Comments of the Magazine Publishers of America to the President’s Commission on the United States Postal Service

The Magazine Publishers of America (MPA), the premier trade association of the consumer magazine industry, is pleased to present these comments for the consideration of the Commission as it deliberates on the future of our nation's postal system.  We commend President Bush for his foresight and leadership -- and we thank each of you for your willingness to take on this difficult and exceedingly important public policy mission.

MPA has approximately 240 domestic magazine publisher members who publish about 1400 magazines, virtually all of whom use the United States Postal Service to deliver their magazines to subscribers.  MPA members' magazines provide broad coverage of domestic and international news in weekly and biweekly publications, and publish weekly, biweekly, monthly, and quarterly publications covering consumer affairs, law, literature, religion, political affairs, science, sports, agriculture, industry, and many other interests, avocations, and pastimes of the American people.  Our membership is broad and diverse, but all magazine publishers share one common objective: ensuring that we have an affordable and reliable postal system providing universal service throughout America for as far into the future as any of us can reasonably see.

MPA has always been an active participant in postal issues -- in legislative and administrative matters, in litigation (including omnibus rate cases and classification cases), and as a strong advocate for postal reform.  If our industry is to thrive, our nation's postal system must meet the challenges of the 21st century.  Our intention in these comments is to provide a "magazine" perspective on crucial issues within each of the categories that the Commission is wisely addressing through it subcommittee structure -- the Postal Service’s business model, public-private partnerships, technology challenges, and workforce issues.  We look forward to providing additional input to, and responding to questions from, the Commission at its next hearing on February 20, and whenever called upon in the months ahead.

Introduction

While most consumer magazine publishers sell copies to readers on both a single copy and subscription basis, there is no doubt that the subscription channel is today, and for the foreseeable future will continue to be, the major component of magazine circulation in the United States.  The percentage of circulation coming from subscriptions has grown, to the point where about 85% of circulation is subscription copies.  Almost all of these copies are delivered to readers by the United States Postal Service.  In addition, magazine publishers use the Postal Service extensively to support subscriptions (sending acknowledgements, invoices, and renewal notices) and to attract new subscribers (sending promotions and special offers for magazines and related products). 

Like all other mail users, magazine publishers are constantly exploring ways in which technology can facilitate quicker and less expensive communication with our readers.  However, MPA’s members are committed to the print medium and to the written word, and intend to continue hard copy dissemination of our magazines and related mailings for a long time to come.  Magazine publishers want and need a viable, reliable and affordable Postal Service now and in the future.

The Postal Service Model of the Future

As the Commission may be aware, the Periodicals class (the class used by magazines and newspapers) has had rapidly escalating costs and rates in recent years.  In response, MPA undertook a careful examination of Postal Service operations to determine and assess the reasons for this phenomenon.  MPA and industry representatives spent countless hours visiting postal facilities and talking to postal personnel to identify the trouble spots.  What we found was mail processing productivity that lagged the private sector, underutilized plants, equipment, and transportation, and a lack of standardized practices and procedures.  Since we undertook our studies, the Postal Service, under the leadership of Postmaster General Jack Potter, has made significant strides in addressing these trouble spots and in stemming the rate of growth in Periodicals costs.  We believe, however, that there is a serious issue as to whether the Postal Service, as presently constituted, can ever be the least cost provider of mail processing and transportation services.  Public-private partnerships hold the key, we believe, to improving the efficiency of mail processing and transportation operations.

On the other hand, we find that the core of the Postal Service’s strength undoubtedly lies in its unmatched “last mile” delivery capability – a nationwide and truly "universal" network of carriers picking up mail that has been processed, transported, sorted, and merged and delivering that mail to each and every business and residence on the carrier’s route.  Magazine publishers have tested alternate delivery options and have concluded that efficient and affordable last mile delivery requires large quantities of all types of mail – quantities that only the Postal Service possesses.  In fact, all indications are that last mile delivery is a natural monopoly.  Whereas worksharing and outsourcing should be aggressively pursued for processing and transportation, we believe the Postal Service is the least cost provider for last mile delivery and should continue to serve that function.  To keep the Postal Service’s delivery network strong, we believe the letter monopoly and mailbox monopoly should be retained.

America's Postal Policy: The Historic Role of Periodicals

As the Commission is no doubt aware, select categories of mail – magazines, newspapers and books – have historically been given special recognition in the nation's postal law for their educational, cultural, scientific and informational value, a ratemaking factor in current law known informally as “ECSI” value.   This factor is used by the Postal Rate Commission to moderate rates for these types of mail because of their intrinsic public policy value.  

Indeed, facilitating nationwide distribution of the printed word was a fundamental justification for the original establishment of America’s government-sponsored postal system.  Beginning with the 1792 Post Office Act, and reaffirmed in every major revision of postal law since then (1845, 1863, 1912, 1917, 1958, 1970), successive Congresses and successive Administrations have agreed that facilitating and encouraging the distribution of periodicals through the mail is in the national interest.  We believe the historical recognition in postal law and policy for the important role magazines, newspapers, and books play in educating and informing the public is as important today as it was when the national postal system was first created over two hundred years ago -- and should be continued.  Magazines make a difference in people’s lives, and in the life of the nation.

Furthermore, we believe that magazines play a crucial role in keeping the Postal Service strong.  Magazines are one type of mail that people seek out and enjoy receiving -- a reason people look forward to getting their mail delivery each day.  Former Postmaster General William Henderson likened the place of magazines in the mailbox to the place of the "anchor store" in a mall – the reason people go there.  Magazine publishers need the Postal Service and the Postal Service needs magazines.   

Detailed Comments on Key Issues

In the following comments we provide magazine-specific considerations on several key topics the Commission is addressing through its subcommittees – universal service, cost control, pricing, and governance.  

I.  Universal Service

As described previously, magazine publishers believe fundamentally that there continues to be a need for a strong and dependable universal service network in this nation.  We recognize, however, that continuation of “universal service” in an era of declining First-class volumes and revenues is a fundamental challenge of postal reform.  

Study of Costs of Universal Service Obligation

We agree with the Commission that it is time to review the costs and specific requirements of the Postal Service’s universal service obligation, re-examining universal service standards in light of early 21st century reality.  To this end, we recommend that the Postal Service and its regulator undertake an in-depth study of the actual costs of the current universal service obligation and develop sound economic models by which to measure the cost and service impact of any proposed modifications.  Such a study would allow quantification of the effect of several trends that are moving in opposite directions.  On the one hand, First-class volume is declining and the number of delivery stops is increasing.  The net impact is the inevitable erosion of revenue-per-delivery-stop, making the current universal service network harder to maintain.  On the other hand, the trend to more centralized cluster boxes, automated sequencing of letters, and a higher proportion of motorized routes serves to reduce the costs of the network.  A comprehensive study of universal service costs will provide a firm economic foundation for a systematic review of current universal service standards by the Postal Service and its regulator. 

Considering Service Needs

While this review may identify opportunities to better tailor the universal service network to the varying service needs of communities, businesses, and individuals around the country, we would stress that any revised standards must continue to adequately meet the basic needs of both mailers and recipients.  In the case of magazines, both production schedules and reader expectations are geared to certain days of the week or month.  Certain magazines may be best received just prior to or on the weekend when readers have more time to devote to perusing the magazine.  Other magazines may be best received early in the week to provide useful information a reader can utilize during the workweek.  Magazines are not unique in this regard – many mailers target their mail for delivery at a specific time to maximize benefits to the mailer and the recipient.  The Postal Service and its regulator must take such considerations into account in evaluating changes in universal service standards.

Accountability for Maintaining Service Standards

In addition to quantifying the cost of universal service, we believe it is crucial that the Postal Service and its regulator create a system of measurable service standards for all classes of service (today only First-class service is measured).  As long as the Postal Service retains its monopoly, there is a risk that service could be reduced below acceptable levels without any alternative for mailers in monopoly and noncompetitive classes.  Mailers need a reliable postal system, with clearly articulated service standards, and avenues of recourse if the standards are not met.  We note in this regard that the regulator in the United Kingdom has just recommended a provision for rebates for mailers when service standards are not met and that in at least two countries mailers are reimbursed for missing copies.  The Commission should consider such a system here.

Caution on Standardization

Magazines have an additional concern with regard to the Postal Service’s universal service obligation.  In a commendable effort to reduce costs, the Postal Service has been seeking to standardize processing procedures and automate mail processing to the maximum extent possible.  We acknowledge that standardization and automation are laudable goals but believe that the Postal Service must not lose sight of its obligation to deliver the broad variety of mail that consumers wish to receive.  As stated earlier, we recommend continuation of the Postal Service’s statutory monopolies.  We believe that with this monopoly comes the responsibility to accept and deliver the broad variety of mail that publishers (and other mailers) want to send and that, in fact, their recipients desire.  Publishers use the Postal Service to distribute a broad spectrum of magazine formats – ranging from ounces to pounds; from digest size to tabloid size; from unwrapped to polywrapped.  This variety should be embraced, not shunned.  The Postal Service must retain the flexibility to accommodate mail of all shapes and sizes.  

II.  Cost Control 

As previously noted, MPA has paid considerable attention to USPS cost levels and has made detailed cost reduction recommendations.  We are pleased to note that Postmaster General Potter and his management team have made significant strides reining-in Postal Service costs.  However, especially in light of declining mail volumes, there is an urgent need for the Postal Service to take cost control measures to the next level.


Streamline the Processing Network

The Postal Service must be able to streamline its processing network to reach an optimal configuration.  Underutilized facilities, equipment, and transportation have led to sluggish productivity growth and resulted in rapid rate increases in recent years.  Since the 1971 reorganization, the Postal Service’s productivity growth has been only about half the rate of the private sector – for an annual growth rate of about .4 percent.  Had the Postal Service increased productivity at the rate of the private sector, its annual expenses would now be $6 billion less.

There is a great potential for cost savings from facility consolidations.  An analysis conducted by MPA last year showed that the bottom third of Postal Service mail processing plants performed, on average, 135 million piece sorts a quarter.  This compared to an average number of sorts across all mail processing facilities of about 425 million sorts.  We estimated at the time that if the Postal Service consolidated the bottom third of facilities so that each consolidated facility performed the average number of sorts, it could close two-thirds (or approximately 100) of the underperforming plants, and generate a cash flow of over $1 billion dollars from selling the unused plants.

Public-Private Partnerships

 
Postal Service costs could be reduced by a greatly increased focus on worksharing and outsourcing.  While the Postal Service may in fact be a natural monopoly for the delivery function, there are suitable alternative providers for the transportation and processing functions.  Outsourcing and worksharing initiatives should be geared toward achieving lowest combined cost, with private companies performing functions best done by the private sector.

For example, one worksharing/outsourcing concept that can greatly reduce postal processing costs for magazines is co-mailing, where a private provider combines multiple magazines to improve presort and increase density in packages and containers.  Even with the overly conservative discounts offered today, there are quite a few private providers who can offer this service at compensatory rates.  The newly-approved co-palletization discount will similarly bring in new private providers to save Postal Service processing and transportation costs.  Strategies should be devised to dramatically increase worksharing and outsourcing, allowing private sector efficiencies to benefit mailers and the Postal Service.

Collective Bargaining

Personnel costs account for more than three-quarters of total Postal Service costs.  Improvements in the collective bargaining system are needed for the long-term benefit of all concerned, including postal employees.  Concepts that should be examined include allowing benefits to be a greater part of collective bargaining negotiations, developing strategies to reduce the time and expense of resolving grievances, and refining the system for resolving collective bargaining impasses.

Under the current statute, benefit levels are required to match those provided to Federal employees.  Allowing benefit levels to be part of the collective bargaining negotiations would allow both sides more flexibility.  

The extremely high level of grievances between postal management and labor has substantially increased labor costs and driven productivity down.  A study in 2000 found that the Postal Service had a backlog of more than 126,000 grievances and spent an estimated $217 million a year trying to resolve them.  The study found that, in 1999, 6300 grievances went through arbitration, a level considered unmatched in either the public or private sector.  In comparison, in the auto industry, with 400,000 bargaining unit employees, only 11 grievances reached arbitration in 1998.

While the situation has improved recently, Postal Service collective bargaining negotiations have frequently ended in binding arbitration, a mechanism that has drawn criticism from many quarters.  A number of alternative resolution mechanisms have been discussed in the past -- including "Last Best Offer", Railway Labor Act provisions, and providing specific statutory criteria to guide arbitrators in making decisions.  While no apparent consensus has emerged, we are confident that the Commission recognizes the importance of an effective system for resolving impasses to achieve the dual goals of a reliable and affordable postal system.  

Effect of Cost Control Measures on Periodicals Costs

Because Periodicals costs have increased so much in recent years, the Postal Rate Commission has further reduced the Periodicals class's contribution to overhead in order to mitigate the rate impact on magazine and newspaper publishers.  This has led to a situation where Periodicals class revenue does not greatly exceed Periodicals class cost (according to the Postal Service’s 2001 calculations, class revenues were slightly below costs).  Certainly, the combination of the substantial Periodicals rate increases in 2001-2002 (24% on average) and continued rigorous attention to Periodicals cost control measures (including Periodicals automation equipment deployment in 2002) should ensure that Periodicals revenues will safely cover costs for the forseeable future.  Implementation of the cost control measures we suggest in these comments would provide an even greater buffer and should comfortably allow future Periodicals rate increases to be held below the level of inflation.  Pricing reforms, as discussed below, also could have a restraining influence on costs.  

III.  Pricing 

A new pricing system is needed to increase the Postal Service's managerial discretion, drive costs from the postal system by encouraging cost-efficient practices, and reverse the trend toward large and unpredictable rate increases. 

Restraining Rate Increases

Magazine publishers were hit by an average 24% increase in Periodicals rates within 18 months during 2001-2002.  Avoiding further excessive increases in this key component of magazine production costs is one of the magazine industry's top priorities.  Large increases, particularly unexpected ones, are damaging to all businesses that rely on the Postal Service; but such increases are particularly devastating to businesses, like magazine publishing, that cannot cut volume to mitigate a rate increase.

One way in which rate stability and predictability could be achieved, while still allowing the Postal Service increased flexibility, is through a system that automatically constrains rate increases at or below the level of inflation (e.g., an indexing system implemented at the subclass level), while allowing the Postal Service the managerial flexibility to price its products and services within those limits.  If such a system were implemented, rate regulation could be significantly simplified, efficient Postal Service management practices encouraged, and the scope and timing of rate increases made more manageable.  The Postal Service would have considerable discretion in pricing its products and services under such a system, but would always have to manage the overall business with the index in mind.  Rate regulation in such a regime could be structured around a complaint-based review system, whereby rate or service complaints could be lodged with the regulator and dealt with promptly.  

Negotiated Service Agreements

As the Postal Service and most mailers have recognized, individual rate arrangements with one or more mailers, such as Negotiated Service Agreements, are a valuable tool that can be used to retain or increase revenue and to constrain costs.  The Postal Service has attempted to implement this kind of innovative pricing mechanism under current law but the process is proving to be cumbersome.  Especially when used in conjunction with a system that constrains subclass rate increases to no more than inflation, negotiated service agreements can enhance revenue and reduce costs to the benefit of all mailers.  Such arrangements should be explicitly provided for in a new rate-setting system.

Cost-Based Rates

To encourage worksharing and outsourcing, rate structures should be cost-based to provide the correct price signals that will maximize private-public partnerships.  One approach would be to reconstitute rate structures into a rate "menu" through which mailers could opt to purchase only the services that they need and that they believe the Postal Service can provide in a cost efficient manner.  For example, a publisher with access to private sector providers of co-mailing and dropshipping services could simply purchase "last mile" or delivery services.  Such a publisher would deliver magazines in walk-sequenced carrier route packages directly to the delivery office where the carrier is based.  Alternatively, a publisher who prefers to use the Postal Service exclusively could purchase processing, transportation, and delivery services from the Service using the prices for those services on the menu.  Such a rate "menu" system would provide ultimate flexibility to mailers, who could elect to change the services they procure from the Postal Service every time they mail if they chose to, depending on the characteristics of the mailing and their immediate service needs.  Such a system would also facilitate development of a least-cost network, since the relative costs of private providers and the Postal Service would be transparent to mailers.

Periodicals Rates and “ECSI” Value

As mentioned above, the need to encourage the dissemination of the material contained in magazines, newspapers, and books is as strong and as important as ever and it is vital that "ECSI" value remain an important consideration in postal ratesetting.  An effective way to preserve the existing “ECSI” benefit would be through implementation of a price indexing system such as the one discussed above.  Nonetheless, we respectfully submit that the historic benefit should be retained in any ratesetting system or rate regulation regime that Commission chooses to recommend.

IV.  Governance 

As long as the Postal Service is an actual or de facto monopoly, there will continue to be a need for a regulator to ensure monopoly powers are not abused.  The experience of other countries that have reformed their postal services is instructive in this regard.  Several industrialized nations have either narrowed or eliminated their post offices’ statutory monopolies over the past decade.  Interestingly, in most of these cases to date, the post office has retained near-total dominance of the "last mile" delivery function, lending credence to the 'natural monopoly' theory.  Most of these countries have also retained regulators to oversee rates and service for "monopoly" or noncompetitive classes.  Another country, New Zealand, while not retaining an independent regulatory body, continues to regulate its post office through a deed of understanding between the government and the post office.

Role of the Regulator

We believe it is clear that the regulator must be responsible for monitoring rates and service levels, but as discussed above, the rate regulation process should be significantly streamlined.  If a complaint-based system is used, complaints on rate irregularities or service failings should be reviewed and decisions issued in a timely manner.  Any penalties for violations of service standards should be simple to administer and clearly articulated.  For example, under the newly-recommended compensation system in the United Kingdom, Royal Mail will be required to refund one percent of postage for each one percent that Royal Mail fails to meet service targets.  

As indicated above, the regulator should also play a significant role in defining the universal service obligation.  Decisions on this crucial underpinning of the national postal delivery system should not be under the sole control of the Postal Service.  Periodic reviews of the cost model and existing standards should be conducted by the regulator, in conjunction with the Postal Service, particularly if volume trends change or other factors affect the Postal Service’s ability to meet its universal service obligation.  

*   *   *   *   *   *   *   *   *  *

 
We hope the Commission finds this "magazine" perspective on the issues before you helpful.  We are all aware of the important role magazines play in informing the public and facilitating discussion of public policy issues.  But magazines make a difference in individual lives as well.  The attached Appendix contains a small sampling, in summary form, of magazine articles published during the past couple of years and a selection of letters received by MPA members in response to those articles.  The variety of pieces displayed in the Appendix speaks to the breadth of topics the industry addresses and its unparalleled ability to reach and impact nearly every audience, as no other medium can.  


Thank you.
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