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The Parcel Shippers Association (PSA) is an association consisting of approximately 80 members from every section of the nation. Its members make use of Parcel Post service and Bound Printed Matter, which are parts of the Package Services class of mail. Additionally, the membership of the association makes use of First Class Mail, including Priority Mail, and of Standard  Mail.  Its principal focus is the delivery of packages sold by its members to their customers.
I am Timothy J. May, a partner in the law firm of Patton Boggs LLP, and general counsel of the Parcel Shippers Association.  I was also the general counsel of the Postal Service in the period immediately preceding the successful efforts at postal reorganization.  It is from that vantage point that I can testify that the problems confronting the Postal Service today are more difficult, less easily resolved, and more threatening than the circumstances that faced the Kappell Commission when it undertook the task of postal reform, beginning in 1968.  

PSA in these comments would like to focus the Commission’s attention on the unique circumstances of bulk parcel post service and the expedited package services of Priority and Express Mail.  These are the only postal products for which there is direct competition in the marketplace.   PSA’s comments discuss Universal Service; the need for USPS partnerships and work-sharing with the private sector; and the special competitive circumstances of the bulk parcel and expedited package delivery services.

I.
 UNIVERSAL SERVICE
The universal service mandate is a service goal that will cause ever increasing costs because of the ever increasing delivery points, a 72% increase since 1971.  In the past, mail volume increased at a greater rate (133% since 1971) than delivery stops, so that, even though delivery points were increasing, the average pieces of mail per stop were increasing.  That changed in 2002.  Average pieces per stop declined for the first time since 1971, from 1500 pieces to 1460 pieces.  And for the first time, average revenue per stop declined.  And much of the volume decline, 5 billion pieces since 1998, was in First Class Mail, the most profitable category of mail.  There is mounting concern this trend may continue, particularly in First  Class Mail.  

Happily, the Postal Service’s rigorous management has mitigated the full impact of this decline.

The USPS’ future would be less clouded if one could assume that volume  will continue to grow so that more and more pieces of mail can share the non-variable network, or institutional, costs.  That is the assumption of the current business model.  Increasingly, the hard reality is undermining that assumption.  Absolute volume declines, particularly in First Class Mail, seem inevitable.

What is the best response to this volume decline?  Should Congress change the universal service mandate so that USPS delivers sometimes, but not 6 days a week, delivers only to some places, or provides no home delivery to new address extensions?  PSA doesn’t think so.

While universal service imposes cost burdens, it is what makes USPS so valuable to the American people, most particularly to American business (94% of all mail is business related).   It is what makes it unique.

But the business model that was successful for the last 30 years is broken and a new one is needed.

II.  
PRIVATE SECTOR PARTNERSHIPS AND WORKSHARING

The Postal Service should be encouraged, and rewarded, for establishing partnerships with the private sector where that private sector partner can perform one or more of the mail-handling, processing, and transportation functions more efficiently than the Postal Service.  USPS is already doing that. Last year, USPS rewarded mailers with $15 billion in rate discounts for worksharing.  An outstanding example of worksharing are the destination delivery unit (DDU) rates.  These rates promote efficiency by combining the advantage of the lower costs of private-sector parcel processing and transportation and the Postal Service’s economy of scale and delivery.   This has been made possible by parcel consolidators, members of PSA, who collect parcels from shippers and consolidate them into the large volumes necessary to be able to deposit with USPS directly at the destination delivery unit.  But this is just a start; much more could be done.  However, USPS must do it; it cannot be effectively imposed on it from the outside.  A major impediment to further progress here are rigid, severely limiting work rules USPS negotiated with their work force.  Some in postal labor recognize that times have changed and USPS requires a modern business model.  When the limiting work rules change, one can expect much more progress in partnering and outsourcing for more efficient USPS operations.   We will then see more progress in the elimination of redundant and inefficient postal facilities as called for by the USPS Transformation Plan.  The present labor/management model is broken and must be fixed. 

III.  
DEREGULATION OF BULK PARCEL POST AND PRIORITY MAIL
Along with other mailer organizations PSA believes the rate and service regulation of USPS must change so that USPS can more readily respond to the market place.  However, PSA wants to address very specifically the unique situation of bulk parcel post package services, Priority Mail, and  Express Mail.  

Package delivery service is a core business of USPS.  Only the Postal Service provides truly universal parcel delivery service:  post office boxes; APO’s; FPO’s; Alaska; and Saturday delivery, just to cite some examples.  USPS delivers parcels everywhere, everyday, with published and uniform tariffs.  Unlike some of its competitors, it does not penalize parcel deliveries to your home with a hefty surcharge;  it does not hide from, but welcomes at one of forty thousand post offices, the ordinary citizen with one package to send.  The USPS parcel post service long pre-existed the entry of the United Parcel Service (UPS) and FedEx into this market.  It was and remains a vital core business of the Postal Service which must be preserved so there is some competition for parcels.  Also, in order to sustain universal service, USPS must be allowed to optimize the value of its sunk network costs by competing freely in the non-monopoly competitive core services, such as parcels, even though that network may make USPS more efficient than competitors in parts of that network.

Bulk package services in the parcel post subclass and Priority and Express Mail should be free from regulation by the regulatory body (PRC or its successor) as to rates, classifications, service offerings, and negotiated customer service agreements, with only two constraints:

1. The regulatory body would review both package and expedited service operations to insure they were covering their attributable costs; and

2. The regulatory body would have authority to review and make decisions with respect to complaints by users of bulk package services that the Postal Service has unreasonably discriminated against them with respect to rates, classifications, services or negotiated agreements.

Competition for package services with the private sector is vital to consumers of such services.  For decades, except for an often anemic parcel post service, United Parcel Service enjoyed a de facto monopoly position on non-expedited package services.  At the same time, because consumers have had a choice other than parcel post, they have had no need for the protection of the PRC.  In fact, too often over the years, the PRC, at the urgings of United Parcel Service, forced noncompetitive prices and services upon the USPS Bulk Parcel Post Service, permitting UPS to seize the vast amount of the profitable business parcels, and saddling the Postal Service with the more costly, single piece parcel business of the homeowner—a market UPS has assiduously avoided.  In fact, at the advent of PRC regulation of parcel post, USPS and UPS each shared roughly 50% of the market.  The USPS share is now 7%, and the UPS share is 78%.

In more recent times, the PRC has recognized that its mission was to promote competition, not to protect a competitor.  The Commission has approved a number of rate and service offerings which have permitted the USPS to regain some small market share.  But USPS package service still remains straight-jacketed by unnecessary rate and service restrictions, with no ability to respond to changing market conditions.  

There is much more competition in the expedited package services (primarily air service), a service first started by USPS.  The revenue shares in 2001 were:  

· Fedex—36%

· UPS—30%

· USPS—21%

· Airborne—10%

· All other—3%

Consumers of bulk package services clearly do not need regulatory protection, except as noted.  The law should be changed to remove bulk parcel post package services, and Priority and Express Mail from PRC regulation, allowing USPS parcel service to compete freely in the marketplace.  

The Commission’s task is as important as it is daunting.  Your recommendations may hold the key to USPS survival and the continued prosperity of businesses totally dependent on USPS, and the continued enjoyment of universal service by all Americans.  PSA thanks you for your service.
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