urges the Commission to recognize that ultimately the Postal Service will be able to continue to provide the services needed by the Nation only if it has the authority to organize its affairs and price its products without being subjected to outmoded and needless regulatory burdens.  

We appreciate the opportunity to present MOAA’s views to this Commission.

John Oliver

President – Mail Order Association of America
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