QUESTIONS:  

FROM A PUBLIC POLICY STANDPOINT,
· SHOULD A GOVERNMENT ENTERPRISE WITH MONOPOLY PROTECTION BE ALLOWED TO COMPETE IN THE COMMERCIAL MARKETPLACE?

· SHOULD THIS COMPETITION BE LIMITED TO A NARROWLY DEFINED SET OF PRODUCTS AND SERVICES?
Fundamental to the decision by the United States Government to have a national postal service was the belief in the need for a universal service provider.  Every person and business, regardless of place and economic status, should have access to affordable postal services and receive mail without cost.  The problem is how to fund that universal service obligation in the 21st century without jeopardizing the affordability of mail and, ultimately, universal service itself.

This paper deals with questions that represent the crux of the problem that the Postal Service and, by extension, the Commission face. These questions were recognized when the Postal Service developed its Transformation Plan.  In that plan several policy objectives were listed on page 65 that characterize the Postal Service’s proposal to be structured as a Commercial Government Enterprise:
· To clarify the role of the Postal Service so that management is permitted and motivated to operate with the tools and incentives of a business, subject to public interest restraints administered by the regulator;

· To avoid congressional subsidy;

· To raise the efficiency, innovativeness, and performance of the Postal Service to levels at or above market standards;

· To create an organizational framework that will allow the Postal Service to participate more effectively in the emerging global delivery services arena through alliances and joint ventures with private companies and other corporatized posts;

· To introduce greater institutional flexibility so that changes in basic rules (e.g.,  universal service expectations) can be introduced administratively rather than legislatively; and

· To preserve long-term options for the government by creating an organizational framework that can be later adapted to either full privatization or conversion into an efficient Essential Governmental Service.  

The Dilemma

The Postal Reorganization Act of 1970 (PRA) instructed the Postal Service to operate like a business, notwithstanding the fact that the law then burdened the Postal Service with a number of requirements and restrictions that made that instruction somewhat contradictory and difficult to implement.
For example, the law gave the Postal Service the ability to select managers and negotiate with employees for wages and work rules free from political interference; to have rates set outside the political arena; to be able to plan multi-year capital investment programs without the necessity to return to Congress each year for funding authorization; and to be able to locate facilities for operational and customer reasons rather than political pressure.  As a government entity, the Postal Service was not required to pay taxes.  It retained a monopoly on both letter mail and the mailbox.
These positive aspects were offset to an extent by provisions in the law that essentially meant that the Postal Service did not control the very things that a business would consider essential: the ability to effectively set prices, determine products and services, set employee salaries and benefits, and structure effective management compensation programs.  It mandated adherence to certain procurement laws to support social policies at a cost to the postal rate payers.  And, under a provision of the Civil Service Retirement legislation currently before Congress, the Postal Service (and, therefore, the rate payers) would also be responsible for covering the retirement obligations of veterans employed by the Service following their active duty, a $1.7 billion cost in 2002. 
In this country, there is a confidence in the ability of private enterprise (rather than government) to solve problems creatively and effectively.  The U.S. was built in no small part by entrepreneurs.  Yet, there is also a belief that the government should provide certain fundamental aspects of infrastructure to enable citizens and businesses to function effectively and live well in a safe and secure environment.  When there is an “overlap” of areas of interest or jurisdiction, our philosophy as a nation also dictates that the government should not unfairly compete with private enterprise.  And yet, the PRA has placed the Postal Service in a gray area with the mandate to both be government and act business-like.  The subsequent evolution of the Postal Service and the communications needs of the country have brought us to the point where the dilemma must be either resolved or at least clarified, and the rules adjusted.
The Postal Infrastructure is a National Asset

The United States government has made a significant investment in its postal infrastructure to ensure that effective mail service exists for every citizen in every part of the country.  In carrying out its mission, the Postal Service facilitates commerce, regulates markets, helps foster economic development, and increases competition in a number of industries. It is a shared resource that benefits all citizens and businesses.
If declining volumes and revenues, combined with an ever-increasing delivery network obligation, cause the Postal Service to become non-viable due, in part, to an inability to broaden its product line and the services offered, is that investment in people, facilities, equipment, and transportation to be viewed as a sunk cost and written off as the communications needs and business capabilities of the nation change?  Or, does the government have the obligation to its citizens to be good stewards of this investment?  Waiting until the failure of the current Postal Service model is irreversible and action is required to either fund its operations with tax dollars or privatize it at its point of least potential would result in a reduction in the value of the investment and increased taxpayer costs. 
The universal service obligation (USO) is not free.  It costs money.  That cost is borne by the mailers, primarily businesses.  However, the benefits accrue to both the mailers and the receivers of mail.  To the extent that erosion in mail volume results in the costs of the USO becoming too great a burden for the mail remaining in the system, ways must be developed to adjust service levels or to provide the Postal Service with alternative means to generate revenue to cover the costs for the USO.  Certainly, the monopoly on both letter mail and the mailbox is one method that has mitigated the erosion of a portion of postal business to competitors and provides an underpinning for the USO.  However, technology is rendering the letter mail monopoly less effective in ensuring that a base volume is available.  The ability to expand current products and services and to be allowed to branch out into related endeavors would be another way to help sustain the investment. 

To be sure, one way to protect the investment would be to sell it, completely or in part, to extract the maximum potential value from it while establishing the operating and service requirements for the buyer(s) to provide for the needs of citizens and industry.  The resulting non-government entity(s) would be free to tackle the challenges of the 21st century marketplace unfettered by government restrictions.  I will forego a discussion of the pros and cons of this alternative in this paper, however, as it skirts the central issue of how a government entity can or should be allowed to compete in the marketplace and under what circumstances. 
Assuming that the public policy decision is to retain a government-owned and -operated Postal Service, where should the line be drawn with regard to competing with private industry and how should the monopoly come into play in this debate?  
If the argument is that the Postal Service (government) should not be allowed to do what others can do, there is nothing that is done by the Postal Service now that could not be done by private industry if it were allowed and chose to do it.  Limiting the Postal Service to those areas where a need exists and there is no one presently filling that need does not solve the problem.  And yet, to many in this country, despite the presence of several major package companies, the Postal Service remains the only provider that can reasonably be used.  Anyone can access the system without an extra fee.  There is no surcharge for rural delivery and delivery is made daily.  The USO provides equitable treatment.  Would citizens and businesses in remote and poor areas be better off without a healthy Postal Service or would some become disenfranchised?  The Postal Service was the first to provide national package delivery.  It was the first to offer overnight courier service for packages.  Neither of those services is controlled by the Postal Service today and, in fact, government involvement in package services is a significant issue in this debate of government competition with private industry.  In the view of many, to allow the Postal Service to become merely the package provider of last resort by restriction and regulation would not serve citizens and business well.
So, while there are strong arguments for a strong Postal Service presence in the market, getting in first is not (to some) a sufficient argument for the right to retain a competitive presence in the market.  Likewise, offering postal-related or non-postal products or services at postal retail locations is acceptable if no one else is offering them.  But when a retailer opens a store nearby and decides to offer the same or similar products or services, the issue of government competition with private industry surfaces.  Selling greeting cards, packing services, soft drinks, passport photos, etc., are all examples of products or services offered by the Postal Service at retail that have caused problems in this regard, yet would appear natural for an organization to undertake to maximize the return on its retail investment in order to fund the universal service obligation. 
Given the likelihood of significant First-Class Mail® diversion in the coming decade and beyond, the question remains:  what should a government-owned Postal Service be allowed to do to best ensure its ability to carry out its mission to the country?
A Search for the Proper Balance of Interests

The main issue is not whether the Postal Service should be allowed to compete with private industry.  The main issue is how this asset can best be used to continue to provide the benefits of universal service to citizens and the economy. 

The legislation drafted last year in the House of Representatives sought to deal with this issue by segregating competitive products from non-competitive products.  Where the Postal Service was in competition with the private sector, there would be a reduced regulatory scheme and a possible provision for tax payments on profits from those products or services.  However, some issues remained to be resolved.  The ability of the Postal Service to be competitive would still be limited given certain conditions (e.g. requiring the levels of contribution to the overhead costs of the Postal Service for the competitive products to match or exceed those of the monopoly products; burdening the Postal Service with high overhead costs due to the USO; and requiring the funding of military retirement obligations as is currently proposed in legislation; etc.).  

I believe that the following principles should govern the participation by the Postal Service in the competitive marketplace while maintaining its monopoly:
· Whatever competitive freedoms are given to the Postal Service would be to ensure continued viability of this national asset to carry out its universal service mandate and maintain affordable prices.  The goal is not to maximize profits, but to finance this universal service obligation and preserve the asset for the nation.

· Regardless of other competitive freedoms granted to the Postal Service, pricing and product testing flexibility for hard copy mail services in all current mail classes needs to be provided to ensure that products and services are relevant, and that the mailing industry and citizens are not prevented from receiving the best, most innovative services possible.  This is true for both monopoly and non-monopoly, competitive products.  

· The Postal Service must be free to take action to enhance the efficiency of its distribution, transportation and retail networks.  It should also be authorized to determine appropriate adjustments to the service levels it provides consistent with the changing needs of the country.   

· However, given that these and other recommended changes to the current Postal Service model are likely not adequate to provide the revenue and cost structure necessary to maintain financial viability, the Postal Service should be allowed to compete in the marketplace.  Appropriate areas would include forward and backward integration from the current part of the supply chain covered by the Postal Service for hard copy acceptance, distribution, transportation and delivery; logistics and fulfillment services; internationally originating mail; mail-related retail services; and convenience items at retail.  Excluding retail services, these are all product and service offerings that are evident in organizations such as UPS, FedEx, Deutsche Post, Australia Post, etc., as they move to become effective and efficient players across the entire supply chain.
· Except in those cases where to do so would seriously impair the Postal Service’s ability to receive reasonable returns for its efforts, wherever possible the Postal Service should seek to partner, rather than compete, with private industry in the introduction of new products and services.  For example, while the Postal Service could become a player in the full service package returns business and compete with a few other firms, it could also become the “first mile” for all firms in this business and thus benefit financially while opening up the opportunity for more players than might have been possible without its participation.

· For those products or services not within its core business a requirement to pay taxes and adhere to other regulations that might govern other players in the field should be considered.  Likewise, in these areas, consideration should be given to allowing the Postal Service to enjoy the advantages other players have, including the right to invest in other businesses, to form joint ventures, and to receive tax incentives.  To the extent that the Postal Service is burdened by costs over and above those that would normally exist for private companies, “tax payment” might be used to fund those other obligations. 

· The restriction that the Postal Service not be allowed to compete in areas where the private sector either already offers products and services, or could offer them, should not exist.  This would be consistent with a national decision that supporting the investment in the postal infrastructure is sound public policy and that the funding for universal service should remain a rate payer, not a tax payer obligation.
Some papers to the Commission (notably that of John Mulligan)have argued that international pressure for open markets will ultimately cause the U.S. to open its postal market to competition.  I don’t necessarily disagree.  Should this be the case, it makes even more sense to provide the Postal Service with the opportunity to compete in the broader supply chain to prepare financially, culturally, and organizationally for the change.

Who wins and who loses in an environment where the Postal Service is allowed to compete while maintaining the monopoly?  Unless the government, the citizens, and the economy all benefit from this broader participation of the Postal Service in the marketplace to preserve universal service at affordable prices, it should not be done.  

Indeed, although some of the Postal Service’s competitors have expressed concern that a more liberalized Postal Service will unfairly tip the competitive balance against them, there are ways to ensure that competition remains fair.  Moreover,  it has been recognized by these competitors that a healthy Postal Service can keep prices for First-Class Mail ® and advertising mail low, and that can help the economy and their businesses.  They also benefit from free access to the Postal Service’s universal service network.  The problem for them is that covering more of its overhead costs by means other than higher package rates helps make postal package products more competitive.  In like manner, while the newspapers and magazines benefit from lower postage rates for the delivery of their publications by mail, a more competitive pricing for advertising mail competes for their share of the advertising market.
In both of these cases, however, this “competition” has existed for some time.  It is our belief that the Commission should focus on protecting competition, not competitors.  Even under private sector antitrust laws, this is the focus of public policy.  The question is whether new freedoms would tip the balance too much in favor of the government-owned Postal Service.  We would argue that the continued USO and demands placed on the Postal Service in a business environment significantly altered by the introduction of increasing alternatives to mail has made this adjustment necessary to ensure competition.  A marketplace that features a more competitive Postal Service would grow and benefit all players. 
My arguments for allowing this government-owned monopoly to compete rest on the following assumptions:

· There is recognition that a serious financial problem is looming that can prevent the Postal Service from carrying out its mission of universal service at affordable prices.  Aggressive action must be taken and a change to the business model made.
· The privatization of the Postal Service is not considered a recommended solution at this time, but could be an option under certain situations in the future if the current restructuring proves insufficient for the changing marketplace and needs of the country.  Providing the Postal Service with the ability to compete at this time can help the nation determine the best long-term direction to proceed.
· The Congress and the Administration are not interested in funding the USO separately or in funding Postal deficits.

· The other changes to its current model being sought by the Postal Service in the areas of markets, regulation and labor are implemented.  Without those additional changes, simply allowing competition in the marketplace will not enable the Postal Service to have effective participation and opportunity. 

How does one make sense of a structure that calls for government ownership of the Postal Service while structuring it to compete in the marketplace?  Go back to the mission of the Postal Service and ask if it is an important one to carry out even in this changing environment.  I think the answer to that is “yes.”  With that as a given, it only makes sound public policy to ensure that the costs of fulfilling that mission are minimized for the benefit of all.  Maintaining the monopoly and allowing the Postal Service to compete in a defined portion of the marketplace are two important parts to the achievement of that objective.  Supporting provisions of any law enacted to provide this capability can be added to help ensure as level a playing field as possible without losing the fundamental objective sought.

Regardless of whatever shape postal services in this country might take over the long-term, providing the Postal Service the freedom to compete while maintaining its governmental ownership at this time is good public policy.
Provided in response to a request from Commissioner Joseph Wright by John Nolan, USPS,  April 2, 2003.
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