The Main Street Coalition for Postal Fairness is a nonprofit organization.   Member companies and associations include the American Bankers Association, American Business Media, Computer Communications Industry Association, Reed Elsevier, Associated Church Press, Greeting Card Association, Hallmark Cards, Inc. National Consumers League, National Rural Electric Cooperative Association, Newspaper Association of America, National Association of Presort Mailers and the Tribune Company. 

The Main Street Coalition in 1997 testimony before the Senate was the first major advocacy group to urge creation of a presidential commission.  We believe that this is the best way to examine the issues concerning our nation’s postal system.

INTRODUCTION


We believe the Commission must address three key threshold priorities:

FIRST: because there is no clear direction setting out unambiguously the mission of the Postal Service (which has resulted in failed ventures and wasted resources), it is essential that this issue be addressed at the outset and that Postal Service activities be restricted to the performance of that mission, unless subsequently altered as suggested in point three below; 

SECOND: because there is currently no reliable system establishing an ongoing and effective oversight of Postal Service operations on a routine basis to monitor all Postal Service operations within that defined mission (in both the Senate and the House there is currently no Postal Service subcommittee charged with postal oversight), the Service has lost both efficiency and focus on performing its core mission; and

THIRD:  because of rapidly changing technology linked in many cases to basic cultural behavioral adjustments by the American public, it would be desirable, in addition to routine oversight proposed above, to create an ongoing system to periodically review and submit recommendations to the Congress and the Administration as to whether the Postal Service mission remains relevant to the needs of the public and adequate to meet the purposes outlined in existing law.  That purpose, which should be retained, is that the USPS remains a public service available to all Americans, with the primary function of binding the nation together through the personal, educational, literary, and business correspondence of the people. 

As to the first issue we urge the Commission to reaffirm the principle that the Postal Service was appropriately established and is best suited to continue to perform as a hard copy delivery system and not a communications provider.  Once this threshold issue is clarified, the many other vexing postal reform problems confronting the Commission may be more easily solved.  Those problems include examining privatization of the Postal Service, reviewing labor-management relations – including improving productively and controlling costs, - the legitimacy of competition with the private sector, a system of nondiscriminatory product pricing and other matters.


 Our view remains rooted in the belief that in coping with the challenges facing the Postal Service, the following core principles must be followed in developing a national postal policy:

· The Postal Service should, as required by current law remain a public service, and as such should not discriminate between Americans in setting postal rates or in offering services.

· It should be required to operate as efficiently as possible and be held accountable if that standard is not met.

· The goal of the Postal Service should be to fulfill its primary mission of serving as a delivery system for the nation’s correspondence, periodicals, newspapers, etc. that efficiently delivers to every town, city and state in the country.

· It should not fragment and divide the nation by engaging in new competitive ventures in the private sector.


We submit that these core principles can be followed if the commission will:

A - Refocus the Postal Service on cost management and containment as a primary                                    objective


B – Ensure that the Service stays on mission

C – Require the Postal Service to maintain universal service as a protected public service at reasonable and non-discriminatory rates while maintaining the USPS mail box monopoly.

But this should only be considered a starting point.  No crystal ball can predict with precision the events in the future that will impact the Postal Service.  This will truly be a moving target and for years to come.  Given the dynamic environment under which the Service operates, the Commission should not urge that its recommendations be set in concrete for the indefinite future.  Accordingly, we submit that the Postal Rate Commission should be designated the Postal Regulatory Commission, a new agency, having the current authority of the Postal Rate Commission and the oversight responsibility discussed in “second” above, and in addition charged with making periodic reports to Congress and the President, including, as appropriate, recommendations for changes in the legal and regulatory framework under which the Postal Service operates.

 
Our reasons for urging this approach including an analysis of some of the objections that have from time to time been advanced in opposing this position.  In brief,  (a) universal service as a protected public service and monopoly protection for the mail box must be maintained; (b) a Postal Regulatory Commission is required to protect mailers and provide effective oversight of the Service; (c) the USPS should stick to its mission and not stray into other lines of business; (d) customer pricing treatment whether in the form of negotiated service agreements or volume discounts not linked to cost savings should not be allowed; and (e) reduction in the employee census and improvement in productivity must be demanded.  

Set forth below are proposals for immediate action and basic reform concepts that we urge the Commission to build into its report and findings.

Proposals for Immediate Action


In summary, the following immediate reforms are required:

(1) Refine and improve the current rate-making process.

(2) Enhance the authority and powers of the Postal Rate Commission so as to enable it to perform its current duties more effectively.

(3) Eliminate electronic commerce, telecommunications, financial services and other Postal Service ventures in the private sector that are not part of its core mission.

(4) Implement an executive compensation and bonus system linked to performance.

(5) Raise the existing borrowing limitation while preserving the long-term, breakeven mandate.

(6) Improve methods of tracking operational efficiency and service quality.

POSTAL RATE MAKING CONSIDERATIONS

A. Prevent USPS abuse of monopoly provisions.  The Service has long enjoyed a statutory monopoly on letters, justified by the Service’s obligation to provide universal service to all Americans.  In addition, the Service holds a de facto monopoly in the delivery of nearly all periodicals.  In setting rates, the Service and the Postal Rate Commission are allowed to consider the price elasticity of different kinds of mail – along with other equally important, non-economic criteria.  Too often neglected is the fact that the existence of the letter monopoly inherently makes First-Class letter mail less price elastic.  While the PRC in recent years has limited the mark up above attributable costs that is included in the rates for Periodicals, the USPS’ attributable cost figures for this mail have shown drastic inflation- just as an inflated markup would do, leading to excessive rate increases.  Anti – discrimination protection should be strengthened to guard against further exploitation of USPS monopoly positions to the detriment of First-Class and Periodical mail users who lack other mail delivery alternatives.
B. Preserve the historic status of nonprofit and in-county newspaper mailers.  Lower rates than corresponding rates paid by commercial mailers have been authorized since at least and probably before enactment of the Postal Reorganization Act for nonprofit publishers, in-county newspapers and periodicals, and library and educational mail users.  This preferred rate structure should be retained. 
C.   Negotiated Service Agreements.  Such special arrangements for some mailers, frequently large mailers, should not be permitted unless directly related to cost savings.  Any such rate reductions should be based on a related cost saving activity and made available to all mailers who can perform that cost saving activity.  
D.  Restriction of the USPS contingency provision. 
Since 1970, The USPS has had the right to a “reasonable provision for contingencies” as part of the total revenue it may collect.  The Service views the amount of revenue that it can recover from customers to cover contingencies as a sum set at the exclusive discretion of its management; the Postal Rate Commission and most mailers have disagreed.  Because we encourage the Commission to adopt more realistic borrowing limits for the Service, we urge restriction of the availability of a contingency provision in any rate case unless specifically authorized by the Postal Rate Commission.  If the Service can adequately borrow for unexpected challenges, it is unnecessary to build those costs, in advance, into the rates mailers pay.

THE POSTAL RATE COMMISSION CONSIDERATIONS

    A.  The Postal Rate Commission should be designated The Postal Regulatory Commission (PRC).   It should be granted extensive oversight responsibility over the Postal Service and charged with issuing annual public reports covering operations of the Service and its effectiveness in performing its mission. These reports should be referred to Congress for any appropriate action.

  B.  The Postal Regulatory Commission should, in addition to annual oversight reports, also be charged with periodically, not necessarily annually, issuing a report to Congress assessing the ability of the Postal Service to effectively and efficiently perform its assigned mission. It should also determine whether that mission should be altered based on changes in technology, economics affecting mail delivery, and other matters that it deems appropriate.  This report should be based on public hearings at which interested parties, including the Postal Service, would be invited to testify.  

C.  The Postal Regulatory Commission should retain the open rate making process that offers a fair hearing to interested parties.  Strengthening the PRC is critical to the goal of maintaining a fair and open ratemaking process.  But in this highly technical area, (in both the Senate and the House there is currently no Postal Service subcommittee charged with postal oversight); fairness includes more than just a lawyer’s conception of due process.  The Postal Service enjoys a de facto information monopoly, handicapping those who challenge its proposals or offer alternatives.  First-Class mailers and smaller-circulation periodicals, in particular, are especially in need of both regulatory protection and information about postal costs and operations.  Reforms are needed to make this information more available.  Postal Service cost, volume, revenue, and similar data should presumptively be available for public examination (with appropriate safeguarding of legitimately competitive data) even before a rate case – so that it can be used within the ten-month time frame of rate proceedings.  Active investigation and presentation of the information is needed if households, small businesses, and nonprofit and other limited-volume publishers are to be effectively protected.  Moreover, final accountability for rate determinations must be vested in one party, and the Postal Service must not be permitted to have limitless revenue.  Accordingly,

· The PRC should have final rate setting authority and authority over the Postal Service revenue requirement.

· The PRC should be made a party with standing to defend itself in judicial appeals of its decisions.

· The PRC should have authority to determine what information must be submitted to it by the Postal Service and in what form that information must be submitted.  It also should have clear responsibility to determine what methodology is to be used in matters such as volume forecasting, cost attribution, and overhead cost assignment.  
· The PRC should have subpoena power over the Postal Service, with non-compliance publishable by fine or imprisonment.  

· The PRC should have authority to require the Postal Service to gather the data it deems necessary to carry out its statutory mission.  This authority should also apply to the oversight and mission review responsibilities discussed above.

COMPETITON WITH THE PRIVATE SECTOR CONSIDERATIONS

Specific statutory restrictions are required that would prevent USPS management from utilizing revenue and resources on non-postal initiatives, impairing the operation of private-sector markets and firms.  The Postal Service has advanced the claim that its mail traffic is migrating to the Internet as a justification to enter into the vibrant private-sector market for electronic commerce services.  It is not clear the extent to which some reduced volume is due to (1) the current depressed economy (clearly some is), (2) Postal Service mismanagement and inefficiency compared to competing message delivery technologies (perhaps some is) or (3) whether expanded internet use involves messages that would otherwise not be mailed but rather communicated by fax or telephone.  Postal Service management has actively pursued entry into the market for telecommunications and financial services.  In this regard we call the Commission’s attention to the following observation by the Computer Communications Industry Association:


The Postal Service and other government agencies certainly need to keep pace with technology and the evolution of the Internet, but that need not entail injecting the government into the thriving private marketplace of electronic commerce.  The technology and telecommunications industry has created incredible new products and services and is delivering them to consumers by creative and efficient methods unheard of even five years ago.  These offerings will continue to proliferate and compete with each other in a dynamic environment so long as the government and government-sponsored institutions play a limited and noncompetitive role.  With and infrastructure established through the U.S. Treasury, taxpayer subsidies, statutory protections, and the government-sponsored Postal Monopoly, the Postal Service’s entrance into these markets is both unfair to private companies and consumers as well as detrimental to competition and innovations.

The purpose of the Postal Service is to move mail…not information.  Monopoly abuses by government entities are no less repugnant to a free marketplace than like abuses by private sector companies.  Indeed, they may be worse.

CONSIDERATION OF OPERATIONAL POSTAL SERVICE REFORMS

A. Borrowing Authority The Postal Service is close to reaching its authorized borrowing authority.  This could mean for example that the Service could be prevented from raising reasonable capital to increase productivity.  However, the long-term breakeven mandate should be retained.  Postal Service should be held to a breakeven requirement; however, borrowing limits should be raised.

B. Borrowing Flexibility   The Postal Service has argued that it should be permitted to borrow in the private market.   Such a reform would result not necessarily in the rates from which it could borrow, but from the flexibility of the terms, and the speed at which transactions could be negotiated and finalized.  The Postal Service should be permitted to borrow in the private market.

C. Service Standards   Following the principle that service will not improve unless and until it is measured, the Postal Service should, after notice and comment rule making, promulgate service standards for every class and subclass of mail and track its performance against those standards.  The Postal Service should be required to measure its performance, on a subclass-by-subclass basis, and to release those results on a quarterly basis.

D. Personnel Compensation Changes   Incentives for postal management and labor are key to improving the institutional culture of the postal system.  The Commission should recommend that the Service be permitted to substantially raise the limitations on the salary that top postal management can earn and authorize an incentive-based bonus system for both management and labor, under which both would have significant incentives to improve productivity.  Salary caps should be raised and a performance related compensation system implemented.

E. Cost reducing Service Cuts   With the concurrence of the Postal Regulatory Commission, the Postal Service should be authorized, without congressional interference, to close local post offices not meeting reasonable public service and productivity standards.  The Postal Service must have authority to close unneeded local post offices without congressional intervention.

F. Employee census reduction.  Within eight years it is estimated by the Postal Service that 85 percent of the executive management, over 60 percent of managers and 48 percent of other employees will be eligible for retirement.  This will permit a significant reduction in the number of employees through attrition and restructuring of the work force if many of the resulting vacancies are not filled.  The Postal Service should be required to reduce the resulting employment census and, if necessary, justify when and why that cannot be done.

G. Collective Bargaining - Postal workers have a right to engage in collective bargaining with postal management over wages, hours and other terms and conditions of employment.  That right should be preserved.  In the private sector, if the parties fail to reach an agreement, a right to strike by the employees and/or a right to shut down or curtail operations by management is part of that process. In 1970 in an effort to discourage illegal work stoppages when President Nixon signed the Postal Reorganization Act, the postal unions agreed to a binding arbitration process should the management and the unions fail to reach an agreement.  Unfortunately that procedure has failed because instead of engaging in tough bargaining with the unions over terms of employment, it has been easier for Postal Service management to aquiese to union demands, then seek rate increases to cover the cost of those concessions from the Postal Rate Commission.   This fact has not been lost on the arbitrators.  To remedy this deficiency, the Commission should consider revising the current collective bargaining arbitration procedure to provide that any party to the collective bargaining agreement may after the contract has expired, without a settlement, declare that an impasse has been reached.  Thirty days thereafter, if the impasse has not been resolved, the President would appoint a three-person board, one of whom shall be the Chairman of the Postal Regulatory Commission, to impose a settlement.  This would assure that the interests of the public would be represented.    Neither the postal unions nor postal management are subject to the discipline of the private sector competitive environment (i.e., shut downs and layoffs) in negotiating reasonable terms of employment.  A process ensuring concern for the public interest should be required.

H. A fundamental reassessment by the commission of the Postal Service management structure is in order. Two areas should be examined.  First, it should be determined whether the Board of Governors is truly “adding value” to the operation or, on the other hand, does it represent an anachronistic carry over from the 1970 reorganization? It should be determined if the Board is composed of men and women who in the main have the education and experience to serve in such a position and actively participate in setting policy and effectively enforcing oversight.  Even if it is determined that they do, the Commission should still examine whether the Board should be retained.  Members of the Board are nominated by the President and confirmed by the Senate, the same as members of the PRC.  Finally, if PRC responsibilities for oversight as well as expanded approval  of USPS policies and increased accountability for the Postmaster  General, as discussed below, are implemented, it should be determined by the Commission whether there is need for a separate body such as the Board of Governors since its contribution may be significantly diminished.  Second, the Board of Governors currently selects the Postmaster General.  As a result, he or she is accountable to the Board and not to the Congress or for that matter to the public.  The Postmaster General, responsible for one of the largest public agencies in the federal government should be nominated by the President and confirmed by the Senate.  This would strengthen both the authority and perhaps more importantly the public accountability of the Postmaster General.  Significantly enhancing the authority of the PRC, increasing the accountability (and remuneration as recommended above) of the Postmaster General and examining the viability of continuing the Board of Governors, as currently authorized, represent a package of management restructuring options that should be examined by the Commission in effort to identify and address  personnel, financial, administrative and operational challenges now confronting the Service.

CONCLUSION

We have set out in this statement a number of specific reform proposals addressing a wide range of activities impacting the mailing community.  Underlying the recommendations in this paper are certain fundamental principles:

COST MANAGEMENT AND COST CONTROL

A healthy Postal Service – one with its costs under control – is crucial to the future of the mailing community.  Unfortunately, that description hardly fits the Postal Service today.  The Service has been unable to rein in its labor costs regardless of the amount of money devoted to automation.

PERIODICALS

Most of the country’s magazines are totally dependent upon the Postal Service for delivery of their products to subscribers.  This is particularly true for small-circulation business-to-business, nonprofit, religious, rural, educational and scientific publications.  These publications are rarely sold on newsstands and, except in very rare cases, cannot be delivered by alternate delivery companies.  Postage is one of the largest expenses facing these publishers.  Medical, automotive, agricultural, religious and other publications are all hard hit.  While it is possible some publications could be distributed over the Internet that is true for very few.

COMPETING WITH THE PRIVATE SECTOR

The last thing we need is a federal government agency with $80 billion in revenue, injecting cross-subsidized government-financed products into the market place to “grow” its revenues.  Notwithstanding the legal, policy and macroeconomics issues raised by these activities, it is fundamentally unfair for the American taxpayer and the average citizen buying a stamp to be forced to become and an unwitting financial underwriter of the U.S. Government’s efforts to launch competitive ventures in commercial business against the private sector.

DISCRIMINATORY TREATMENT

The Postal Service would compromise its mission by extending discriminatory and favored treatment to certain segments of the public, to the detriment of others, just to grow its volume.  Discriminatory volume discounts unrelated to cost savings have no place in a public agency.  The Postal Service has never reported to the Congress or the President that it has changed its core mission, or that it now views itself as being in the advertising business and in competition with newspapers and other media.  We urge the Commission to recommend that the Service has no business in selecting favorites from the mailing community and penalizing other businesses.

UNIVERSAL MAIL SERVICE

Finally, and most importantly, the most deeply rooted concept in the history of our postal system is the reliable, secure delivery of individual citizens’ and companies’ personal and business letters and delivery to all parts of the nation at uniform rates.  We urge the Commission to strive to understand and appreciate the need for universal service and ask: how can we insure that this basic, universal service remains affordable and reliable?  When examining the future of the letter mail, the Commission must consider the public values that mail serves.  The importance of the public interest and social values served by the tradition of reasonably priced universal service cannot be overlooked.  For that reason we urge the commission to take a broad approach to social costs, economies associated with mail volumes and a universal service network and “efficiency”.  The Commission should strive to understand not just the economic but also the social and cultural benefits made possible by reliable, affordably priced letter mail service for mailers, provided on a basis of national uniformity and universal availability.

Some members of Main Street are submitting their own views with respect to areas in which they may have a particularly strong interest. 

Respectfully submitted,

John T. Estes, Executive Director

The Main Street Coalition for Postal Fairness

February 12, 2003
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