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UNITED STATES POSTAL SERVICE REFORM:
THE INTERNATIONAL EXPERIENCE

THURSDAY, JANUARY 25, 1996

U.S. SENATE, SUBCOMMITTEE ON PosST OFFICE AND CiVIL
SERVICE, OF THE COMMITTEE ON GOVERNMENTAL
AFFAIRS, AND

U.S. HoUSE OF REPRESENTATIVES, SUBCOMMITTEE ON
THE POSTAL SERVICE, OF THE COMMITTEE ON GOVERN-
MENT REFORM AND OVERSIGHT,

Washington, DC.

The Subcommittees met, pursuant to notice, at 9:38 a.m., in
room SD-342, Dirksen Senate Office Building, Hon. Ted Stevens
(Chairman of the Subcommittee on Post Office and Civil Service)
and Hon. John McHugh (Chairman of the Subcommittee on the
Postal Service) presiding jointly.

Present: Senators Stevens and Pryor; Representatives McHugh,
Sanford, Collins, and Green.

Chairman STEVENS. Good morning. I am very pleased to be able
to hold this joint hearing of the Senate Subcommittee on Post Of-
fice and Civil Service and the House Subcommittee on the Postal
Service.

Let me thank our guests, whom I will introduce in a few mo-
ments, but it is a pleasure to chair this joint hearing with you, Mr.
Chairman. Let me yield to Chairman McHugh of the House Sub-
committee to make his statement first, please.

OPENING STATEMENT OF CONGRESSMAN McHUGH

Mr. McHUGH. Thank you very much, Mr. Chairman, Senator
Stevens. Let me begin by thanking you for all of your efforts, not
just in the case of this hearing but in fact over a good number of
years with respect to many issues but certainly, principally among
those concerning the Postal Service.

I might say also, as someone who has not been in this town for
too terribly long and who does not have a chance to come over to
this side of the Congress too often, that this is a nice place you
have here.

More importantly, let me echo the sentiments of the good Sen-
ator from the great State of Alaska in welcoming you, gentlemen.
You have done us a great service, and I think the record should
note, at no cost to U.S. taxpayers, but borne by you and your re-
sources. We are tremendously grateful to you for that as well.

I do have a prepared statement, Mr. Chairman, that with your
permission I would like entered formally into the record without
objection. I do think we have a lot of work ahead of us here this

(1)
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morning, and 1 think it would be far more helpful, at least from
my perspective, to hear from our valued witnesses this morning.
So I will, with that and my appreciation, yield back to you, sir.
[The prepared statement of Mr. McHugh follows:}

PREPARED STATEMENT OF CONGRESSMAN McHUGH

Good morning. I too am pleased to help convene this joint hearing this morning
with the Senate Subcommittee on Post Office and Civil Service, chaired by my good
friend, Senator Ted Stevens. Senator Stevens has long been recognized as a leader
on postal issues and I am confidant the membership of both subcommittees will
stand to benefit from the joint efforts put forth at today’s hearing.

This past fall, the House Subcommittee on the Postal Service embarked on an ag-
gressive series of hearings directed at reviewing possible reform initiatives for the
U.S. Postal Service. Today's hearing represents the second in that series and I look
forward to the testimony presented by our witnesses in order to learn of foreign
postal reform efforts, their successes and failures, and the potential relevancy of
such reforms to our unique American postal system.

The first panel of witnesses represents four postal administrations which have
generally been heralded as the leaders in progressive reform and privatization ef-
forts. All were represented last summer at the Futurepost summit conducted here
in Washington and sponsored by the U.S. Postal Service. These postal administra-
tors have been at the forefront of change in transforming their respective postal
services. I join Senator Stevens and my colleagues today in welcoming them to our
country and I leok forward to their testimony detailing the nature of changes which
they have overseen.

I am particularly interested in hearing from our guests the successes and failures
which they have encountered on what has proven for some countries to be a long
and difficult path. (During my Subcommittee’s oversight hearings this past year,
four issue areas emerged on which a general consensus appeared to favor reform,
specifically-—the scope of the postal monopoly, labor-management relations, postal
ratemaking and produet pricing, and the ability for the U.S. Postal Service to intro-
duce new products. While a consensus for change has emerged, the form and shape
of those generally accepted changes has yet to be determined. I hope our witnesses
can comment today on their respective experiences in addressing their postal reform
efforts in these general areas.)

Our second panel is comprised of witnesses representing Price Waterhouse and
the General Accounting Office.

Last year, the Postal Service commissioned Price Waterhouse to conduct a study
of a number of progressive postal administrations worldwide and report on the sta-
tus of their reform initiatives. Their report summarized the current state of ten
postal administrations at the forefront of a general move towards postal corpora-
tization and deregulation. I look forward to Mr. Waddell’s testimony and I hope he
can provide updates on this report regarding changes in the status of these coun-
tries’ efforts to deregulate and corporatize their postal administrations.

Once again, I want to welcome Mr. Mike Motley, accompanied by Mr. Jim Camp-
bell, of the General Accounting Office for their appearance before the subcommittees
for this joint hearing. The GAO has performed invaluable work for both of our sub-
committees over the years and [ look forward to Mr. Motley’s testimony in relating
GAOQO’s previous and ongoing work regarding postal reform developments in other
countries.

Comparing the postal system in the United States to those of other countries can
be difficult. No other postal system in the world is utilized to the extent and in the
same ways as our Postal Service. And no other postal administration comes close
to rivaling the U.S. Postal Service in terms of size, revenue, volume or the many
purposes for which Americans use the Service. This is why I am pleased the GAO
agreed to accept the subcommittees’ invitation to testify today regarding their analy-
ses on the relevancy of such comparisons.

When the House Subcommittee on the Postal Service embarked on this series of
postal reform hearings, our intent and purpose was to systematically review the
Postal Reorganization Act te determine whether, and in what ways, Congress should
consider reform. Yet, the cornerstone of any reform efforts remains the extent to
which postal delivery and service can be improved for all postal customers Clearly,
there are lessons to be learned from these and other progressive postal administra-
tions’ efforts at reform, lessons which may prove workable here at home Many post-
al deregulation and privatization proponents cite the examples of foreign posts as
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blueprints for privatization of our postal system. And, teday’s hearing should high-
light those reforms.

Yet, I urge my colleagues to remain mindful that a “one size fits all” approach
of applying reform approaches may not prove workable for our complex system.

Again, I want to welcome our witnesses here today and I particularly acknowledge
the time, effort, and expense put forth by the witnesses representing the foreign
posts in order to be with us this morning. I also want to commend Senator Stevens
for extending this invitation for today’s House and Senate joint hearing and I look
forward to working with him in developing legislation to address the first significant
postal reforms since the current Postal Service was created a quarter century ago.

OPENING STATEMENT OF SENATOR STEVENS

Chairman STEVENS. Thank you very much, Mr. Chairman. We
know how serious you are about reform of the long-term needs of
the Postal Service.

I am delighted to be able to chair this hearing. The Postal Serv-
ice in our country, gentlemen, is very important to Americans, but
it is a lifeline in rural America. In a State such as the one I rep-
resent, or even in parts of New York and what we call “the South
48,” our people, my Alaskan people, depend on the Postal Service
for the necessities of life. The things that many people here go to
the corner grocery store or pharmacy to pick up, we have to ship
in by parcel post, and it is a continuing problem for us.

Our State 1s one-fifth the size of the United States and has fewer
roads than Cook County in Illinois. It is a very challenging concept
to maintain a communication system in that part of our country.
So I am personally grateful to you, and grateful to you as chairman
of this Subcommittee.

I had the privilege of meeting some of you before, when the Post-
master General had his meeting last year, and that’s what gave us
the idea of asking you to come here and give us for our record, as
we proceed now toward some sort of modernization of the postal
system, the experiences that each of you have encountered in your
own countries.

So let me just introduce you, and then we'll proceed with my col-
leagues to see if they have any comments.

Graeme T. John of Australia Postal Corporation; Georges
Clermont, of Canada Post Corporation; Elmar Toime of New Zea-
land Post Limited; Ulf Dahlsten of Sweden Post, who is accom-
panied by Tommy Persson, the senior vice president of Sweden
Post. We do look forward to your comments about what has worked
for you in your countries, and I know some of you have opinions
as to whether similar reforms can or should be accomplished in our
country. We do learn from others’ mistakes, we believe, so do not
hesitate to tell us if you tried something and it did not work. I
think we should not run the same gamut that you have and fail
if you had that experience.

A representative of the British Post Office was unable to be here
this morning, and I am going to ask that his statement be printed
in our record. Copies of that statement will be available to any in-
terested parties.

[The prepared statement of the British Post Office follows:]
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PREPARED STATEMENT OF THE BRITISH POST OFFICE

BACKGROUND

The British Post Office remains as part of the LFublic sector. It has been widely
acknowledged for a number of years a first class UK company and a benchmark for
Post Offices throughout the world. The Post Office includes four main businesses:

. Royail Mail: which handles 69 million items of mail per day and has 170,000
employees

. Plarce force: which is the country’s biggest parcel carrier and has 11,000 em-

oyees

* Post Office Counters Ltd: which has a network of Crown Office counters (i.e.
main post offices} and franchise post offices totalling 20,000 (bigger than the
combined network of banks and building societies)

» SSL: which collects TV licence fees on behalf of the state

The Post Office operates a monopoly system for the delivery of letters. With the
exception of a few private operations (such as document exchanges) there is a mo-
nopoly for the han(ﬁing of mail set at £1 (current prices for handling mail are 25p
securing 92.5 percent arriving the next day) The Post Office is, however, under
threat from other communications which are not subject to a monopoly, particularly
telephone/fax, overseas Post Offices and electronic communication methods. Addi-
tionally, direct marketing, a huge slice of Royal Mail, competes vigorously with
other types of advertisers. Our Counters business also competes vigorously with re-
tailiﬁg and banking networks and Parcelforce operates in a completely deregulated
market.

Commercial Constraints:

Because of the competitive nature of our business, The Post Office needs to be
free to act like any commercial organisation in developing its products, setting its
prices and running its business. Under current legislation, this freedom does not
exist. The Post Office is not allowed to borrow money for investment in its future,
nor is it allowed to decide how much of its profits should be retained for investment,
but is forced to invest them in Government securities. The Post Office is not allowed
to broaden its range of services into adjacent markets, particularly if these would
conflict with services that are already on offer in the private sector. Nor is The Post
Office allowed to operate its own pay and incentivisation policy, but has to comply
with the government’s public sector pay policy which has been operating for 3 years.

Government Reuview:

In 1992 the Government announced that it intended to sell Parcelforce and move
it Into the private sector. This was quickly followed by an announcement of a Re-
view of The Post Office which was intended to be completed rapidly. In 1994 the
Government issued a Green Paper outlining proposals for the future of The Post Of-
fice and recommending, that Counters should remain in the public sector and op-
tions for ownership and regulatory control of Royal Mail and Parcelforce.

The Government’s preferred option was to sell 51 percent of the shares in Royal
Mail and Parcelforce to ensure a continuing partnership between the public, the tax
payer, emplog’lees and subpostmasters. In the event the privatisation proposals were
d{x:(}é)ped as the Government was unable to secure an overall majority in the House
of Commons.

Commercial Freedom:
Following this decision, The Post Office sought various assurances from the Gov-
ernment about the future of its businesses:

1. That it should be free to reward and incentivise its employees in line with
basic commercial practice and its own commercial needs.

2. The Post Office should be able to enter into joint ventures with suppliers or
competitors.

3. The Post Office should pay a reasonable commercial dividend set at a fixed
percentage of our post tax profits (the normal commercial rate is about 40
percent).

4. The Post Office should be free to raise capital.

5. The Post Office should be able to have greater freedom in deploying new
services and products.

In May 1995 the President of the Board of Trade, Michael Heseltine, gave reason-
ably positive responses on all of those issues with the exception of pay and
incentivisation. The assurances have not yet been translated inte practice and
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whilst we have been successful in getting approval for some new products and serv-
ices in Post Office Counters, by and large, progress has been slow. Similarly, whilst
we were anticipating having a divided of 40-50 percent of post tax profits, the
Chancellor of the Exchequer (in his November Budget) announced that The Post Of-
fice would be required to pay an extra 1 billion pounds over the next 3 years. At
current profit rates this means that all profits will have to be invested in Govern-
ment securities. This in itself has now made a price rise almost inevitable.
Conclusions:

The Post Office is not concerned with issues of ownership: it recognises that is
a matter for the Government. The Post Office does however feel that it is competing
in a commercial environment and needs further freedom to make commercial deci-
sions.

Chairman STEVENS. We will hear from another panel after this
one, which will include representatives of the General Accounting
Office and Price Waterhouse. Each of those entities has conducted
studies on a number of international postal organizations, includ-
ing some of those represented by our first panel.

Let me first ask if Members of the Committee have a statement.
First, let me turn to Mrs. Collins, if I may, as our guest, and then
to my friend, the vice chairman.

OPENING STATEMENT OF CONGRESSWOMAN COLLINS

Mrs. CoLLINS. Thank you very much, Mr. Chairman.

Chairmen John McHugh and Ted Stevens, Senate Subcommittee
Ranking Minority Member David Pryor, I am pleased to join you
in convening the first joint hearing before the Postal Subcommit-
tees of the House and Senate.

This is the House Subcommittee on the Postal Services’ second
hearing on postal reform. As such, our Subcommittee, under the
very able direction of Chairman John McHugh, continues to explore
and examine alternatives relative to postal reform of the U.S. Post-
al Service.

I am pleased we could make this particular hearing on foreign
postal reform the object of a joint hearing.

As the Ranking Minority Member of the House Postal Sub-
committee, I would like to personally welcome and thank our dis-
tinguished foreign presenters for taking the time to testify before
us. You have travelled a great distance and at great expense to
present your views and discuss with us the postal reforms your re-
spective countries have taken to become better providers of postal
service.

I am particularly interested in your thoughts and suggestions on
how the U.S. Postal Service and Congress might benefit from the
steps you have taken which have improved your postal depart-
ments. I am especially curious to learn more about how you were
able to effect positive and improved changes in labor relations and
criteria you utilized for deciding to contract out non-core elements
of postal service and delivery.

I look forward to your testimony, and I thank you for the oppor-
tunity to dialogue with you on the issue of foreign postal service
reform. Thank you very much.

Chairman STEVENS. Thank you very much.

Senator Pryor?
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OPENING STATEMENT OF SENATOR PRYOR

Senator PRYOR. Mr. Chairman, I have a statement, and I would
ask consent that my full statement be placed in the record.

This is a unique occasion when we the House and the Senate can
come together to hear such distinguished guests, who will tell us
what they have been able to accomplish with their own postal sys-
tems.

I did a rare thing right before we left for our Christmas break,
colleagues. I put a statement in the record praising our Postal
Service. That is a rare thing to do in this day and time because
there is a great deal of criticism of it. People love to make jokes
about the Postal Service and politicians; I guess those are the two
a_-mb]jects of most jokes these days, and maybe somewhat deserv-
ingly.

I think the Postal Service has done a great job over these years,
but I think that we can do a lot more. As my colleague on my right
has just stated, one of her main concerns, as is mine, and has been
for some time, is the relationship between labor and management.
Somehow or another, in our system, that relationship has become
extremely fragile, very brittle, very adversarial and, I would say,
very distrustful. It is not a healthy relationship, and we need to
improve upon that, and we would very much like to hear the testi-
mony of our friends who have come from so many miles away this
{norning to teil us how they have surmounted some of these chal-
enges.

With that, Mr. Chairman, I thank you for the opportunity of ap-
pearing and once again thank our guests.

Chairman STEVENS. You are the former chairman of this Sub-
committee, Senator Pryor, and I am delighted to hear that com-
ment of yours about putting a statement in the record. I missed
that. [ am constrained to say that you have gained great courage
since you decided to retire.

Senator PRYOR. I have become a statesman. {Laughter.]

[The prepared statement of Senator Pryor follows:]

PREPARED STATEMENT OF SENATOR DAVID PRYOR

Thank you Chairman Stevens, and welcome Chairman McHugh. It is a pleasure
to be here this morning to greet our special guests, representing the postal systems
of Australia, Canada, New Zealand, and Sweden. I want to thank these gentlemen
for taking the time to be here and share their respective country’s experiences with
postal reform.

I think it is very helpful for us at this time to be discussing some of the experi-
ences that other nations have had with postal reform. The ongoing debate in the
United States has largely focused on theoretical ideas ranging from privatization to
commercialization to deregulation. today’s hearing will give us the opportunity to
talk about real reform Flans, and at the very least, some preliminary results.

Although the topic of postal reform encompasses a number of critical issues, I am
particularly interested in the impact that any changes will have on two areas—the
important role that our Postal Service plays in our nation’s economy and commu-
nities, and the Postal Service’s already strained labor-management relations.

Scarcely a week goes by that I am not contacted by the residents of a small Ar-
kansas town concerning their post office. Sometimes, I am asked to help prevent a
post office from closing. At other times, these towns want my assistance in obtaining
a new facility. I also receive letters from people praising their local postal workers.
Whatever the issue, these letters are a constant reminder to me of the important
role post offices play in small communities throughout the United States.

I believe the mogt crucial societal function of the U.S. Postal Service is its man-
date to provide universal service at a uniform price. Whether they live in rural or
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urban areas, Americans have depended on a reliable and inexpensive mail delivery
system for over two hundred years.

The fact that we have enjoyed a reliable and inexpensive mail service has been
a boon to our economy as well, Without it, business in America would be much dif-
ferent. Direct mail is now a multi-billion dollar industry in this country.

I believe these responsibilities of the Postal Service are still relevant and sustain-
able. While I am not opposed to giving the Postal Service greater flexibility, I will
carefully consider the costs to our communities and economy of any reforms that are
proposed. I know our guests here today have a lot of information on rural post of-
fices and universal delivery in their countries, and I look forward to hearing their
comments.

The postal administrations represented at this hearing differ significantly with
that of the U.S. Postal Service in terms of the size of population served and the
amount of mail volume processed. However, like the U.S. Postal Service, their
workforces are highly unionized.

It has been my feeling for some time that the U.S. Postal Service will never per-
form at its best unless it improves its labor-management relations. The current rela-
tionship is far too adversarial and distrustful. If any reforms are to be successful,
then both labor and management will have to take risks and form a new partner-
ship. I would have to add, that even without major reform, union and management
must find a way to a better working relationship.

I hope our guests today will discuss the steps that their organizations took to in-
volve the labor groups in the reform process. It is imperative that we learn from
these success stories. I also hope that the leaders of beth the Postal Service and the
labor groups will be listening closely.

Finally, I also look forward to hearing from the General Accounting Office and
Price-Waterhouse this morning. While the members of the second panel have not
traveled quite as far to testify, I am sure that their expertise will be a valuable ad-
dition to our discussion this morning.

Again, I want to welcome our friends from Australia, Canada, New Zealand, and
Sweden. I believe this hearing comes at an important time, and I look forward to
this morning’s discussion. Thank you, Mr. Chairman.

Chairman STEVENS. Gentlemen, we are honored that you have
taken the time to come today, and I appreciate it personally be-
cause it was my suggestion to the Postmaster General that he ne-
gotiate with you to see if you would come and make a record before
the Congress of some of the comments you made in the meetings
held last year.

So let me proceed now to receive any opening comments you
want to make. It would be my suggestion, unless someone dis-
agrees, that we proceed in the order that I have introduced you,
and ask you to make statements, and we will withhold any ques-
tions from up here at the Committee table until each of you has
finished.

Se, Mr. John, would you proceed, please?

TESTIMONY OF GRAEME T. JOHN,! MANAGING DIRECTOR,
AUSTRALIA POST

Mr. JonN. Thank you, Mr. Chairman.

I am pleased to respond to your invitation to address this Joint
Committee on our experience in significantly improving our postal
service. I have provided you with a written submission examining
Australia Post’s evolution from a bureaucratic department of gov-
ernment to a commercially oriented and customer-focused business
enterprise.

This morning, I will outline briefly how we have transformed our
culture, lifted our financial performance from break-even to match
some of Australia’s most successful businesses, built postal revenue

1The prepared statement of Mr. John with an attachment appears on page 45.
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by “freezing” letter prices, and improving delivery reliability; and
are now growing the business further by introducing new services.

We have completed a half decade or so of unprecedented
progress. On every financial and operational measure, Australia
Post’s performance today is the best it has ever been. Profitability
has more than quadrupled, from 3.5 percent return on average as-
sets in 1989 to 15.6 percent last year—or a profit of $331 million
on a turnover of $2.7 billion.

The standard letter rate has not changed since January 1992 and
will remain fixed until at least 1997, when we expect it will have
brought a real price fall of around 14 percent, or 6 cents over that
time.

Qur productivity has improved over twice the national rate, up
by more than 25 percent at Australia Post since 1990, compared
with a national gain of 12 percent. In 1989, lost time strikes aver-
aged 1.5 hours per employee, and in 1995, it was 6 minutes per
employee, down almost 95 percent. We are now among one of the
best Australian businesses, with only three comparable companies
recording stronger profit growth than ours since 1990. Internation-
ally, we are among the Western world’s best-performing postal en-
terprises.

Our customers have also noticed the difference. Our annual inde-
pendent surveys show we are now more favorably viewed by most
private and business customers than Australia’s major communica-
tions, banking, airline, retailing and transport businesses. Their re-
gard for our staff has lifted 40 percent over the past 4 years. In
1991, only 6 in 10 of our customers felt our staff cared about them
and their businesses; today, it is 9 out of 10.

We come from a checkered past, though. Just a short time ago,
Australians were far less complimentary about their postal service.
In the mid-1980’s, labor relations were at breaking point. Delivery
performance was very mediocre. Qur customers, particularly the
business sector, had no confidence in our service, and the Federal
Government was concerned with management’s inability to fix
problems permanently.

Coincidentally, at the same time, the Government was tackling
national economic problems emerging in the latter half of the
1980’s. It saw microeconomic reform as a part of the broader solu-
tion, including corporatization of its business enterprises, one of
which was Australia Post.

This determination by the Government to make these enterprises
more efficient, to provide improved service to the community, was
an important incentive in encouraging Post’s management and
unions to accommodate their differences and led to recognition of
a shared interest—the continued viability and growth of the busi-
ness.

A Joint Statement of Understanding between Australia Post and
the unions acknowledged that viability of the postal service was
critically dependent upon our reputation. It established effective
dispute-settling procedures and committed the enterprise to partici-
pative management.

This acceptance of mutual interdependence and its implications
for security of the enterprise and for the jobs of individuals pro-
vided the climate for a new, customer-focused service culture. We
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have redesigned jobs, giving all our people a say in decisions di-
rectly affecting their work, recognized and rewarded performance,
and provided our people with the resources, the personal skills and
equipment, needed to achieve high standards. Increasingly, we are
using all their skills and talents.

We have flattened management structures, removed job tenure
for managers and reeducated them to focus on bottom-line out-
comes, rather than building bureaucratic empires. Autocratic man-
agement is a practice of the past.

Now most of our people feel part of a team, proud of their
achievements, proud of the commercial status and performance of
Australia Post, and especially proud to work for one of the most
successful Australian businesses.

The reasons for our metamorphosis can be found in four key
areas.

First, the arm’s-length relationship between the corporation and
the Federal public service. In the past, day-to-day controls such as
contract approvals, land acquisition or disposal, labor rates, and
managerial salaries were entirely in the hands of Federal Govern-
ment departments. Now they are the responsibility of board mem-
bers and senior management with appropriate experience.

Discipline is brought to this freedom through the corporate plan,
quarterly reports to the minister, and our annual report to the
Australian Parliament which sets out performance against plan
targets.

Controls have been shifted from a past preoccupation with inputs
and processes, when Federal Government bureaucrats made key
decisions, to a focus on outputs und accountability for performance.

Second, there is the healthy relationship between the corpora-
tion’s management, our people, and their unions. This is the most
significant change brought to the day-to-day functioning of the en-
terprise. It differs from other cultural change successes because it
involves three parties—management, staff and unions. Unlike in
some other places, our unions, conscious of the government’s micro-
economic reform program, have been willing partners in our reform
process. Now the maintenance of this relationship is fundamental
to the continued achievement of high performance levels that Aus-
tralians have come to expect from their postal service.

Third, postal regulation is relatively light-handed. In Australia,
the public interest in postal matters is protected by a combination
of price-capping, increasing reliance on the market, and competitive
pressures, and the maintenance of a high-quality, universally-ac-
cessible letter service.

Finally, there is our commercial freedom. To operate and grow
successfully, the legislators accepted our need for freedom to intro-
duce commercial services compatible with our business, but with-
out reducing the scope and effectiveness of our community service
obligation to provide all Australians with a uniform-priced letter
service no matter where they live. This freedom meant that we
coulld stem the financial hemorrhage through our network of postal
outiets.

Many have been relocated, reconfigured, and reequipped with
purpose-built electronic counter technology. A range of postal-relat-
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ed products and electronically-accessed financial services, including
banking, are now available through them.

With this introduction, our new express post service was imme-
diately competing successfully with overnight courier services, and
it continues to grow strongly because we are allowed to introduce
new services.

In concluding, Mr. Chairman, the Government leveled the play-
ing field, requiring us to pay all the same Federal, State and local
government taxes and charges that apply to any commercial busi-
ness. All new services must stand alone commercially without sub-
sidy from reserved letter service revenue. And all services are now
subject to the competition reform legislation which applies to all
business.

While Australia Post is making progress, I recognize that the
successful ingredients of reform in one country do not necessarily
translate to success in another. Your markets are profoundly larger
than ours, and our cultures of politics and regulation have few
similarities.

The approach that is working for us stems from the Australian
Government’s decision in 1989 to give Australia Post its full trust.
It set the enterprise the task of delivering a high-quality mail serv-
ice while operating commercially. It undertook not to interfere in
the process. Instead, it put the principal determinants of success or
failure in the hands of Australia Post, its management and its peo-
ple, with the board held squarely responsible for satisfactory per-
formance.

In Australia, an efficient mail service continues to be essential
for social and business communications for all Australians, not
least for those in rural and remote areas. Importantly, the Govern-
ment has brought a phased approach to reform, recognizing that
any rapid move to postal deregulation might put at risk the deli-
cate balance between successful commercial and noncommercial ob-
jectives, or jeopardize the gains we have made through the partici-
pative approach. It recognizes that a viable national postal network
must be preserved in the interests of social cohesion and national
development, and this has implications for the rate of change and
degree of reform that can be applied. This “steady change” formula
has been a major contribution to our success.

As we face new challenges and rising customer expectations driv-
en by our success, complacency is not an option.

Mr. Chairman, with this framework of trust, freedom, account-
ability and measured reform, Australia Post is in a stronger posi-
tion to face these challenges than at any previous time.

I thank you for the opportunity to address the Committee.

Chairman STEVENS. Thank you, Mr. John. We will come back to
you.

Mr. Clermont, from Canada.

TESTIMONY OF GEORGES C. CLERMONT,! PRESIDENT AND
DIRECTOR GENERAL, CANADA POST CORPORATION

Mr. CLERMONT. Thank you, Mr. Chairman. Good morning, ladies
and gentlemen.

1The prepared statement of Mr. Clermont appears on page 83.
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It gives me great pleasure, and a great honor it is indeed, to ap-
pear before you today to talk about some of the complex issues that
we face.

Many would have you believe that national postal services are di-
nosaurs, relics of a bygone age, totally irrelevant in the world of
faxes, e-mail, etc., they say.

Mr. Runyon could perhaps test the relevancy of the U.S. Postal
Service by announcing tomorrow that he has decided to deliver
mail 3 days a week and close all post offices that serve less than
25,000 customers. I believe that your phones and your in-baskets
would measure the relevancy of the postal system today.

I would like to go through a brief history of Canada Post Cor-
poration. Back in 1981, the post office became what we refer to as
a Crown Corporation. A Crown Corporation is a creature of statute,
subject for the most part to the provisions of the Canada Business
Corporations Act, and to all other laws of the land including the
antitrust legislation. There are Crown Corporations that have a
purely social mandate, and some that have a mixed social and com-
mercial mandate. The latter must be run as a business although
it is entirely owned by the Government of Canada.

There were a number of reasons for the Government to move the
Post Office Department in that direction, chief amongst them the
bureaucratic and political interference in the day-to-day manage-
ment, the elimination of deficits that ran into the hundreds of mil-
lions of dollars, and to eliminate labor strife, which had become so
commonplace that Canadians had lost confidence in the postal sys-
tem.

I believe that these parallel the conditions that a number of post-
al administrations have found themselves in over the years.

As a first step as a corporation, we concentrated on operational
improvements because we had to give the Canadians a reason to
believe in the system. It was important, first and foremost, to show
them that their postal system could do the job and give them good
service.

Having set standards of service, we had our performance meas-
ured by an independent auditing firm—we were the first to do so
in the world—and this allowed us to measure our progress, quarter
by quarter, year by year. This became one of the key determinants
for incentive awards to all our salaried employees.

We know that we are doing better now than 10 years ago, for ex-
ample, as on-time delivery has gone from 85 percent to 97-98 per-
cent.

Having had a good shot at fixing the operation, constraining
costs and establishing a sound network of retail outlets, distributed
between corporate outlets and franchised outlets, we turned our ef-
fort to our customers.

When you have been a monopoly for well over 100 years, it is
very difficult to instill a customer-driven culture in an organiza-
tion. to change the culture is our current challenge—a more dif-
ficult task, perhaps, than those we undertook during the first
phase. We are now dealing with attitudes and the human mind.
When properly trained and motivated, there is no doubt that postal
employees are as productive, if not more productive, than any.
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While our work force has a right to strike, acquired in the mid-
1960’s, it knows and we know that after a week or 10 days of
strike, the Government will force them back to work and impose
arbitration. We do not have an equilibrium of forces in the area of
industrial relations.

They also know that they have contractually obtained job secu-
rity, and that the post office is not about to disappear. A normal
business corporation has a choice of shutting down an operation,
moving it somewhere else. We do not have that choice, and it is
evident in our work force behavior.

Today I can say that we have restored customer confidence in the
postal system. We have started measuring customer satisfaction
index through an outside firm, of course, and improvement on this
index, quarter by quarter, year by year, will become part of our
goals, just like we did for service performance and part of our in-
centive awards.

When dealing with such a large work force, the goals must be
simple, clear and measurable. We will set targets for customer sat-
isfaction improvement in increments of 2 or 3 percentage points
every year, and nobody can pretend not to participate.

Participation by all is a prerequisite for a successful turnaround.
There is no substitute for a work force that is proud of the corpora-
tion that it works for.

QOur success has allowed us to regain market share in most of our
product lines. This progress, of course, has caused considerable un-
rest amongst our competitors. As can be expected, cries of cross-
subsidization soon reverberated. These allegations have been re-
peated over the last 5 years and have been dismissed every time,
the last time by the Bureau of Competition, our watchdog for anti-
trust legislation, when it approved our acquisition of a 75 percent
interest in Purolator Courier, Limited, the largest courier service
in Canada

Qur competitors would like to see us subjected to some form of
regulatory regime as is the case in this country. Our Government
has so far resisted that, and I believe for good reason.

The basic letter rate is the only one that is not subject to market
forces. Even that, as we all know, is facing severe competition. The
letter rate is set by Cabinet. Our corporation is otherwise subject
to all laws of the land including, as I have said, the Competition
Act, which is the perfect remedy for keeping us honest. There is no
need, I believe, to force us into a straightjacket, which in the end
only benefits the competitors.

Our Government has just appointed a commissioner to review
our mandate. The last time it did so was 10 years ago. Its terms
of reference are broad. Chief amongst them is the maintenance of
gsome form of exclusive privilege-our monopoly—which gives us the
exclusive privilege, subject to 2 pages of exceptions, to deliver let-
ters weighing less than 500 grams. It will also look into our role
in the future electronic information transfer media.

Part of the review will focus on definitions of social function. As
I stated in the beginning, our corporation has the mix of a social
and commercial mandate. Its social mandate is essentially the uni-
versality of the service and the single price for a basic letter.
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We like to look at those social obligations, however, as a market-
ing asset. It allows us to put everything we do in a very single
focus; we “stick to our knitting.” For instance, we got rid of censor-
ing mail; that is none of our business. Law enforcement agencies
are there for this purpose. Free mailing for elected representatives
is a Government policy, not ours, so we get paid for it.

Most of our non-core operations are contracted out. We do no
long-distance transportation, surface or air. We found out that our
information technology staff tended to reinvent what was already
in the market. We have outsourced all of this function, which frees
up capital for processing equipment. The same with our property
management function. We are not good at managing real estate,
and we have contracted out to the private sector, which results in
great savings.

By concentrating on our core business, by focusing on our busi-
ness like any other corporation, we believe that we can play the
game on a level playing field with our private sector competitors.

Playing on a level field means meeting the needs of customers,
citizens, business and. others; evolving with technology; paying
taxes and dividends to your shareholder, whoever he may be; and
achieving the commercial freedom that is required to measure up
to our goals. _

Given these rules, Mr. Chairman, I would suggest that we let the
market decide who would be in the game.

Thank you very much.

Chairman STEVENS. Very interesting, Mr. Clermont. Thank you.

Mr. Toime, from New Zealand, please.

TESTIMONY OF ELMAR TOIME,! CHIEF EXECUTIVE OFFICER,
NEW ZEALAND POST LIMITED

Mr. ToiME. Thank you, Mr. Chairman, for the invitation to ap-
pear as a witness and the recognition of New Zealand and New
Zealand Post implied by the invitation. I am honored to represent
the company here this morning. '

I have submitted written testimony dealing with the legislative
changes in New Zealand which have allowed the business to per-
form. I will not repeat that testimony now.

I have also provided information on the company’s achievements.
Measures of which we are particularly proud include the fact that
we were nominated New Zealand’s company of the year in Novem-
ber 1994; in October of last year, we dropped the price of postage
for First Class letter mail by 5 cents; in the 8 years since we were
corporatized, the price of that class of mail has fallen by almost 30
percent in real terms; we have been profitable for the 8 years since
being corporated—we were loss-making before then—and in our
last financial year, we posted a record profit with key ratios of 32
percent return on shareholder funds, profit before interest and tax
to turnover of 17 percent, profit before interest and tax to assets
of over 25 percent.

It is my conviction that similar results can be obtained for all
postal businesses.

1 The prepared statement of Mr. Toime appears on page 88.
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To be brief and to the point, I believe that there is frequently
confusion between what I would call the social obligations required
of the Post and commercial behavior. I believe the Post is amend-
able to market forces. It is a business, and it needs commercial dis-
ciplines.

I believe the role of legislators is to decide the social mandate re-
quired of the post and then establish an operating environment
which as closely as possible allows markets to operate.

In other words, government is responsible for the operating envi-
ronment and the social policy contract. Once that is defined, the

ost should be allowed to run like any other business. It will then

ave responsibilities to its owners—in this case, government on be-
half of the people of the United States; it will have responsibilities
to social infrastructure—that would be the universal service man-
date required by Congress; it will have responsibilities to its cus-
tomers in efficient service, and it will have responsibilities to em-
ployees as a fair employer.

Reform must discover the optimum formula te best achieve these
multiple objectives. The state-owned enterprise model pioneered in
New Zealand has achieved this.

In dealing with a complex business with a long and valued herit-
age, both in the minds of the public and in the people who work
for the business, reform may be daunting. The desired end objec-
tive of all stakeholders cannot be achieved except over time. The
natural conservatism of the publie, customers, and employees—and
no doubt even many managers in the business—will mitigate
against rapid change.

Changing the behaviors of people does take time. In thinking
about the USPS and reflecting on my own experiences in the turn-
around of New Zealand Post, I have suggested a program of change
which I believe allows commercial goals to be set while still keep-
ing an equilibrium of sorts among the diverse stakeholders and
self-interested parties.

The headings that I would propose under such a reform would
include separation of the regulatory and ownership powers in gov-
ernment; second, I would establish a commercial company struc-
ture. All operational and commercial decisions within the social ob-
ligations framework should be the responsibility of the board of
governors. Performance targets need to be reported to Congress,
and commercial balance sheets and financial statements need to be
established.

And my third point would be to establish the necessary monopoly
and regulatory controls which enable maintenance of the universal
service obligations.

That represents on my part a very brief summary of how I see
reform proceeding.

Thank you.

Chairman STEVENS. Thank you very much, Mr. Toime.

Now we will hear from Mr. Ulf Dahlsten, who is accompanied by
Mr. Tommy Persson, of Sweden Post.
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TESTIMONY OF ULF DAHLSTEN,! PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, POSTEN AB, LIMITED, SWEDEN; ACCOM-
PANIED BY TOMMY PERSSON,? SENIOR VICE PRESIDENT,
POSTEN AB, LIMITED, SWEDEN

Mr. DAHLSTEN. Thank you, Mr. Chairman and Mr. Co-Chairman.
As the others, I am honored to be invited to present to you our ex-
periences.

As perhaps you all know, Sweden has in some ways gone further
than the others and actually abolished the letter monopoly. When
it happened in 1993, we were one of the first three nations in the
world to deregulate the letter market totally.

Just under 10 operators, most of them very small, tried to estab-
lish business in letter distribution. Of the active ones, only Svensk
Directreklam is now left. This company, originally a distributor of
unaddressed mail, is now also involved in the distribution of ad-
dressed items.

On the other hand, Sweden’s best-known private sector operator,
City Mail, has for the second time filed for bankruptcy. According
to an independent committee, the company has no prospects for
survival within the scope of its current business concept. City Mail
may perhaps have been able to compete with the old Sweden Post,
but not with the much more efficient Sweden Post of today.

City Mail’s business scheme, with sorting conducted manually,
cannot become competitive even if volume increases sharply. Even
if City Mail is now once more reconstructed, the forecast for the fu-
ture is thus weak. What many in the postal world now ask them-
selves is: Does this mean that the deregulation in Sweden has
failed? My personal answer to that is no.

There was no doubt that many people who supported deregula-
tion had the main intention tc give the private entrepreneurs a
chance. However, my own reasons for urging the need for deregula-
tion of the letter market and the conversion of Sweden Post into
a limited liability company were different, and so were others.

Our analysis was and still is that the position of letters as a
means of communication is seriously under threat by the develop-
ments of technology. You have to remember that nearly 90 percent
of letter revenue comes from companies, other organizations and
the public sector. They use the letters mainly for two purposes. The
first is for administrative and financial messages. In this market,
electronic systems are gaining market shares day by day—fax, e-
post e-mail, EDI, and so on already account for more than half the
volume of messages across borders as well as for 20 percent of busi-
ness communications in a country like Sweden.

The second use of letters is in market communications. Some of
you call it junk mail. Here, the letter competes with other media,
including the growing area of radio and TV advertising, as well as
with press advertising and billboards, etec. Letters have around one-
third of the media market in Sweden, and of that share, Sweden
Post has in turn two-thirds. Other operators share the remainder.

Ilrlx this expanding market the letter has maintained its position
well.

1The prepared statement of Mr, Dahlsten appears on page 135.
2The prepared statement of Mr. Persson appears on page 139.
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There were also other reasons for deregulation and privatization.
Sweden Post has much more to offer than delivery of letters alone,
even if letters represent more than 40 percent of our revenue. Basi-
cally, we are in the market for messages, payments and distribu-
tion of goods. And the pressure of competition is also growing in
other areas than letters.

The Postal Giro Bank that is handling payments is not only re-
sponding to a trend in which payments will increasingly be made
by electronic means. Furthermore, as a result of the Swedish Euro-
pean Union membership, all banks in Europe are now European
banks. This means that international banks specializing in pay-
ment processing now have free access to the Swedish market.

The parcel business, too, no longer has domestic competitors
alone to deal with. International integrators are increasingly turn-
ing their attention to the Swedish market.

The first step toward a deregulated postal market was to take
away the monopoly on letters that we had. Although we are free
to decide on prices for our services, there is a price cap on letters
up to 500 grams. The cap is what is presented in your papers. The
real price that customers pay is less and has been in real terms
reduced by 10 percent the last 2 years.

We got a Postal Services Act in 1994, and at the same time, Swe-
den Post became a limited liability company. The monopoly that
the Postal Giro had on some State payments was terminated in
this context. Today Sweden Post operates on the Swedish market
without any monopoly protection at all.

The Government has the responsibility for giving all citizens
daily postal service, 5 days a week, wherever they live in Sweden.
Sweden Post has taken on these responsibilities in an agreement
with Government. This agreement will soon be renegotiated. It is
important to underline that we can provide this postal service
without any compensation from the Government. In the case of the
counter services, mainly cash transactions, there is a certain com-
pensation for rural areas that does not cover costs.

The choice of direction—deregulation and conversion of Sweden
Post into a limited liability company, made a couple of years ago,
has opened up opportunities for Sweden Post to rise to this chal-
lenge, and we have taken our chances. We have adopted four exter-
nal strategies, the first being efficiency improvements. Three billion
Swedish crowns have been saved in 5 years out of a turnover of
around 20 billion Swedish crowns. Approximately 75 percent of the
work on improving efficiency has now been completed. We once em-
ployed almost 75,000 people; now we are under 50,000. One-third
of our post office are outsourced. Out of the 500 biggest companies
in Europe, Sweden Post last year was ranked as the third most
profitable company all over Europe. Our time on delivery on over-
g;ight service 1s now 97 percent, and of course, higher on slower
items.

The second strategy was to adapt IT as a friend. Through devel-
opment of Post Net, among other projects, Sweden Post today is a
market leader in Sweden within the field of electronic messages
and payments. ,

_The third strategy has been to add value to the customer by com-
bining our range of services in administrative processes and
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logistical systems, and by developing the postal outlets into what
we call “the best friend of the ordinary businessman.” We can en-
hance the value of the services we offer to the custnmer.

The fourth strategy is internationalization. By meeting our inter-
national competitors aggressively and by applying our knowledge
abroad to best effect, we can enhance our earning capacity.

These external strategies have been backed up by intensive work
on internal change spanning everything from management sys-
tems, new labor agreements, the breakdown of Sweden Post into
1,500 small profit centers where every employee participates in our
corporate planning system, to a buildup of enterprise culture
around shared visions and values and the development of leader-
ship and proficiency.

We believe that today we represent a National asset. I am aware
that this is not, sadly, said about all postal operators in the world.
This hearing indicates that the intention of this Congress is to
guarantee that this will be said about the USPS in the days to
come.

This is contrary to most European countries, where governments
seem to have reached the conclusion that their postal operators are
incapable of surviving through their own efforts. Indeed, the pre-
vailing view is that they need the protection of a monopoly posi-
tion.

It is considered that the extra cost has to be borne by the cus-
tomers. There are examples of countries which, in order to retain
the monopoly for the foreseeable future, are prepared to pay a let-
ter rate, excluding VAT, double that accepted in Sweden.

However, there are no certain victories in the future, not even for
us in Sweden Post. Hard work and a forward-looking approach will
be needed, and developments will have to go our way if we are to
succeed.

We believe that if we continue to receive the right support and
are able to work under the same conditions as private sector busi-
ness, we will continue to be able to provide the whole of Sweden
with a world class postal service and continue to represent a Na-
tional asset to our country.

If I may conclude with some remarks on what experiences can
be drawn from Sweden and perhaps to the United States, those
would be as follows—and I make these comments bearing in mind
that each country has its own history and its own tradition that
must be respected, and that is certainly the case in your great Na-
tion.

Bearing that in mind, I would say that a first step, given our ex-
periences, would probably be to prepare the USPS for competition.
That would be done by changing USPS into a limited liability com-
pany still owned by the State in the first step.

The second step, to be decided now, but to take place in, say, 5
years' time, would be to deregulate the market and at the same
time introduce a Postal Services Act. This Act could be imple-
mented by a new services commission, perhaps developed on the
basis of the present Postal Rate Commission.

As a third step, the USPS could be fully privatized by a sale of
shares. In Sweden, that would be a controversial step; with the
American tradition, it is probably a necessary one.
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The basic question faced here is whether the Postal Service is a
part of the market economy where consumers demands are govern-
ing or whether it should be looked upon as a part of a country’s
infrastructure, like highways, to be financed collectively.

To me, the answer 1s simple. To 95 percent, the posts are a part
of the market economy and should be run accordingly.

Thank you,

Chairman STEVENS. Thank you very much, Mr. Dahlsten.

Those were all very interesting comments.

Let me first recognize that Congressman Mark Sanford has
joined us. Did you have an opening statement, Mr, Sanford?

Mr. SANFORD. No, I do not, Mr, Chairman. ‘

Chairman STEVENS. Thank you. All of the statements that were
referred to in the beginning will be printed in full in the record,
and with the concurrence of our guests, we will print all of the ma-
terial that you have given us in the record.

Pardon me. I do apologize, Mr. Persson. Did you have a comment
to make in addition to that of Mr. Dahlsten?

Mr. PERSSON. No, Mr. Chairman.

Chairman STEVENS. Let me turn to Chairman McHugh first.

Mr. McHugH. Thank you very much, Senator.

Gentlemen, we appreciate your comments here today. Beyond
what you noted for the record in your spoken words today, I think
everyone should know that you have collectively provided us with
a wealth of information that we are going to take back and try to
analyze and utilize as best we can. So we appreciate that rather
unseen effort as well.

Let me start with the comments near the conclusion of Mr.
Dahlsten’s remark. You gentlemen—Mr. Toime, Mr. Clermont and
Mr. John—heard his comments about a letter mail monopoly and
his feelings about how it is somewhat unnecessary. All of you, as
I understand it, if not enjoy, employ, that mail monopoly.

Mr. Toime, in your recommendations to us as to how we might
restructure the U.S. Postal Service, you recommend retention of
that mail monopoly. I was curious as to how you might respond to
Mr. Dahlsten’s comments or, more to the point, how you perceive
the letter mail monopoly in your jurisdictions.

Mr. John?

Mr. JoHN. Our mail service is going through a transition. We en-
joyed a monopoly of 10 times the basic letter rate—our basic letter
rate was 45 cents—and also a 500 gram weight break, so anything
that was below 500 grams, a competitor had to charge $4.50. The
last round of regulation came about from an industry commission
report on Australia Post, and they recommended a reduction of the
monopoly structure down to four times and to 250 grams, so there
was a very, very considerable reduction in that monopoly.

This was designed to allow us to become more efficient and to
open up the market, and $250 million worth of revenue was opened
up to competition within our organization because of that. We be-
lieve that maintaining the monopoly and not budget-funding com-
munity service obligations is the way to go. While progressively de-
creasing the monopoly, allowing access to markets has at least de-
creased by competitors and taken us into a competitive environ-
ment—keeping in mind all the time our community service obliga-
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tions for a country that is as vast as Australia, particularly in our
rural and semi-rural areas.

Mr. McHUGH. Before we turn to the other gentlemen, let me re-
phrase the question. Do the three of you feel that the letter mail
monopoly is necessary to protect affordable services principally to
rural areas, but indeed anywhere in the country?

You heard Senator Stevens’ opening comments about the sparse
population of his district and his State, and certainly of my district
as well. That is a deep concern for many of us, and the letter mail
monopoly is traditionally presented as a way by which we can pre-
serve that uniform price, universal service. Do you agree with that
approach, or do you think there is a different way?

Mr. JOHN. We certainly agree with universal service for a univer-
sal price.

Mr. McHucH. Mr. Clermont?

Mr. CLERMONT. Yes, also. Senator Stevens mentioned that his
State was one-fifth of the United States. At least 70 percent of our
country is like your State, hardly populated. So we need to serve
all Canadians, wherever they are, and the only way to do it is
through this system. Our monopoly was set at three times the
basic letter rate back in 1982 and has not moved.

There are infringers. A number of cities lately have started deliv-
ering their utility bills through their surplus employees as they
have downsized. We do nothing about it; we do not enforce it be-
cause in the end, I think we can satisfy these customers that we
will do it better and cheaper. So in the meantime, we do need that
monopoly.

Mr. McHUGH. Mr. Toime?

Mr. TOIME. In New Zealand, it is Government policy to remove
the monopoly, and New Zealand Post and I personally support the
removal of the monopoly and the deregulation of the post in New
Zealand.

However, I think the circumstances and conditions are very dif-
ferent. Setting aside the question of geography, it’s a question of
8 years of continuous reform of a postal business where we are
match-fit, we are ready for competition, and we know that we can
perform very creditably in a deregulated market.

In the case of the United States, I do not think the evidence is
available to be able to tell that story, to be able to make a decision
about deregulation. Given the magnitude of the changes which are
necessary here, I for that reason would not support immediate de-
regulation of the postal business here. I think that is something
that would have to be investigated over time once the postal busi-
ness here has been able to prove itself as a commercial entity.

Mr. McHuUGH. Thank you very much.

As a related follow-up, I would think you three gentlemen would
have a lot in common. You certainly have some powers that would
be in some ways envied by our postmaster general, in your oppor-
tunities outside the letter mail to commercialize.

Mr. Clermont, you mentioned the recurring charges of cross-sub-
sidization that you have encountered. We are encountering that
against our Postal Service already. I have to wonder how, particu-
larly given your high level of commercialization outside the letter
mail monopoly, you have been able to prove that you are not cross-
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sxé?s;dizing. How do you build those walls in a way that is believ-
able?

Mr. CLERMONT. Well, it is extremely technical, but I think that
the last time we were at the Bureau of Competition, which is a ju-
dicial tribunal there to administer the Competition Act, which is
the equivalent of your antitrust legislation, and we made the proof,
just like any other companies would, that the combined—two
things—that the combined market share of Purolator, the company
we were acquiring, and our market share in the courier business
would not be detrimental to the competition in that business in
Canada; and then, secondly, we opened our books to the Bureau of
Competition. We had accountants, we had our auditors come to the
Bureau, and in its public decision, the Bureau stated that it was
satisfied that the accounting practices of the corporation were such
that there was no need to be concerned with cross-subsidization.

Mr. McHUGH. Let me interrupt you, and I apologize. You said
you opened your books. Do you have certain data or information
that you consider proprietary, and you do not share?

Mr. CLERMONT. Very much so. We have some data that we will
not share. We will share with the Bureau of Competition, and we
are equal to any other corporation in that sense. There is provision
in the antitrust legislation for the Bureau to keep some information
confidential if it is commercially sensitive or would give undue ad-
vantage to the competitors.

Mr. McHUGH. But all of that information is opened up to an
independent panel.

Mr. CLERMONT. Yes.

Mr. McHuGH. I have many other questions, but I would defer
back to the good Senator at this time so that others may question
you.

Thank you, gentlemen.

Chairman STEVENS. Thank you very much.

Mrs. Collins?

Mrs. CoLLINS. Thank you very much, Mr. Chairman.

Chairman STEVENS We are using about a 10-minute, give-or-
take rule. Please proceed.

Mrs, CoLLINS. Thank you, Mr. Chairman. I have about three or
four questions.

Mr. Clermont, what does “long-distance transportation” mean?

Mr. CLERMONT. We mean inter-city or inter-provincial. We have
a fleet of stepvans to move mail in the cities, but any other trans-
portation as between Toronto and Montreal or Ottawa and Mon-
treal is contracted out to the private sector. So we are the largest
user of transportation services in Canada.

Mrs. COLLINS. So your postal service that the Government owns
is only within a city or province?

Mr. CLERMONT. Yes. Otherwise, we move it through——

Mrs. CoLLINS. Your transportation is Government-owned isn’t
it—your railways?

Mr. CLERMONT. No. First of all, we do not use the railways, but
this was Government-owned until 3 months ago; it was privatized
3 months ago. Canadian National Railways was privatized.

Mrs. CoLLINS. All right. You said you have a state-of-the-art con-
trol center in Ottawa that allows you to track every piece of mail.
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Mr. CLERMONT. Yes.

Mrs. COLLINS. Even through the private carriers, then?

Mr. CLERMONT. Yes. Well, we track the letter containers in
which mail is placed. We track every, single piece of mail of cou-
rier, for instance, where the customer buys a frack and trace fea-
ture. So we know where that piece of mail is at any moment in
time.

Mrs. COLLINS. Mr. Chairman, it might be nice to have a CODEL
to visit that center in Ottawa.

Mr. CLERMONT. You would be most welcome.

Mrs. COLLINS. I would really like to see that.

Mr. McHUGH. That is just a few miles from my Congressional
District, so no problem.

Chairman STEVENS. Well, I think you have a good idea. It does
seem to me that we ought to go on a basis of not only both Houses
of Congress, but with the management and labor structure of our
country, and go and visit some of these and have some informal
conversations to get a better grasp of what has happened in these
areas, because they are ahead of us in terms of modernization—not
in modernization, but in terms of management reform.

Mrs. CoLLINS. Mr. Toime, you said 32.1 percent profit. Is that in
1 year, or is that over the 8 years?

Mr. TomME. That is in 1 year; it has been profitable over the
years, and the average for the last 5 years was 24 percent return
on shareholder funds. A

Mrs. COLLINS. After tax?

Mr. TOIME. Yes, after tax.

Mrs. COLLINS. That is wonderful.

Mr. John, you mentioned that you flattened the management
structure and removed job tenure for managers and reeducated
them to focus on the bottom line rather than building bureaucratic
empires. I wonder, how long did it take you to resolve that labor-
management tension? Was that something that happened in 1, 2,
or 3 years, or are you still working on it?

Mr. JOHN. Well, we have gone a long way toward solving that.
I would say it is about 80 percent completed. And we have just con-
ducted surveys of our staff, and it is showing that that is in fact
the case.

But we certainly did change our method of management. All of
our executives had security of tenure in their jobs—and I am going
back now to corporatization in 1989—and the management struc-
ture was challenged because it was recognized that the style of
management, bureaucratic, inward-looking, was not going to take
Australia Post where it needed to go to survive.

So five senior positions were advertised, and of those five, three
appointments were made externally, and that was either through
people applying or, in my case, a headhunter. Then, that process
was cascaded down through the senior management positiens,
some 150-160 management positions. And then, the next two levels
of management, which was around 430-450 people, were all taken
from security of tenure as well, so that they were then placed on
performance contracts, and their salaries were adjusted to take
into account their loss of the security of tenure.
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Some of those positions were advertised, and some were not, but
it meant that there was about a 25 percent change in the manage-
ment structure throughout the organization, and that was to intro-
duce new culture, which became market-driven rather than oper-
ationally inward-looking.

Mrs. COLLINS. You mentioned that most of the major decisions
that affect the workers were jointly made between labor and man-
agement. Did labor pick their own representatives to work with you
on those, or did your postal service pick those representatives?

Mr. JouN. Our participative management is a style of manage-
ment, and I will just run through the sort of environment that is
created. There is a preamble about the necessity to commit the
union and the management toward the viability and continued effi-
ciency and reliability of providing service to the organization.

But briefly, the steps were: that effective local consultative ar-
rangements are to be put in place; middle managers, supervisors
and staff are assisted and encouraged to participate in problem-
solving decisions at their own workplaces; effective two-way com-
munication with staff is to take place; and first-line middle man-
agers are assisted and encouraged to play a greater role; adequate
training is given to management, supervisors and staff in partici-
pative groups, to enable them to talk meaningfully to each other
and to identify, analyze and resolve problems; the reasons for
changes affecting their workplaces are to be clearly explained and
discussed with all staff prior to implementation; contentious deci-
sions or implementation difficulties arising out of national agree-
ments are to be referred to higher levels before implementation so
that consultation can take place at those levels; the roles and funec-
tions of various management levels and union representatives need
to be clearly documented and respected. The parties agree that pri-
ority needs to be given to putting the above principles into effect,
and National and State groups will be established to lead and mon-
itor resultant actions.

The participative culture of Australia Post is what really has
changed the whole culture of the organization, and it is the founda-
tion stone of all of our methods of implementing change and main-
taining change. We have now moved to quality accreditations and
world best practice by using a participative management approach.
It involves everybody; even I have been to a 7-day off-campus par-
ticipative management structure. We are about halfway through
training people in the whole of the organization in participative
management of the workplace center, but most of them have all
had training on the work center in smaller areas.

Mrs. CoLLINS. Have all of you had great suceess in your labor-
management relationships?

Mr. DAHLSTEN. If I may answer that question, if you make a big
change like most of us have done, there is of course a bit of turmoil
around that, and you have to expect it. But we have had the sup-
port of the labor unions in all basic changes. They understand that
1t is a question of survival in the long term, and they cannot hang
onfo old systems.

The biggest groblem was to change the system of wages to a
more modern, business-oriented way, with bonuses on the profit
center level and so on.
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Mrs. COLLINS. Was that an increase in wages?

Mr. DAHLSTEN. No—well, you could put it this way. The fixed
wages were reduced, actually, but the incentives were increased.
This has worked very well in the long run and has increased effi-
ciency enormously.

So this breaking down into profit centers has also meant that we
now have formal boards where union representatives participate.
They appoint a couple of the members of those boards that are run-
ning those broken-down profit centers and are in that way partici-
pating in the corporate planning.

Mr. ToIME. In New Zealand, we have spent a lot of time to en-
sure that labor unions and employees understand the reasons and
background and necessity for the change, what the company is try-
ing to achieve. We have had no lost time. Even though we have im-
plemented some very significant reforms within the business, it has
always been explained and understood in the context of the com-
mercial necessity and the need to win in the future. So it is always
focused on what is to be achieved in the future.

Mrs. CoLLINS. Mr. Chairman, I want to ask one more question
about the shareholders. Is that open to the public?

Mr. ToiME. Not in New Zealand. The Government is the sole
shareholder, and that ownership is separated quite clearly from the
issues of regulation and the social obligations.

Mrs. CoLLINS. I see.

Mr. CLERMONT. It is the same thing in Canada.

Mr. DAHLSTEN. The same thing in Sweden.

Mr. JoHN. We refer to our shareholders—even though we are
Government-owned—as firstly the people of Australia, and they get
a dividend in the area of efficiency in the lower price of the letter.
The employees there are shareholders in the business, and they get
increased rewards by improving their efficiency through our enter-
prise bargaining agreements. And the management naturally share
in the success, and the legislative people share, and the Parliament
who represents the people shares in the success of their ability to
come to grips with what needs to be done.

Mrs. COLLINS. Thank you.

Thank you very much, Mr. Chairman.

Chairman STEVENS. Thank you.

Let me welcome Gene Green of Texas. Congressman, did you
have an opening statement you would like to make?

Mr. GREEN. Mr. Chairman, I would just like to submit it for the
record and thank you for having the hearing.!

Chairman STEVENS. Thank you very much.

We will now turn to Congressman Mark Sanford.

Mr. SANFORD. Thank you, sir.

One quick question, and in large part this is following up on co-
Chairman McHugh'’s thoughts on the issue of privatization, com-
mercialization, whatever you want to call it——

4 Chairman STEVENS. Congressman, could I interrupt, please? Par-
on me.

Mr. SANFORD. Yes, sir.

1See Mr. Green's prepared statement on page 26.
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Chairman STEVENS. I see people standing up in the back. These
chairs up in front are no longer reserved; so if you would like to
come up front, we would be pleased to have you.

Pardon me.

Mr. SANFORD. Yes, sir.

My question is sort of open-ended, and that is, if you were to
take New Zealand as being the furthest out there on the competi-
tion frontier, are they the only ones on the right track? Some peo-
ple have argued that changes in technology will take away in time
monopolistic control of any mail system. If you look, for instance,
at the Atlanta-New York mail route, right now, that is a cash cow
for the U.S. Postal Service. However, as technology changes, the
cash cow portions of the business will be eroded in terms of market
share by electronic mail and by a whole host of other activities, and
therefore it is going to be tougher and tougher to do universal serv-
ice at one price.

Some have therefore argued, go ahead and make the change now
so that the Postal Service can be reactive and be prepared to offer
at least quasi-universal service at one price, or close to one price,
rather than make an abrupt change down the road.

What is wrong with that argument?

Mr. CLERMONT. Personally, I do not think there is anything
wrong with this argument. We have to prepare now for the future,
and-——

Mr. SANFORD. But my question is competition, the way New Zea-
land has gone, is that the only way to get there?

Mr. CLERMONT. I believe so.

Mr. SANFORD. Would that be contrary to your——

Mr. CLERMONT. Well, New Zealand still has the monopoly. I
think it has to be a system of checks and balances. In a country
like Canada, there is no question that down the road, the substi-
tution will take its toll. But we see our role in Canada Post Cor-
poration as the one organization that can still, even in an electronic
age, offer universal mail service, whether the mail is electronic or
otherwise.

We are partners in a test being developed in the Province of Que-
bec for interactive, universal, bi-directional cable television, with a
cable TV company and a phone company and a bank, because we
see that this is probably where our future lies.

We will not have a monopoly or any form of monopoly there, of
course, and we will have to prove as good as any, and the earlier
we can start doing that, the better. I think that at three times the
letter rate, as I indicated, our monopoly is very lax—plus a number
of exceptions, at least two pages of exceptions, and a policy of not
enforcing it. We are almost at the point that Mr. Toime suggested.

Mr. SANFORD. Are there any other thoughts on that?

{No response.]

Mr. SANFORD. If not, I will yield back my time, sir.

Mr. DAHLSTEN. Not to misunderstand my position here. I agree
with Elmar Toime that you have to be prepared for competition
first, and I do not think that in the present situation, the USPS
should be put in a situation where they have to face total deregula-
tion. That would probably be disastrous in the short term, but also
in the long term.
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So you have to take it in steps. But perhaps you are better off
if you decide upon the steps now, saying that you have this time-
table, so that everyone knows what to expect, because if you know
that, then you prepare yourself. Otherwise, you will just postpone
the preparation.

But that is my view, and I still believe that you should deregu-
late, but you have to take into account that the circumstances
should be according to a timetable where USPS step-by-step pre-
pares itself for the new situation.

Mr. SANFORD. Thank you.

1 yield back.

Chairman STEVENS. Thank you very much.

Mr. Green?

OPENING STATEMENT OF CONGRESSMAN GREEN

Mr. GREEN. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to be here.

Gentlemen, if you cannot tell from my accent, ] am from Texas,
and there are some comparisons—I know the testimony from Swe-
den Post is that they handle 4.3 billion pieces of mail each year.
In the district that I represent in Houston, we process 1 billion per
year just in our facility. And it is a new facility that has been mod-
ernized in the last few years, in fact, upgraded, and it is literally
state-of-the-art—although, Mr. Chairman, I enjoyed my visit to the
North Slope in August, and I would think some of the North Slope
in your State would be similar to the northern part of Sweden,
where it is difficult to get to, particularly on a daily delivery, but
it is done, and I know in Sweden, too.

This is my first term on this committee, and all of us utilize the
mail, and we know the problems that we see. After reviewing the
testimony, I know that each of you moved from less autocratic
management to more employee involvement. And I see the com-
plaints that we get from both employees and managers in our sys-
tem. Each of you has some type of collective bargaining agreement
with your employees, and I know from the history of your countries
that you have a long tradition of collective bargaining, so you in-
volve them in the success you have had the profit from. In New
Zealand particularly, it is a part of involving your employees in
that and using their collective bargaining agreement.

I know my colleague from Detroit probably asked some similar
questions, but one of the complaints I receive from the actual line
workers, letter carriers, postal workers is that sometimes we have
such autocratic management techniques, and I know you reached
that hurdle and obviously have had success in overcoming it when
you add 10 times or 20 times the number of employees and the
number of parcels and items that we deliver.

If you have some suggestions that we could use to involve more—
and I know that is also the tone of management, though, in private
business, is to involve your employees in your decisionmaking,
using the collective bargaining process that each of you have. And
so I wonder if you have any comments on that, or on any particular
success that you may have had, how you developed that trust be-
tween management and your employee groups.

[The prepared statement of Mr. Green follows:]
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PREPARED STATEMENT CF CONGRESSMAN GREEN

1 would like to thank and commend Chairman McHugh for having the insight to
hold these much needed hearings on Postal reorganization within the U.S. Postal
Service. In this time of massive reorganization and streamlining of the Federal Gov-
ernment it is timely to hold these hearings.

The U.S. Postal Service handles the largest amount of mail in the world and
therefore is very unique, however, it is to our benefit to look at what plans other
countries have implemented in their successful reorganization plans.

With the technological advances this country has made it is in our best interest
to look at reorganizing the U.S. Postal Service and bringing it in line with today’s
competitive market.

As always | look forward to hearing from the various witnesses who will testify
this morning on how we can make the postal service more responsive to the needs
of its customers and more competitive in this world of ever increasing technology.

Again thank you, Mr, Chairman.

Mr. CLERMONT. If I may, Mr. Chairman, what struck me on visit-
ing the U.S. Postal Service and the conversations I have had is in-
deed, still, the great degree of autocracy that I find here. And per-
haps one symptom of this is the importance that the security inves-
tigation branch of the postal service still has.

I think that you get what you call for. First of all, the depart-
ment used to hire a supervisor, give him or her a baseball bat, and
then tell him or her walk behind the rows and make sure every-
body was there. And that is very true that it was done this way.

We have reduced the number of supervisors by 50 percent. In
some offices, we do not have supervision. The unionized work force
elect a lead hand, and he is one of them, and they are probably the
ones that run best.

We have reduced the role of our security people by 90 percent.
The head of security is three levels down in the organization. And
I remember that when 1 first came to Canada Post in 1983, the
head of the security to the postal service came back with a lot of
good recommendations that he had heard here, and I fired him
promptly because that was not the tone that I thought we needed
in the organization, and I think it served us well.

It is a cliche the violence in the Postal Service. You see it in com-
edies and skits. But we do not have that problem, and again, you
hlave to wonder who brought the gun into the workplace in the first
place.

Mr. ToiME. Mr. Chairman, if I might just add some brief com-
ments to that, I think this question of autocracy is a major man-
agement development issue, and it does take time to address, and
I think some of the things we just heard from Canada are very,
very applicable.

What I would add in addition is that every manager in New Zea-
land Post has objectives relating to improvements in employee sat-
isfaction. It is a truism in management that you get what you
measure, and really, this has made a significant difference. Man-
agers are being forced to think about what their employees think
about them. We have independent surveys three or four times a
year which are reported back to the employees and the managers,
and that really is making significant differences in the business.

Thank you.

Mr. JoHN. We have approached it very much in the facility basis
and in our enterprise agreement, where anybody who works in a
particular facility, that facility qualifies under seven different cri-
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teria. They actually score themselves, and once they get to a cer-
tain level, they get a cash payment—this year, it 1s $580—for
achieving above the benchmark, and we keep lifting the benchmark
in each one of the agreements. So we actually give the people the
money, and they form their work groups and their teams to achieve
a reduction in absenteeism, better occupational health and safety,
better performance regulation. So we are sharing the gains with
our people. And then, if the conditions under which they are work-
ing in terms of hours and things of that nature are no good, we
have the flexibility within our organization and with our union’s
concurrence to have a separate agreement so that people can come
to work any time they like and leave any time they like provided
they put in all the hours.

So the people have actually got a buy-in to the community in
which they work and the environment and the social reaction, and
we have continual programs in innovative ways for people to come
to work and spend their time in happier, better environments. We
are the leading edge in that in Australia, and our quality service
programs are internationally recognized and in fact have been
taken up by some of the postal administrations and outside of the
postal organizations.

But what it has done is allowed everybody to have a buy-in in
their facility, so they are relative to their day-to-day job; they are
not part of an enormous bureaucracy, and they are not lost. Every
individual is represented and given an opportunity to be a part of
a team and to be able to be rewarded through achieving predeter-
mined goals.

Mr. DAHLSTEN. I would also emphasize what has been said here
about how you must get there. Targeting on profitability, customer
satisfaction and employee satisfaction is essential, because you do
what you are targeted on, and you get your bonus.

I would just add one thing. The breaking down of the company
into business areas, into subsidiaries, into profit centers that are
so small that people can feel part of the unit, is essential. Modern
IT technology makes it quite possible to keep a very complicated
company together even if you break down the responsibilities into
those small profit centers. I believe that to be the way to get real
participation.

Mr. GREEN. Mr. Chairman, I noticed in Canada Post in particu-
lar, on-time delivery has gone from 85 percent to 97 percent. Again
using Houston, we were trumpeting 86 percent overnight in our
area, and that is such an improvement. And you still increased to
that 97 percent without losing some of the support that you have
from your employees, and that is commendable in each of the coun-
tries.

Mr. CLERMONT. I think our employees are very much behind us,
Mr. Chairman. I wish that their labor leaders were as much behind
us as the membership is, but that will come. It is still ingrained
in the tradition. But 1 believe that working and empowering our
employees the way we have, and because I spend a lot of time in
the plants myself, I hear what they have to say, and they want a
change in the leadership of their unions as well.

Mr. GREEN. Thank you, Mr. Chairman.

Chairman STEVENS. Thank you.
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Gentlemen, we come from a different constitutional base. Our
Constitution requires us to maintain post offices and post roads—
an interesting thing that some people forget sometimes.

I wonder, do we all have the same definition of “universal serv-
ice”? Is it service anywhere in your Nation at a fixed price? Is the
postage stamp rate the same throughout the servize area? Do we
have the same concept of universal service?

Mr. DAHLSTEN. Not fully. In Sweden, we have five times a week,
and there is a universal price cap for individual letters—single let-
ters, not for bulks——
hChairman STEVENS. You have different rates for parcel post,
then.

Mr. DAHLSTEN [continuing]. But it is overnight, so it has to be
overnight all over the country. That, I do not think is the case in
any other country.

Chairman STEVENS. You put a time factor in universal service
that it must be overnight.

Mr. DaHLSTEN. Exactly; it must be overnight. I think we are the
only ones who have that.

Chairman STEVENS. Do any of you have zones for letter service?
Is it universal throughout your country?

Mr. TolME. Throughout the country.

Mr. CLERMONT. We do not, Mr. Chairman, legally have to main-
tain a post office in every community.

Chairman STEVENS. That was going to be my next question. We
do not have that mandate, either, but it has been a tradition in our
country that every community has a post office, and we have gone
to contract post offices at times.

Do all of you maintain post offices in each community?

Mr. JOHN. Our Act defines it as “access to the postal service any-
where in Australia,” and that access can be through various meth-
ods other than a post office. It can be through the community serv-
ice mailbag and a plethora of different ways of accessing, but that
is how it is defined in our Act, as access to the postal network.

Chairman STEVENS. Well, our Congress has mandated 6 days de-
livegy per week. I take it you all work on a 5-day basis; is that cor-
rect?

Mr. TOIME. Six days in New Zealand.

Mr. CLERMONT. Five in Canada.

Mr. JOHN. Five in Australia.

Mr. DAHLSTEN. Yes, five.

Chairman STEVENS. Five elsewhere. Was that a change from the
time that you went into this deregulatory period? Did you have 6
days before?

Mr. JouN. No.

Mr. DAHLSTEN. We had 5 days.

Mr. CLERMONT. We had 6 days. This was not legal, Mr. Chair-
man. It was a policy. It had always been 6 days, so we moved it
down to 5 days.

Chairman STEVENS. There has been some concept expressed here
about employee relations. I take it from what has been said that
some of you have operated under systems where your employees
have the right to strike, but it is compulsory arbitration if they do
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strike, with the right of the government to call them back during
compulsory arbitration.

Is that the case uniformly here?

Mr. DAHLSTEN. No. They have the right to strike without any re-
strictions. But the real restriction here is that they are afraid of
loosing jobs. In Sweden, it is perhaps easier than in many other
countries to lay off. Our situation is just like that of a private com-
pany; there is no difference. And therefore, they know that if we
are not competitive, we will have fewer jobs, and that is the real
restriction.

Chairman STEVENS. I see.

In the other countries, is there the right to strike subject to com-
pulsory arbitration?

Mr. ToiME. In New Zealand, once we have an agreed contract for
a period of time, there is no right to strike, but you can strike in
negotiating for a contract, and then there is no compulsory arbitra-
tion. It is absolutely between the employees and the company to re-
solve all industrial matters.

Chairman STEVENS. But if there is no contract, what happens,
Mr. Toime, at the end of a contract?

Mr. ToIME. At the end of the contract, both parties have to come
together to attempt to negotiate a new one. It is left to the parties
to do that. It has always been achieved.

Chairman STEVENS. You have been successful.

Mr. John?

Mr. JOHN. We have a right to strike, and they do go on strike,
and we have an arbitration system which can direct people to re-
turn to work, but they do not necessarily have to do that, so then
we resort to civil action. We have the capability of doing that.

Chairman STEVENS. Do you have striker replacement? Can you
replace people who are on strike?

Mr. JOBN. Under certain conditions, but very, very rarely would
that be invoked.

Mr. CLERMONT. We have that ability, Mr. Chairman, to hire re-
placement workers. We have done it twice.

Chairman STEVENS. You have some interesting retail outlet fran-
chise agreement, in going over the papers that we have gotten. I
would be interested if you could tell us how they have worked with
regard to staffing and with regard to location of the offices. Are
those like our contract post offices, where we contract with an en-
tity to provide the postal service—usually, it is boxes that they pro-
vide at a central location within a community—or am I misreading
this franchise agreement concept?

What does it mean to you, Mr. Clermont?

Mr. CLERMONT. For us, it is the same as a McDonald’s franchise.
We have contracted offices. We used to have more of them. We call
them sub-post offices. But the franchisee puts up the money up
front, then he pays in royalties afterward. He or she has to buy a
standard set of equipment, counters, that are to our design, and
then operates it with his or her own staff.

The way we choose the franchisee is to go through a locational
analysis first~——where should the post office be located, at the cor-
ner of such-and-such street. Then we see who is interested around
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there. Most of them are in drugstores. We have the same condi-
tions as you would see in a McDonald’s franchise.

Chairman STEVENS. They can operate other businesses on the
same premises?

Mr. CLERMONT. Oh, very much so, very much so, yes.

Chairman STEVENS. Do you have some standard of compatibility?
Could you put it in a McDonald’s, or can you put it in——

Mr. CLERMONT. Well, we try to choose businesses that are open
vltiry long hours and weekends. Drugstores are the most common
choice.

Chairman STEVENS. Do you do that, too, Mr. John?

Mr. JoHN. Yes. We were losing an enormous amount of money
in our retail networks, and in conjunction with our unions, we
came to an agreement that we had to tackle it. And what we did
was we said we would convert—where we had three full-time em-
ployees in a post office that were losing the bulk of the money, that
we would convert those to agency arrangements. So the postmaster
was offered, indeed, the purchase of the premises, the purchase of
the business, but generally, it could not operate by itself, so if it
was unprofitable with us with three people, it was going to be un-
profitable with him. So then it became what we call an “in conjunc-
tion licensed post office.” So they are with news agencies, with
pharmacies around the country, and that is the major part of our
retail network is licensed post offices. And our franchisees are re-
munerated on a commission system where they get a commission
for selling stamps, they get commissions for doing banking and
things of that nature. They also provide lockboxes and security and
private——

Chairman STEVENS. Do they charge the customers for the
lockboxes?

Mr. JOHN. Yes.

Chairman STEVENS. In New Zealand, do you have similar con-
cepts of franchise or contract operations?

Mr. ToiME. Yes. In New Zealand, we have both franchise and
contract operations. Franchises operate exactly as was described in
the Canadian case, strict franchises, always in conjunction with
other businesses, and we find that the postal element will contrib-
ute to the fixed costs of running that business, but will not contrib-
ute to profit, so it does require some other business in conjunction
with the post. We also have some contract offices.

The whole objective is to convert fixed costs into variable costs.
That is the millstone of the post, and the opportunity to contract
out post office services really shifts from fixed to variable cost.

Chairman STEVENS. Do you have the same experience in Sweden,
Mr. Dahlsten?

Mr. PERsSSON, Yes. The Swedish franchise system is normally a
grocery shop taking over as a franchisee, and he works on a 50 per-
cent fixed revenue and 50 percent variable revenue. And a success-
ful franchisee in Sweden gets about $20,000 per year.

Chairman STEVENS. I am delighted, gentlemen, that you are
going to join some of us for lunch, and we will have some further
conversations about some details. But let me ask you about one de-
tail that is very interesting to me, personally.
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I am the Senator who proposed the reformation of our Federal
retirement system. We have a new type of retirement system now,
and it is available to our postal employees. Is your Government re-
tirement system available to your postal employees, and do you
make contributions as an employer to that retirement system?

Mr. John?

Mr. JOHN. Yes. All of our employees have an opportunity to join
a retirement fund. It is one of the most generous in the nation.
There is a qualifying peried; they make contribution, we make con-
tribution, and it is universal to everyone.

Chairman STEVENS. Mr. Clermont?

Mr. CLERMONT. The same thing.

Chairman STEVENS. Mr. Toime, do you have one?

Mr. ToIME. Our employees do not belong to a Government fund;
they belong to a company-sponsored fund.

Chairman STEVENS. But 1s there any contribution from your Gov-
ernment to that system?

Mr. TOIME. No, not at all, no. Totally——

Chairman STEVENS. It is totally privatized now?

Mr. ToIME. Totally privatized in terms of pension schemes.

Chairman STEVENS. Very interesting.

Mr. Dahlsten?

Mr. DAHLSTEN. When we became a limited company, we took
over all pension liabilities from the State, which meant a big dip
into our equity, actually, but now everything is on our agenda;
nothing on the State.

Chairman STEVENS. My last question would go to you, Mr.
Dahlsten. You made a comment that in rural areas, your postage
rate does not cover the costs, but that you have worked that out.
That is a problem in our country and in Alaska in particular. How
have you worked out the differential of costs in rural areas?

Mr. DAHLSTEN. First of all, I would say that you have to realize
that it is part of the business idea that everyone should reach ev-
eryone. If you look upon Federal Express and UPS, private compa-
nies, for instance, you can see that they basically try to solve these
problems in many ways. Everyone has to reach everyone; that is
part of the whole idea.

You could not run a business like this without that concept. You
have to bear that in mind. It is not just a question of cost; it is
a question of giving service according to what the customers want.

The other thing is that you can do this by being competitive for
the business community. If you give them the services in the big
cities, the services that the big industries and the big customers
want, then you get the revenue and the profitability that will cover
the costs for the rural areas.

That is what it is all about. If you are not allowed to really com-
pete where the big money is, then you will never have a chance to
pay for the costs for the rural areas.

Chairman STEVENS. Do you get any Government contribution for
the excess cost of rural areas, any of you?

Mr. JOHN. That is covered by the universal service rate.

Chairman STEVENS. But in your privatized system, or even semi-
privatized system, the postal rate is sufficient to cover the excess
cost to rural areas?
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Mr. JOHN. Yes. We identify a community service obligation and
actually put a value on that on an annualized basis, and it is $60
million, or it is $90 million, or it is $100 million, and that is the
community service obligation which is funded by the cross-sub-
sidization of the basic letter price, the basic letter being less than
250 grams. Anything above that has differential pricing. We charge
more to go a farther distance than we do for a shorter distance.

Chairman STEVENS. But what about your parcel post system in
rural areas? Is it strictly on a cost basis?

Mr. JouN. That is deregulated; we can charge what we like.

Mr. DAHLSTEN. Totally deregulated. We have a lot of private
competitors, although we are market leaders now, and the most
profitable one.

Chz})irman STEVENS. But you do have different rates to rural
areas?

Mr. DAHLSTEN. We have the same system with a price cap that
is put by ourselves for commercial reasons.

Mr. JOHN. We operate virtually a universal service in our parcels
market above the 250 grams because it is a market advantage for
us. But the Government from time to time does look at our prices
for nonreserved services, and as a matter of fact, that is up to in-
quiry at the moment.

Chairman STEVENS. I have taken a little more time than I
should. Mr. Chairman, do you have any further questions?

Mr. McHUGH. Mr. Dahlsten, I assume you pay full taxes as any
operation or enterprise in your country; true?

Mr. DAHLSTEN. Yes.

Mr. McHuUGH. Mr. Clermont, you mentioned that you do pay
taxes on your commercialized enterprises, but do you pay property
taxes on your freestanding postal offices, etc.?

Mr. CLERMONT. Yes.

Mr. McHUGH. So you pay taxes from top to bottom.

Is that true for you, Mr. John?

Mr. JOHN. We pay all taxes as though we were a private enter-
prise organization.

Mr. McHUGH. Mr. Toime?

Mr. TOIME. The same.

Mr. MCHUGH. So there is no exemption or attribution for your
letter mail monopoly?

Mr. JouN. None whatsoever.

Mr. CLERMONT. No.

Mr. DAHLSTEN. No.

Mr. McHuGH. Thank you, Mr. Chairman.

p Chgirman STEVENS. Mr. Sanford, do you have any further ques-
ions?

Mr. SANFORD. No.

Chairman STEVENS. Mr. Green?

Mr. GREEN. No, thank you, Mr. Chairman.

Chairman STEVENS. Gentlemen, thank you very much. We will
join you later when you will be our guests for lunch, and if you
wish to hear the next two witnesses who will talk about the studies
they have made, you are welcome to remain. But we hope that you
will join us in about an hour in the Senators’ Dining Room. We
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look forward to being with you, and thank you very much for your
courtesy.

I do think the record should show that these gentlemen have
come a long way to be here at our request, and the experiences
that they have shared with us for the record and in the materials
they have provided to us are going to be very helpful to our Gov-
ernment, both in the Postal Service and here in the executive
branch, to try to see if we can move forward in our postal reform.

We are now going to listen to Mr. Michael Motley, who is the as-
sociate director of the Government Business Operations Issues for
the General Accounting Office. He is accompanied by Mr. James T.
Campbell, who is the assistant director of that area for the GAO.

We also welcome James Waddell, a partner in Price Waterhouse,
who is accompanied by David Treworgy, who is also with Price
Waterhouse.

We will use the same procedure, if you agree, Mr. Chairman.

Mr. MCHUGH. Absolutely.

Chairman STEVENS. We will listen to Mr. Motley and any com-
ments Mr. Campbell wishes to make, and then to Mr. Waddell and
Mr. Treworgy, and then we will have some questions.

May we start with Mr. Motley?

TESTIMONY OF MICHAEL E. MOTLEY,! ASSOCIATE DIRECTOR,
GOVERNMENT BUSINESS OPERATIONS ISSUES, U.S. GEN-
ERAL ACCOUNTING OFFICE, ACCOMPANIED BY JAMES T.
CAMPBELL, ASSISTANT DIRECTOR, GOVERNMENT BUSINESS
OPERATIONS ISSUES, U.S. GENERAL ACCOUNTING OFFICE

Mr. MoTtLEY. Thank you, Mr. Chairman.

Chairman Stevens, Chairman McHugh, and Members of the Sub-
committees, it is a pleasure for us to be here today. You have al-
ready introduced Mr. Campbell, who is in charge of all of our postal
operation activities, reviews and investigations for the General Ac-
counting Office as we look into postal activities.

I am going to summarize my statement, of course, and would like
it to be put into the record in full.

Chairman STEVENS. They all will be included in the record.

Mr. MoTLEY. We appreciate the opportunity to participate in this
hearing today, and we will discuss the experiences of other postal
administrations that are particularly relevant to any future deci-
sions by Congress affecting public service obligations such as uni-
versal service and uniform rates, the postal monopoly, and regula-
tion of postal prices.

My testimony is based primarily on our past and ongoing work.
However, we have done some limited work in other countries, most
of which has been concentrated at this point on Canada Post.

Our statement will also refer to postal administrations in seven
other countries, many of which have testified just recently.

While we believe that the overall experiences of other countries’
postal administrations are relevant to the current discussions of
postal reform in the United States, meaningful comparisons of spe-
cific operational practices are difficult. Compared to each of the
eight other postal administrations,.the U.S. Postal Service has at

1The prepared statement of Mr. Motley appears on page 148.
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least seven times the mail volume and at least twice the number
of employees. All eight postal services combined have only one-half
of the U.S. Postal Service mail volume and just slightly more than
the total number of its employees. The U.S. Postal Service handled
about 180 million pieces of mail in fiscal year 1995 and had over
850,000 employees in December 1995.

Notwithstanding the differences in work force size and mail vol-
ume, other countries’ experiences with granting their postal admin-
istrations greater commercial freedom are relevant to current con-
sideration for granting such freedom here in the United States.

For example, in 1992, we issued a report describing how the com-
petition from both private firms and electronic communication, par-
ticularly in expedited service mail and package delivery markets,
may create the need for statutory change. Similarly, according to
Price Waterhouse’s February 1995 report, while many factors are
driving postal reform in other countries, the increase in competi-
tion in the delivery and communications markets has, above all
else, driven the changes.

In the past decade, a number of countries have restructured post-
al administrations from entities subject to close governmental con-
trol to entities that are still owned by the government, but with
less government control over day-to-day practices.

As we have just heard from Canada, in 1981, they started their
Canada Post Corporation, an entity owned by the Canadian Gov-
ernment but freed from many government regulations. And as we
heard from Sweden, in 1994, they started, and in Germany in
1995.

The Postal Service in 1970 had its Postal Reorganization Act
which created the U.S. Postal Service, and that is the most recent
change, or major change, for the U.S. Postal Service here in the
United States. So as far as change, we are considerably behind
these other countries, and there are opportunities to learn.

Following the reforms in other countries, they reported signifi-
cant improvements in financial performance and service delivery.
We believe that three areas—universal service, the mail monopoly
and rate-making—will be among the most challenging for Congress
to address in any future reform of the U.S. Postal Service, so we
will specifically highlight those today.

However, it is important not to forget the interrelationship of
other factors which most likely will be affected during reform.
Those include, but are not limited to, the employees of the Postal
Service, postal labor-management relations, and quality of service.

Let me briefly discuss universal service. The primary mission of
the U.S. Postal Service as it now exists in law, is to provide mail
delivery service to persons in all communities and access to the
mail system through post offices and other means. The rate for
First Class mail must be uniform for delivery anywhere in the
United States.

In all of the other eight countries, the postal administrations pro-
vided certain services widely to their citizens and at uniform rates
before reform and continued to provide them following reform.

However, the definition, which I think you got to quite succinctly
at the end, Mr. Chairman, is different and varies from country to
country. Some of the countries provide the same level of service for
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urban and rural customers, while others have different service
standards for urban and rural customers.

For example, Canadian citizens in very remote areas in the far
north may receive mail delivery less frequently each week than
those in some other areas of Canada.

Accessibility to postal services, which includes maintenance of
local post offices in the United States, is also part of the public
service obligation of postal administrations in some other countries.
The U.S. Postal Service must follow strict legal criteria in deter-
mining whether to close post offices.

In New Zealand, the postal administration has negotiated a writ-
ten agreement with the Government that specifies the minimum
number of postal retail outlets. In the Netherlands, Dutch law
specifies minimum requirements regarding the density of post of-
fices in urban and rural areas.

Five of the eight countries’ postal administrations differ from the
U.S. Postal Service in that a majority of the postal retail outlets
are privately owned and operated. Except for France, all of the
eight postal administrations have some form of franchising policy
for postal retail services.

Like the U.S. Postal Service, other postal administrations have
also continued to provide certain subsidized services.

Now, turning to monopoly over the mail, it is important to under-
stand that its definition—that is, the definition of monopoly—var-
ies among the countries. The U.S. Postal Service has said that the
current universal service obligation and related public service man-
dates can only be met if its markets continue to be statutorily pro-
tected by the private express statutes that provide the Service with
the monopoly over letter mail. We plan to issue a report in the
coming months that discusses the Postal Service monopoly in de-
tail, including the growth since 1970 of private delivery firms that
are competing and will likely compete more strongly in the future
for }some of the Service’s First-Class, Priority, and Third-Class
mail.

The postal monopoly is defined differently and varies widely in
scope among the eight foreign postal administrations. In this coun-
try, the letter mail monopoly helps ensure that the Postal Service
has sufficient revenues to carry out public service mandates, in-
cluding universal service. The U.S. postal monopoly covers all let-
ter mail, with some key regulatory exceptions. Postal Service data
indicates that in fiscal year 1995, at least 80 percent of the Postal
Service’s total mail volume was covered by the postal monopoly.

All but one—Sweden—of the eight countries postal administra-
tions have monopolies over some aspects of the letter mail. Gen-
erally, the letter monopolies in other countries are defined accord-
ing to price, weight, urgency of delivery, or a combination of these
factors. For example, in Canada, the postal monopoly covers letters,
with a statutory exclusion for “urgent” letters transmitted by a
messenger for a fee that is at least three times Canada’s regular
rate of postage. In Germany, the monopoly covers letters priced up
to 10 times the German’s standard letter rate.

Australia and New Zealand narrowed the scope of their postal
monopolies after reform. For example, in Australia, the monopoly
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price threshold was reduced in 1994 from 10 times the basic stamp
price to four times the price.

Australia now receives the majority of its revenues from services
open to competition, and Sweden has eliminated its postal monop-
oly—full competition for all postal and courier services.

Finally, a monopoly on mailbox access in the United States is re-
lated to the Postal Service monopoly on delivery of letter mail. By
law, mailbox access is restricted to the Postal Service. In contrast,
none of the eight countries we reviewed has laws that give their
postal administrations exclusive access to the mailbox.

Finally, I would like to make a few comments on the greater
freedom some countries have in setting postal rates. I would like
to first mention that a few months ago, we issued a report on post-
al rate-making which updated our 1992 report, saying that if the
Postal Service is to be more competitive, it will need more flexibil-
ity in setting postal rates. In our opinion, legislative changes to the
1970 Act’s ratemaking provisions may be necessary in order to give
the Postal Service greater flexibility in setting rates. In both re-
ports, we said that Congress should reexamine the 1970 Act to de-
termine whether volume discounting by the Postal Service would
be considered a discriminatory pricing policy and clarify the extent
to which demand pricing should be considered in postal rate-
making,

Postal administrations in the other eight countries appear to
have greater freedom to establish and change postal rates than
does the U.S. Postal Service. In Canada, only certain rates, mainly
those for full-price letter mail and the mailing of publications at
government-subsidized rates, must be approved by the Canadian
Government. In addition, rate proposals are not subject to an inde-
pendent regulatory body as they are here in the United States. In
Canada, interested parties have an opportunity to provide informa-
tion, but the rate-setting process is not public, and parties do not
have access to costing data or other information underlying postal
rates.

In Sweden, the postal administration is free to set all prices ex-
cept for the standard domestic letter. The Government and the
fostal administration have agreed to a price cap on the domestic
etter rate equal to the standard consumer rate of inflation. Simi-
larly, in New Zealand, the postal administration is free to set
prices except for standard letters, which are subject to a price cap
of the country’s consumer price index minus one percent.

In summary, Mr. Chairman, while we have focused on three com-
plex and interrelated issues of universal service, postal monopoly
and postal rate-setting, there are other issues that will also require
reexamination in any future reform initiatives. These include the
guality of Postal Service labor relations, which has been discussed

uring this hearing quite extensively, and I think it is good that
we have,

We previously reported that Congress may need to reconsider the
collective bargaining provisions of the 197Q Act if the Postal Serv-
ice and its major employee organizations are unable to resolve
some longstanding problems.

As the Congress continues its deliberations on postal reform, we
believe that it is important to examine the interrelationships of
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these issues and how changes addressing them may affect postal
operations and related services to the American public and busi-
ness.

This concludes my statement.

Thank you, Mr. Chairman. ‘

Chairman STEVENS. Thank you very much. Very interesting.

Did you have any statement, Mr. Campbell?

Mr. CAMPBELL. No, sir, I do not.

Chairman STEVENS. Mr. Waddell?

TESTIMONY OF JAMES A. WADDELL,! PARTNER, PRICE
WATERHOUSE, ACCOMPANIED BY DAVID E. TREWORGY,!
PRINCIPAL CONSULTANT, PRICE WATERHOUSE

Mr. WADDELL. Thank you, Mr. Chairman, Chairman McHugh,
and Members of the Subcommittees. I am Jim Waddell. I am with
Price Waterhouse's Office of Government Service. With me here
today is David Treworgy, who is also in our office.

The principal reason for our appearance is a report that we is-
sued in February 1995 entitled, “A Strategic Review of Progressive
Postal Administrations.” That report has been made available to all
of you and was distributed outside.

In addition to that, we have done a substantial amount of work
with the Postal Service over the years and have come to offer our
views on what implications can be drawn from the experiences of
other postal administrations. :

My intent this morning is simply to summarize the report that
you already have before you.

Twenty-five years ago, at the time the Postal Reorganization Act
of 1970 was passed, the United States was on the cutting edge of
postal organization and regulatory oversight. Since that time, sub-
stantial changes have occurred in the market for postal services.

The postal environment now is more competitive, and technology
has transformed the nature of the market. An obvious question to
ask is whether the reforms adopted in 1970 continue to be relevant
in this new environment.

The Postal Reorganization Act envisioned a world largely devoid
of competition. One of the principal missions of the Postal Service
was, and continues to be, to provide universal service at uniform
letter rates throughout the United States. In this environment, the
Postal Service was given the exclusive right to deliver letter mail
and, in return, the responsibility to serve every address in the
country.

The advent of competition has put the Postal Service’s market
position at risk, particularly in lower-cost markets where profits
are earned. The traditional monopoly of the Postal Service has
strengthened the unions that represent its employees and made
competition ever more attractive.

The regulatory structure created to protect consumers from the
monopoly has proven cumbersome, especially as it regulates com-
petitive services. The Postal Service has incurred substantial losses
since the passage of the Postal Reorganization Act and is strug-
gling to build its equity to a positive position. In view of these chal-

!The combined prepared statement of Mr. Waddell and Mr. Treworgy appears on page 166.
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lenges, the goal of universal service may be better served by a dif-
ferent structure or by different operating rules for the postal sector
generally.

You have heard a substantial amount of testimony over the last
year from various parties regarding the challenges facing the Post-
al Service. In addition, you have heard proposals for dealing with
these challenges. To help you in evaluating this information, I
would like to highlight some of the major findings from the “Re-
Yi(imwd()f Progressive Postal Administrations” that we have pub-
ished.

The major trends that emerge from our review of practices in
other countries are the following.

First, the monopoly position held by the postal administration is
under pressure in many countries. Increased competition is the
norm, including competition from other postal administrations.

Second, postal administrations are being corporatized and given
greater commercial freedoms. This trend is manifested in greater
authority to set prices, introduce new services, acquire subsidiaries,
and raise capital. Also noted is an increased accountability for
management through incentive systems that reward good perform-
ance and penalize poor.

Combined with the greater pricing freedom noted previously is a
trend toward the use of price caps. Price caps generally allow the
postal system to adjust prices without regulatory review provided
that the price increase does not exceed the country’s inflation rate
or some lower percentage.

In many countries, there is a trend toward increasing efficiency
by downsizing the labor force. This trend, of course, can be noted
in many different sectors of countries’ economies. In the postal sec-
tor, downsizing is often a response to increased competition and the
increased availability of technology.

Many countries are considering privatization or some partial
ownership of the postal system. Only two countries have actually
sold shares to the public—the Netherlands and a country that was
not reviewed in our report, Singapore. In both cases, the govern-
ment sold a portion of the shares of its combined telecommuni-
cations and postal authority.

Several other countries have held serious discussions toward pri-
vatization, most notably the United Kingdom, Germany, and Ar-
gentina.

The reforms developed and implemented by the eight countries
we reviewed in reaction to pressing business challenges suggests
some potential paths to the U.S. Postal Service in creating a busi-
ness environment capable of withstanding market challenges now
and in the future.

Bearing in mind the similarities yet real differences among the
countries, I would like to draw on the reforms of the eight adminis-
trations we reviewed to suggest three principles of particular rel-
evance for application to the United States.

First, to create a more businesslike organizational structure than
is currently found at the Postal Service; second, to increase pricing
ﬂeg:?blillity, and third, to introduce change incrementally but mean-
ingfully.
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I will address each of these principles in turn. To create a more
businesslike organizational structure, it is critical that the U.S.
Postal Service operate under a structure that is able to make rapid
responses to changing conditions such as competition in the mar-
ket. Many of the foreign postal administrations we reviewed have
worked toward achieving these objectives by recasting themselves
as businesslike agencies with strong social mandates to provide
universal service at uniform letter rates. As such, they exhibit
many similarities to commercial enterprises, including a profit ori-
entation, freedom to diversify product lines to meet customer re-
quirements, ability to form joint ventures, sanction to own subsidi-
aries, and authority to borrow money in the private capital mar-
kets.

Internationally, the trend toward commercialization applies to all
eight postal administrations we reviewed but can be illustrated es-
pecially well by the Netherlands and New Zealand, which have
completed dramatic corporatizations and demonstrated substantial
benefits to these actions.

For example, the Dutch Government privatized its postal service,
PTT Post, along with its telecommunications business, in two pub-
lic offerings that resulted in over 50 percent ownership of the hold-
ing company by the private sector. With a majority of shares held
outside the Government, the organization is clearly accountable for
its performance. With a strong commercial mandate, PTT Post has
become one of the most aggressive players in the international mail
market, successfully capturing market share from sister postal ad-
ministrations, including the U.S. Postal Service. The case of New
Zealand was described for us earlier this morning.

For the United States, a businesslike organizational structure
could include corporatization of all or part of the Postal Service.
This structure would be conducive to promoting a profit orientation
throughout the Postal Service and rewarding managers that helped
to achieve the goals of the business.

Corporatization would also permit the Postal Service to acquire
subsidiaries, form joint ventures, and raise capital.

Against these benefits, there are additional implications from
corporatization that may be positive or negative but certainly war-
rant further consideration. Principally, corporatization could sub-
ject the Postal Service to the same laws that apply to other enter-
prises, unless the new corporation were to be specifically exempted.
The laws with the most far-reaching implications would include
labor legislation, the tax code, and the antitrust laws. In addition,
the corporate governance of the Service would likely change, with
a board of directors replacing the Board of Governors.

Second, to increase pricing flexibility. Increasing the commercial
orientation of the Postal Service through structural changes raises
the issue of how much flexibility management would have in set-
ting the prices of its services. The communications and delivery
market is fast-paced, with competitors rapidly deploying new prod-
ucts and pricing structures that adroitly outmaneuver the Postal
Rate Commission’s 10-month rate process.

For example, earlier this month, United Parcel Service an-
nounced a major restructuring of prices, and this restructuring will
take effect on Saturday, February 3rd. The Postal Service may re-
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quire as long as 2 years to prepare and file a rate case; by then,
market conditions are almost certain to have changed several
times.

The international record reveals that many postal administra-
tions have greater latitude in rate-setting. In countries where regu-
lators exist, price restrictions tend to cover only monopoly products
and take the form of price caps. New Zealand, for example, not
only has adhered to its price cap, but actually reduced its prices.

The third principle I established at the outset is to introduce
change incrementally but meaningfully. Because the organization
is a large enterprise directly affecting over 800,000 workers as well
as roughly 250 million customers, change to the U.S. Postal Service
should be implemented with care and planned on a long-term
basis. While unaggressive reforms that only tinker will overlook
fundamental problems, rash initiatives that proceed too quickly
could disrupt an institution of far-reaching significance.

The international experience testifies to a record of reaching sub-
stantial goals through incremental reform and an articulated, long-
term strategy. For example, in a country not represented here
today, Germany, the Government has consistently pursued a re-
form time line that began by separating postal, banking and tele-
communications services in 1989. Three years later, Germany com-
mercialized the postal service by making it a public corporation
with 100 percent Government ownership. Currently, the Govern-
ment is preparing outlines for deregulation and eventual privatiza-
tion in the reform’s final phase.

We include in our testimony a suggestion to apply these three
principles to the United States. This would include an initial step
of reorganizing the Postal Service's competitive businesses—prin-
cipally, Express Mail, Priority Mail and Parcel Post—into a deregu-
lated, wholly-owned subsidiary. Perhaps a year down the road, sell-
ing a small tranche of equity in the public market of this entity
would achieve the dual objectives of raising revenue for the Postal
Service and of providing management and employees with a real
market indicator of the success of the company.

By taking a “go slow” approach that initially affects only 10 per-
cent of the business, the lessons learned by the Postal Service and
its constituents could be applied a year or two later in a second
planned phase to the other 90 percent of the organization.

Options for this second phase could focus on corporatizing the re-
mainder of the organization into one or more corporations and de-
veloping structural and regulatory policies that are consistent with
i:‘he degree of competition that each of the products and services
aces.

Reform of the primary products—First-Class mail and Third-
Class mail—could include price cap regulation of these monopoly
products. Shares in a fully-corporatized postal organization could
be initially held by the Federal Government for potential partial or
full sale in the future.

Although on the surface, the delivery of mail may appear to be
a simple activity, the diversity of products and customers, the
unique aspects of the economics of delivery networks, and the large
number of individuals and businesses with a stake in the change
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process combine to make reform of the U.S. Postal Service a chal-
lenging endeavor.

I thank you for inviting me here today to address the current is-
sues facing the Postal Service.

Chairman STEVENS. Thank you very much, gentlemen.

Let me ask you both an initial question, Is the delay of Congress
in getting around to modernizing the 1970 Act in your opinion jeop-
ardizing the total operation of the Postal Service, and are they in
a situation where the competition will soon overcome them?

Mr. MoOTLEY. Let me start, Mr. Chairman. I do not think the
delay at this point has put them in that total jeopardy that you
might suggest there. I believe that the kinds of things we are deal-
ing with now and the kinds of things you are dealing with as well,
if they do not continue to be dealt with directly, could hinder the
Postal Service. Primarily the electronic market that is coming in
and starting to erode some of the major First-Class mail volumes
in this country.

As you have seen since 1970, they have lost markets to competi-
tion that they used to have totally, and I think the electronic mar-
ket is one that is going to be a tremendous challenge for them. The
Postmaster General has said that they have already lost 35 percent
of their First-Class mailings as a result of that and suggests that
over the next several years, much more will be lost.

Businesses are concentrating in that area more and more, and as
the prices of electronics become more available to households, I
think you are going to see more people switching to that mode of
communication.

Chairman STEVENS. Mr. Waddell?

Mr. WADDELL. I think the lack of flexibility that the Postal Serv-
ice has to some degree has caused it to lose some of its traditional
markets, and I think reform will be necessary so that it can con-
tinue to serve its monopoly market well.

Chairman STEVENS. I suggested in the late seventies that the
Postal Service go into electronic mail and have a division for elec-
tronic mail and set up in each post office the capability for e-mail,
both sending and receiving e-mail. That was not pursued.

Are those functions that might have been pursued at that time
by the Postal Service and are now provided adequately in the pri-
vate sector, would that be your conclusion?

Mr. WADDELL. Let me perhaps make a correction. I think that
the Postal Service to some degree did pursue the e-mail option, and
perhaps highlighting some of our testimony today, it ran into regu-
latory difficulties in introducing that service. As you know, in the
regulatory proceedings, some of the competitors are permitted to
appear, and as I recall it, there were some classification hearings
held concerning e-mail, and the Postal Service at that point decided
to drop the service.

I know that the Postal Service is considering implementing new
services associated with e-mail which I think would be distinct
from some of the services that are currently provided in the mar-
ket, so to the extent that they are correct that there is a demand
for that service, they certainly think there is a niche there that
they could enter.
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Chairman STEVENS. We envisioned at the time I made the sug-
gestion the old World War 1I v-mail concept, where a person would
come and present the letter, and the concept of having it transmit-
ted electronically and then delivered in printed form on the other
end. That has not been pursued to my knowledge in the Postal
Service.

Mr. MoTLEY. Well, I think it is just now that they are starting
to pursue that a little bit stronger. I think when it was initially
given some thought or pursued by the Postal Service, there were
probably a variety of barriers, both internal as well as external,
and I do not think in some regards that the community was at that
point willing or as enlightened as they are today in some of the
electronic media that is available now.

Mr. TREWORGY. I think it is also worth noting that, with the defi-
nite exception of New Zealand, the price of postage in the United
States is substantially less than in Europe and other parts of the
world, so that some of the incentive for moving to electronic com-
munication has not been as high as elsewhere due to the fact that
the United States does have such a low postage price.

Chairman STEVENS. Have any of you done any studies that indi-
cate if we do go this step toward deregulation and privatization
whether that will result in an increased consumer price? The gen-
tlemen preceding you indicated to some extent that their steps
have led to a reduction in the cost of postal service. We are already
operating on a fairly low unit cost. Is it possible to reduce that cost
through additional steps of modernization?

Mr. MoTLEY. I think one of the goals that the Postal Service has
always had is trying to reduce those costs through modernization.
GAO has reported on several occasions that unfortunately, they
have not been able to meet some of those goals. A lot of the money
that they put into automation programs has not been able to foster
that.

I will mention as well, as I briefly mentioned in the testimony,
that we will be reporting shortly on some of our work on the Pri-
vate Express Statutes, some of the growth that has been taking
place since 1970 of private carriers. Also, to the extent we are able,
suggest that if you were to lose certain parts of the market—let us
say Priority or Express Mail—the kind of impact that might have
on the postal system as far as its prices are concerned.

Chairman STEVENS. Well, I am constrained to say, as I said here
before in one of these hearings, that I remember when an ice cream
cone was 5 cents and the postage stamp was 6 cents. And when
I stop off in Salt Lake City and get an ice cream cone now, it is
$1.60, and our postage stamp is 32 cents.

Now, I am not sure that we are at the point that some suggest,
that it is so broke that we have got to fix it, but I do think that
these gentlemen have given us a lot of things to think about, and
we ought to have your assistance to pursue them. And I thank you,
Mr. Waddell, for your private cooperation.

Mr. Motley, how soon will you be able to review those other
points that you have mentioned to us that were not covered by
your report?
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Mr. MOTLEY. I would hope that within the next several months,
we will be able to issue that report that deals with the private ex-
press statutes, Mr. Chairman.

And with regard to the postal employment issues, that is the
basis of the report that we had testimony about here about a year
and a half ago, and I would sense that the Postal Service will be
in a position, hopefully soon, to give that some additional attention
now that many of the agreements have been reached with the labor
unions.

And the international report I referred to hopefully will be out
within a couple of weeks.

Chairman STEVENS. I would hope that we could have those final
items soon. We do hope that we will have a second series of hear-
ings on postal reform before the end of March, and that we will
also have an opportunity to bring in and have a dialogue with ob-
servers and users of the Postal Service.

I would hope that we would be ready to present legislation to the
Senate that would take the first step in modernization by at least
the first of June. So the problem of your several months could be
a problem, Mr. Motley. I would ask you, is it possible to constrain
the time frame?

Mr. MOTLEY. Yes, sir. We will do that. ,

Chairman STEVENS. We would appreciate that very much, and
perhaps we will ask you to participate when we do have hearings
with the users and observers.

We may have some other questions. My colleagues have been
called to a vote in the House, and I must apologize for that and
for the fact that since we are not in session today until late, we
really dn not have great participation in the hearing by Members.
That is not new for postal hearings.

We do thank you for your participation. I think we have got to
take steps, Mr. Waddell, to meet the challenges you have given us
in those three areas. We will work with you on doing that.

Thank you all very much. I appreciate your coming and look for-
ward to further hearings.

[Whereupon, at 11:50 a.m., the joint hearing was concluded.]
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INTRODRUCTION

Thank you, Mr Chairman.

As Chief Executive of Australia Post, and a member of its Board of Directors, I'm pleased 10
respond to your invitation to address this joinr commitize on our experience in significantly
improving our postal service.

1 bave provided you with a written submission examining Australia Post's evolution from a
burcaucratic department of government, to & commmercially oriented and customer-focusced
businecss enterprise.

This morning I will outline briefly how we have wransformed our culture; lified our financial
performance from break-even (0 match some of Australia’s most successful businesses; built

postal revenue by "freezing” leuier prices and improving delivery rcliability; and are now

growing the business further by introducing new services.

INPRECEDENTED PROGRESS

We have completed a half decade or so of unprecedented progress.

On every financial and operational measure Australia Post's performance today is the besr it's

ever been.

Profitability has more than quadrupled - from 3.5% Rewmun On Average Assets in 1989, o
15.6% last year

or a profit of $331.6m on a turnover of $2.7bn
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The standard ietter rate has not changed since Jamuary 1992, and will remain fixed until at
least 1997 - when we expect it will bave brought a real price fall of around 14%, or about 6eenls
over that time.

Our productivity bas improved at over rwice the national rate - up by more than 25% at
Australia Post since 1990, compared with & national gain of 12%.

In 1989 time lost to strikes averaged 1.5 hours per employee, and in 1995 was 6 mimtes per
employee - down almost 95%.

And in 1995 we averaged 93.6% on-time delivery of standard ietters, nearly five per centage
points better than in 1989,

We are now among the best Australians businesses, with only three comparable companies
recording stronger profit growth than gurs since 1990,

Internationaily we are among the \iéslem world's best performing postal enterprises.

Standard and Poor's have great confidence in the direction we bave taken the enterprise.

In 1994 they awarded us the strongest possible endorsement, a ‘triple-A’ credit rating; and
they reconfirmed it in 1995,

Only eight other Australian corporate and government businesses hold Standard and Poor's
‘triple-A’ credit ratings.
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CUSTOMER BESPONSE

Our customers have also noticed the difference.

Annual independent surveys show we are now more favorably viewed by both private and
business customers than Australia’s major communications, banking, airline, retailing and
ransport businesses.

Their regard for ocur staff has lifted 40% over the past four years. In 1991, only 6 in 10
custorners felt staff cared about them and their businesses. Today it's 9 out of 10.

CHEQUERED PAST
Just a short time ago Australians were far less complimentary about their postal service.

In the mid-1980s labour relations were at breaking point. Delivery performance was
mediocre. Our customers, particularly the business sector, had no confidence in our service,
and the Federal Government was concerned with management’s inability to fix problems
properly.

Co-incidentally, the Government was tackling national economic problems emerging in the
latter half of the 1980s. It saw microeconomic reform as part of the broader solution

- including ‘corporatisation’ of its business enterprises, one of which was
Australia Post

This determination by the Government 1o make these enterprises more efficient, to provide
improved service o the community, was an importan! incentive in encouraging Post's
roanagement and undons to accommodate their differences, amd led 1o recognition of a shared
interest - the continued viability and growth of the business.
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A 'Joint Statement of Understanding' berween Australia Post and the unions acknowledged
that viability of the postal service was critically dependent on our repuration. It establisbed
effective dispute settling procedures, and commiued the ecnierprisc to participative
management to achieve this.

CULTURAL CHANGE

This acceptance of muaial interdependence, ard its implications for security of the enterprise
and for the jobs of individuals. provided the climate for a pew customer-focused service
culture.

We have redesigned jobs, giving all our peopic a say in decisions directly affecting their
work; recognised and rewarded performance; and provided our people with the resources -
the personal skills and equipment - needed to achieve hugh standards.

Increasingly we are using all their skills and talents.

We've flattened management structures, removed job tenure for managers, and re-educated
them © focus on bottom line outcomes, rather than building bureaucratic empires. Autocratic

management is a practice of the past.

Now most of our people fecl part of a wam, proud of their achievements, proud of the
commercial status and performance of Australia Post, and especially proud to work for one of
the most successful Australian enterprises.



KEYS TO METAMORPHOQSIS

The reasons for our metamorphosis can be found in four key areas.

. Firstly, the 'arms length' relationship between the corporation and the Federal
public service.

In the past, day-to-day conmrols such as contract approvals, laml acquisition or disposal,
labour rawes and managerial salarics were entirely in the hands of Federal Government
Deparnments. Now they are the respongibility of Board members and senior management with
appropriate experience.

Discipline is brought 1o this freedom through the Corporate Plan, quarterly reports to the
Minister, and our annual report 10 the Australian Federal Parliament which sets owt

performance against plan targets.

Controis have been shified from a past pre-occupation with inputs and processes when
Federat Government bureaucrats made key decisions, to a focus on outputs and accountability

for performance.

. Secondly, there is the healthy relationship between the corporation’s
management, our people and their unions.

This is the most significant change brought to the day-to-day functioning of the enterprise.

it differs from other cultural change successes, because it invalved three parties -
management, siaff and unions. Unlike in some other places our unjons, conscious of the
Government’s microeconomic reforrm program, have been willing partoers in our reform

process.
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Now the maintenance of this relationship is fundamemal to the continued achievement of high
performance levels that Australians have come t expect from their postal service,

. Thirdly, postal regulation is relatively 'light-handed’.

In Australia, the public interest in postal maners is protected by a combination of price
capping, increasing reliance on the market and competitive pressures, and the maintenance of
a highequality, universally accessible letter service.

. Finally, there is our commercial freedom.

To operare and grow successfully, the legisiators accepted our need for freedom to introduce

commercial services compatible with our business

but without reducing the scope and effectiveness of our community service
obligation to provide all Australians-with a uniform-priced letter service no

marter where they live

This freedom mesant we could stem the financial hacmorrhage through our network of postal

autlets.

‘Many have been relocated, reconfigured, and re-equipped with purpose-built electronic
counter technology. A range of postal-related products and electronically accessed financial
services, including banking, are now available through them.

The postal related producrs, such as cards and stationery, will this year eam nearly as much
as our long-established philatelic sales business. And we expect financial services will
generate 40% of postal outlet revenue by the year 2000.

With us introduction our new Express Post service was immediately competing successfully
with overnight courier services, and it contimes o grow strongly.

-
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Now we are working oan services that will meet clectronic commmnication needs, the
integrated mail of the future.

CONCLISION
Mr Chairman.

The Govermment leveled the playing field requiring us to pay all the same Federal, State and
local government taxes and charges that apply to any commercial business.

All new services must sxznd/hone commercially without subsidy from reserved leter-service

revenue.

And all services are now subject to the competition reform legistation which applies 1o all

businesses.

While Australia Post it making progress, I recognise that the successful ingredients of reform
in one country do not necessarily translate to success in another.

Your markets are profoundly larger than ours, and vur cultures of politics and regulation
have few similarities.

The approach that is working for us siems from the Australian Government's decision in
1989 1o give Australia Post its full rrust.

It set the enterprise the task of delivering a high quality mail service while operating

commercially.
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It underrook not 10 imterfere in the process. Instead it put the principal determinants of
success or failure in the hands of Australia Post, its management and its people - with the
Board held squarely rezponsible for satisfactory performance.

In Auswralia an ecfficient mail service comtimues to be essential for social and business
commmunicatioas for all Avstralians, not least for those in rural and remote areas.

Importantly, the Government has brought a phased approach to refurm, recoguising that any
rapid move to postal deregulation might put at risk the delicate balance between successful
commercial and pon-commercial objectives

or jeopardise the gains we have made through the participative approach

It recognises that a viable, national postal nerwork must be preserved in the interests of social
cobesion and national devefopment, and this has implications for the rate of change and
degree of rcform that can be applied. .

This ‘sweady-change’ formula has been s major contxibutor to our success,

As we face pew challenges - and rising customer expectations driven by our success -
complacency is not an option.

Mr Chairman, with this framework of trust, freedom, accountability and measured reform,
Australia Post is in a stronger position to face these challenges that at any previous time.

Thank you.



Australia
Post

Postal Reform
in Australia

1975 to 1995

A Submiission to the United States Congress

* Subcomemittee on Postal Service, U.S. Houss of Representatives
* Subcommittee on Post Office and Civil Service, U.S, Senate

January 1996



55

POSTAL REFORM IN AUSTRALIA
1975 TO 1995

Evidence Provided by

GRAEME T. JOHN
MANAGING DIRECTOR
AUSTRALIAN POSTAL CORPORATION

to the
Subcommittee on Postal Service
U.S. House of Representatives
and the
Subcommittee on
Post Office and Civil Service
U.S. Senate

U.S. CONGRESS
Washington DC

25 January 1996



56

CONTENTS
Foreword
Purpose of document
2 Australia Post Today
3 Twenty Years of Postal Reform
Pre 1975 - Postmaster General's Depa.rmnnt (PMG)
1975 - Australia Postal Commissiof
1962 - Committee of lnquky Inte the
Posttion of the
Australian Postal Commission
1989 - Australian Postal Corporation
1964 - Industry Commission Inquiry
4 The Letter Monopoly
» From coloniai days to the present
5 Post regulation - Some issues
Financial Protection
Financial Independence
Independence of Governance
Performance Monttoring
Public Scrutiny
Labour Management Practices
Market Libernlisation
Commerctal Freedoms -
6 Achievements of reform
1975 Reforms
1989 Reforms
1984 Reforms
7 Australia Post's Performance
Price
Letter volumes .
Service quality
Productivity
Profitability
“"""&‘”’ . dustrial disputatl
Time Jost through indus utation
Total taxes and government dn?ges
Labour Relations
9 Future postal reform
Background
Principles
Present Government views on the postal service
10 Concluding comments
APPENDICES
A 1964/95 Annual Report

B Australian Postal Corporation Act

Page

11

14

16

21

26



57

FOREWORD

Today, the Postal Service operates in a highly
contestable marketplace, in competition with
alternative service providers and with substitute
products based on advanced telecommunications.

Australia Post is obliged to provide a national letter
service. At the same time it derives more than 50% of
its revenue from services completely open to
competition.

To meet its customers’ needs, now and in the future, it
is learning to use its two most valuable resources, its

people and its network, in a highly efficient and skilled
way.

The process qf postal reform in Australia has
enabled Post, its management and its people, to be
the principal determinants qf its success.

Page 1
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PURPOSE OF DOCUMENT

This paper is presented in response to the invitation extended by
the United States Senate and House subcommittees, with
Jurisdiction over the US Postal Service, for Australia Post's
experience to be introduced into the hearing on:

“USPS Reform - the International Experience”™,

The paper:

. outlines the course of postal reform in Australia over the
past twenty years; '

. comments on the main reform measures and their role in

achieving good postal performance; and

. provides a basis for further exploration of specific issues
during the course of the study of USPS reform, if so
desired.
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AUSTRALIA POST TODAY

Australia Post is a business enterprise wholly owned by the
Australian (Commonwealth) Government. It was established as
the Australian Postal Commission in 1975, and in 1989, the
Australian Postal Corporation Act continued the enterprise as
the Australian Postal Corporation.

Post operates letter and parcel services within Australia and
internationally. Throughout its network of retail outlets it also
provides a range of related services, including acting as an agent
for other principals such as banks {deposit and withdrawal
factlities), utilities, Telstra (the national telecommunications
carrier], and the Australian Government, for example in relation
to the processing of passport applications.

1t is operated commercially, returning a profit, paying all taxes,
and providing annual dividends to its owner. Post is subject to
the same laws as ordinary commercial corporations.

The enterprise is required to maintain a national letter service,
meeting quality and performance standards. This service is to
be reasonably accessible to all Australians on an equitable basis.
In addition, as part of the letter service, Australia Post is
required to price domestic {non bulk) standard letters at a
uniform price. As a resuit-of this requirement, a proportion of
letter traffic is carried at a price which does not recover its costs.
These requirements, together, constitute the legislated social and
“community service obligations™ (CSO’s} of Australia Post.

In recognition of the CSO's, and subject to some exceptions, the
domestic letter service is reserved to Australia Post within
certain price and weight imits. Where these services have to be
delivered at prices which do not recover their cost, there is a
CSO cost to Post. Under present government policy, Post must
fund this cost by internal cross-subsidy.

Letter prices are subject to review by the Australian
Competition and Consumer Commission, under the provisions
of the Prices Surveillance Act. The price of basic postage is
subject to a price cap of the “CPI - X~ type.

Post employs 31600 full-time, and another 4500 part-time and
casual staff. It operates a network of 4300 post offices, 3000 of
which are licensees or agents, and it handles around 3.8 billion
articles per year. Its assets are currently $2.2 billion, and it has
an annual revenue of some $2.8 billion. For the year ended
June 1995, Post reported a profit before tax of $331.6 million,
provided for the payment of a dividend of $120 million to its
owner, the Australian Government, and paid $254m in taxes
and government charges.
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TWENTY YEARS OF POSTAL REFORM
Pre 1975 - Postmaster General's Department

Prior to 1975, postal and telecommunications services were

provided jointly by the Postmaster General's Department of

O(?vovernmfﬁ (Apeéxt which was widely referred to as the Australian Post
ce )

The performance of the postal service in the 1960's to 1971 had
given cause for concern. The Report of the Commission of
Inquiry into the Australian Post Office (Vernon-1975) (! stated:

“Postal and telecommunications services, which are exarnined
separately (in the report) show widely differing characteristics in
respect of oapﬂnl investment, growth rates, and profitability. In

the profit and loss sense,
(emphasis added].
Consistent losses have largely offset profits derived from the

telecommunications services.”

Between 1964/65 and 1974/75, postal operations had been
carried out at a loss, every year. The losses range from 5%

to 20% of revenue. Over the same period, mail service
performance (on time delivery) on an average national basis
had fluctuated around 93 per cent. However, performance in
New South Wales, the largest State accounting for 35,to 40 per
cent of the total had never exceeded 90.5 per cent.
Furthermore, for several years, service levels had fluctuated
between 75 and 85 per cent. The poor performance in New
South Wales had also been accompanied by considerable time
lost through industrial disputes.

The reform which resulted in the creation of Australia Post as a
separate, specialised postal entity had its origins in the
industry itself. The Vernon Report stated:

*...the unsatisfactory industrial climate at this (Sydney mafl)
exchange, eudemedbythenwnberofsmppagaandblack
barns, the frequency of meetings between management and

stqﬂ‘andﬂwd;ﬂiculﬂesofnm]dngdungsmprwedst is

“The Comvmission has no ready solutions to propose
Impmwmentmthetndustrm!cumareattheSydmyechmnge
will be one of the major tasks for the new management of the
postal service as it has been for APO for many years....The
aclueuermuofbettermdustrmlrelauomxattheSdewymaﬂ
exchange appeuars as one of the magjor problems which
management and the stqff organisations will have to pursue
ass!duauslymuwpubucmterwtqfnmmmmgamuabhmu
efficieret mall service.”

Comemission of Inquiry tnto the Australian Post Office 1975, Report. The Government Printer of Australix,
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1975 - The Australian Postal Commission

The postal enterprise was vested as a separate entity in 1975,
the Australian Postal Commission, trading as Australia Post. Its
financial objective was to break-even whilst providing not less
than 50% of its capital expenditure.

In its first year of operation, 1975-76, volumes fell some 12% as
rates were adjusted in order to meet the financial objective. The
principal market objective became that of “winning back”
business to a revitalised postal organisation intent on

meeting customer's needs.

Throughout the late 1970's to mid 1980’s postal financial
performance was principally on target. This, however, was
marred by a climate of management/union conflict and
industrial stoppages accompanying the major restructuring
of the NSW mail processing network.

1982 - Inquiry into the Letter Monopoly

In 1982, a government-instituted inquiry under the
Chairmanship of Mr A E Bradley® recommended some
modifications to the letter monopoly and to the financial
arrangements which then exsted.

In the event, the only significant change made by the
Government in response to that inquiry was the lowering of the
hitherto unlimited letter monopoly price barrier {to 10 times the
basic postage rate}. The main aim was to legalise the activities
of private sector couriers which had grown vigorously in
numbers and business volumes, unchallenged by law
enforcement processes at the time.

1989 Reforms - The Australian Postal Corporation

In contrast to the earlier reform episodes, the driving force in
1989 was national economic policy. The period 1983 to 1986
had been one of relatively unremarkable postal performance:
on-time delivery fell significantly in 1984/85 and remained low;
days lost through industrial disputation rose significantly;labour
productivity had remained subdued overall; and trading
performance had continued to be little different from break-even.
However, Australia Post did not face strong complaints from the
public. The 1989 reforms followed inclusion of Australia Post in
“the Government's microeconomic agenda.”

Microeconomic reform in its broadest sense is about
making markets work better, improving incentives and
enhancing the eﬁ'ecuvcng_ss of government operations.

Committee of Into the Position of the A lian Postal C 1982,
Evans, G., 1988. Tre C

the nsport and G Busi Es
Staternent by the Minister nod Communications, Service,
:192“1 Transport Australian Qovermnent Publishing
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The process involves removing market impediments which
discourage or prevent resources being used in the most efficient
manner, including restrictions on competition {either
domestically or from imports), rigidities in work organisation. or
a tax system which distorts incentive. Microeconomic reform is
a comprehensive program which involves business and
government institutions and processes.

From a national perspective, Australia Post is one of several
Australian government business enterprises (GBE's} supplying
goods and services, A number of those are assisted by a
legislated monopoly. Within the Australian federal system, three
levels of govemment operate, and GBEs are found at the Federal
{Commonwealth), State or Local government levels. Under the
Australian Constitution, the Commonwealth Government has
exclusive power in respect of postal and like services; Australia
Post is a Commonwealth GBE.

Since the mid eighties, the Australian Government has made a
number of major reforms including: deregulation of financial
markets, reduction of tariffs and other forms of protection,
introduction of competition in aviation, and telecommunications.

These Initiatives are part of the program of microeconomic
reform aimed at restructuring key industries in the Australian
economy and improving its efficiency. The focus of
microeconomic reform has been on the structural and
institutional factors which inhibit efficient performance. The
main changes include corporatisation, abolition of, or
reduction in restrictions on competition, and privatisation.

The basic thrust of the 1989 reforms was to improve the
efficiency of Post through corporatisation. These reforms had
four main elements:

establishment of new corporate and financial structures;
new planning and accountability mechanisms;
modification of major strategic controls; and

removal of day-to-day controls.

A new relationship was established between Post and the
Government. The enterprise was to operate commercially while
still meeting defined social objectives. Through a trienntal
corporate plan, service, efficiency, pricing and profit targets were
to be agreed with the Minister, as was the cost of CSO's. These
targets are publicly accountable through the annual report.

Post was placed on a fully commercial footing and, in pursuit of
competitive neutrality objectives, Post became subject to the laws
applicable to other corporations, lost its exemption from taxes
and was expected to pay dividends on a regular commercial
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The 1989 reforms included a number of radical changes.
Amongst these were:

3.18.1 Board of Directors

Persons with the required commercial skill and experience were
appointed to the Board and made accountabie for performance.
Section 70 of the Australian Postal Corporation Act provides for
termination of appointment in specified circumstances,
including when the performance of the Board or of a particular
Director has been unsatisfactory for a significant period of time.

3.19.2 Executive Appointments and Tenure

Starting with top management, executives with private sector
commercial experience were recruited and employed on contract.
Tenure was abolished, and central government restrictions on
payment of market rates were removed.

8.19.3 Clar{fication of Corporate Objectives

Social objectives were defined in the legislation and separated from the
commercial objectives. Australia Post was required in legislation to
operate in accordance with sound commercial practice, achieve a
reasonable rate of return on assets, pay all taxes and a reasonable
dividend to the government. Periodic revaluation of assets is also
mandated. Post was also required to meet legislated “Community
Service Obligations™ (CSO’s] and to comply with specified general
government policies notified to 1t from time to time,

3.19.4 Corporate Planning Process

The legislation required Australia Post to prepare three to five year
corporate plans. Through the corporate planning process, the Board
of Australia Post and the Minister agree on a set of financial, service,
and CSO targets over the planning period. The corporate plan which
has a three-year time horizon provides the basis for accountability of
the Board and top management.

3.19.8 Government Controls

Day-to-day controls such as approval of contracts above a
specified value, approval of land purchases, or mandatory
Parliamentary review of major postal bullding works were
removed. The government also relaxed certain strateglc
controls, including central coordination of industrial relations
matters.

The 1989 reforms reserved for the government strategic controls
over Australia Post. but the day-to-day bureaucratic controls
exercised by the Government in earlier periods were abandoned.

A major transformation of Post’s culture, management and
internal processes followed reform. Within the enterprise, more
rigorous planning and accountability mechanisms came to
govern internal performance. Top management and executive
positions were opened to outside appointment, many of which
were filled from the private sector.
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At the same time as commercial imperatives began to take hold
intemally, Government oversighting of Post moved from detatled
day-to-day controls, to a strategic overview.

Having restructured the enterprise and modified the relationship
with the owner, the Government turned its attention to postal
market reform, particularly the reserved service.

The 1994 Reforms - The Letter Monopoly ©

In December 1993, the Australian Government announced

reductions in the legislated monopoly protection provided to

Australia Post; these measures were implemented through the

Australian Postal Corporation Amendment Act 1994. The postal

reforms followed a report of the Industry Commission Inquiry

completed in October 1992.65) The main elements of the reform
package were:

3.23.1 Dornestic Letter Monopoly

‘The protected letter monopoly prices was reduced from 10 times
the basic letter rate to 4 times. Based on the current basic
postage rate of 45 cents, the threshold is $1.80. The weight of
protected letters, also, was reduced from 500 gms to 250 gms.

Carriage of letters within document exchanges was deregulated: and
the carriage by contractors of an organisation’s internal mail is now
allowed outside the reserved services.

3.28.2 International Letter Monopoly

Outbound international letter trafic was deregulated (but
inbound international letters continue to be reserved to
Australia Post).

3.23.3 Downstream Access for Reserved Service (or Interconnectior)

A limited access regime for bulk letters reserved to Australia Post
(referred to as "interconnection”) is now mandated. Matlers of bulk
letters can carry letters to designated mail centres for delivery
intrastate, and benefit from a discount based on average costs avolded
by Australia Post through the interconnection.

The achievements of postal reform are set out in Section 6.

The letter mono) is referred to in legislation wervice “reserved” © Australin Post. The terms
“monapoly” and %Mm -:tua.npbly

Publis

Commission. 19002. Maf Courter and Porcel Sevvices. Report No. 28, Australian Covernment

Service,
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THE LETTER MONOPOLY

Until 1982, the letter monopoly in Australia had followed
somewhat similar lines to the arrangement introeduced by
Rowland Hill in Britain in 1837. The letter monopoly reserved
for Australia Post all letters up to 500 gms in weight except for
letters concerned with goods, and carried with those goods and
some other minor exceptions.

In 1983, following the report of the Committee of Inquiry Into the
Monopoly Posttion of the Australian Postal Commission {the
Bradley Committee, referred to in paragraphs 3.8 and 3.9}, the
letter monopoly was relaxed to allow urgent letters to be carried
by other carriers. The legislation exempted from the monopoly
letters carried for a fee at least 10 times the ordinary rate for
domestic and overseas letters. Letters up to 500 gms in weight
generally continued to be protected by the monopoly.

The letter monopoly was reviewed in 1992 by the Industry
Commission which recommended that the monopoly be
abolished from 1 January1995; but if immediate abolition was
not acceptable then progressive reduction in monopoly
protection be effected over five years, at the end of which,
remaining monopoly protection be reviewed. In the event, the
Government rejected that advice, but decided to make several
changes to the regulatory framework including reductions in the
levels of monopoly protection (see paragraphs 3.23.1 to 3.23.3).
Current legislative provisions as at January 96 re g

the reserved services are summarised in the following sections.
A copy of the legislation is at Appendix B.

Section 29 of the Australian Postal Corporation Act 1989 (the
Act), among other things, gives Australia Post the exclustve right
to carry letters within Australia, whether the letters originate
within or outside Australia.

Outbound international letters are not reserved to Australia
Post; however, the delivery in Australia of inbound international
letters in the same categories as those reserved if posted from a
domestic origin, is reserved to the enterprise.

A letter is defined (section 3 of the Act) as “any form of written
cormununication that is directed to a particular person or
address and includes:

- any standard postal article;

- any envelope, packet, parcel, container or wrapper
containing such a communication; and

- any unenclosed communication that is directed to a
particular person or address.”

But there are several exceptions to the services reserved to
Australia Post (section 30 of the Act). The more important
exceptions include: ;
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- a letter weighing more than 250 gms;

- a letter within Australia for which the carriage fee is at
least 4 times the standard rate of 45 cents:

- a letter carried solely by any electromagnetic or other non
physical means;

- the carriage of a letter to an office of Australia Post for
delivery under the bulk interconnection service; and

- the carriage of a newspaper, magazine, book, catalogue or
leaflet whether or not directed to a particular person or
address and whether or not enclosed in any sort of cover.

Bulk letters under the bulk interconnection service can be
lodged at designated mail centres for delivery within the State of
destination, at reduced rates.

The letter monopoly is linked to Australia Post’s Community
Service Obligations. Under section 27 of the Act, Australia Post
is required to maintain a letter service of set characteristics and
quality standards. That section further states that the principal
purpose of the letter service is to carry letters Australia Post
has the exclusive right to carry, and outgoing overseas letters.
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POST REGULATION - SOME ISSUES

Australia Post is responsibie for the operation of the national
postal service. It is wholly owned by the Australian (Federal)
Government. (No debt is owed to Government - only to private
sector lenders). The interface between Australia Post and the
government is principally through two Ministers: The Minister
for Communications and the Arts is the responsibie Minister for
postal matters: the Minister for Finance has responsibility for
oversight of the Government's investments and assets.

At the enterprise level responsibility for the commercial
operation of the enterprise, including achievement of profits and
the payment of dividends to the owner, is borme by the Board
and Management of Australia Post. The corporate plan is the
vehicle for communicating and agreeing with the Government

- strategies and policies, including those relating to the

5.4.1

54.2

5.4.3

844

545

Community Service Obligations {CSO's), financial, quality of
service and other performance targets, and the cost of the
CSO's.

Pricing is the responsibility of Australia Post but is subject to

a power of "disapproval” available to the Minister only for

the basic postage rate (the Minister is otherwise unable to issue
directons to Australia Post in matters of pricing).

Comments on important regulatory issues relevant to postal
services in Australia follow:

Financial Protection

Employee shares: Current practice in government owned
corporations, in effect, prevents the issue of employee
ghares,

Financial guarantee: There is no explicit government
guarantee on Australia Post's borrowings, although an
"implied guarantee” is often believed to exist in financial circles
to be avatlable as a last resort.

Government Subsidies: No cash subsidies are paid directly to
Australia Post by government for the provision of services to
government or to particular groups at prices below cost.
(However, the uniform letter rate in Australia entails an intermal
cross subsidy funded within the postal service).

A free redirection service is provided to pensioners {revenue
forgone). Australia Post sells its services to government
departments at market rates (e.g. matl for the blind, Australian
Defence Force services).

Pension Liability: Since 1975, Australia Post has fully funded
the cost of all pensions to which its employees are entitied.

Borrowing: Borrowings by Australia Post have to be approved
by government as part of the Loan Council process - the
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government requires all borrowings, however, to be raised
in the open market, from the private sector.

Financial Independence

Buying and selling of assets: Australia Post is generally free
to buy and sell assets on a commercial basis but is subject to

government restrictions on heritage property and policy on
local industry development.

Ability to raise capital, incur debt: Australia Post cannot
raise equity except from the government - it is currently not
open to “privatisation”. Debt can only be incurred with
government approval. Post is free, however, to make
investments in accordance with Board powers providing the
Minister i{s duly informed of its intentions.

Dividends: Post is expected to pay dividends to the owner
government in accordance with postal legislation and
govenment policy.

Taxes: Australia Post is subject to all Commonwealth, State
and Territory laws and pays all taxes.

Independence qf Governance

Australia Post's staff are appointed by Australia Post. The
Board of Directors are-appointed by the Governor General on
the nomination of the responsibie Minister. The Managing
Director. who is ex-officio a member of the Board, is appointed
by the Board.

Performance Monitoring

A quarterly report is provided to the Minister. An annual
report, published each year and tabled in Parliament. accounts
publicly for performance. An explicit compliance report on
Australia Post's Community Service Obligations, included in the
Annual Report, is also required.

Public Scrutiny

Australia Post is able to protect confidential business
information, but Post {s subject to Freedom of Information.
Ombudsman and Administrative law processes.

Labour Management Practices

* The right to strike - the workforce has the same rights as
other workers in Australian busginesses.

» Australia Post is free to negotiate the outsourcing
{contracting out} of any of its services or functions. The
process is subject to consultations with staff and unions.

* Currently Australia Post i required to consult with the
Department oflnda:gtnanlane!auom in resl;p:ct of decistons
regarding wages conditions likely to have

significant “flow-on" effects for others in the community.
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Australia Post's policy is to avoid being a pacesetter on wages
and conditions matters.

Mariket Liberalisation

Mailboxes: In Australia, access to the mailbox is not reserved
to Australia Post.

Ability to compete: There are no specific government
initiated measures which prevent Australia Post from
integrating backwards or forwards. Australia Post now
operates a fulfilment arm, Sprintpak, and is a joint owner of
Australian air Express - an air transport business. However,
Australia Post is subject to the Trade Practices Act which deals
with competitive conduct and unfair practices.

Commercial Freedoms

Price: One price only is subject to Ministerial disapproval - the
standard letter rate, Prices of all reserved services, however,
are subject to price review as part of the government's
Competition Policy Reform measures. Australia Post has held
its letter prices since January 1992,

New Products: Post can and has introduced new products and
services (e.g. EDIPost: Australia Post's hybrid matl service).

New Markets: Australia Post has wide discretion in this regard
both within Australia and abroad {wide range of postal related
activities) including hybrid, electronic/physical mail. A variety
of mechanisms for entry are explicitly available e.g. inhouse,
Joint venture, acquisition or through any other form of external
participation. The Board must notify the Minister of new
significant business activities.
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ACHIEVEMENTS OF REFORM
1975 Reforms

The reforms of 1975 made far reaching structural changes. The
first issue was the clear separation of postal services from the
affairs of general government by placing postal matters at arms
length from the day to day business of government. Second, the
mission of the newly created entity was clarified through
legislative provision. This greatly factlitated the introduction of
the discipline and policies which ultimately led to commercial

operation.

The 1975 reforms provided the postal service with a robust
structure, a clearer mission, industrial separation from the
public service workforce proper, and effective financial
disciplines, all of which prepared the foundation for Australia
Post's transition to commercial operation.

1989 Reforms

" The Australian Postal Corporation Act 1989 legislated the

“corporatisation” of Australia Post. Clearly, these reforms builit
on the achievements, principles and institutional changes
introduced in 1975, The dominant feature of corporatisation
was to give Australia Post a commercial charter, albeit in
conjunction with parallel non commercial obligations le
Community Service Obligations and specific general government
obligations (sections 27 and 28 of the Act).

In the process, Post has achieved high levels of service
performance, strong productivity growth and co

creditable levels of profitability. This has been attended by
decreasing real postage prices, sustained mail volume growth
and substantial annual dividends paid to the owner, the
Australian Government.

“Transparency” in the planning, costing and delivery of CSO's
was embedded in the system. Through the corporate planning
process, agreement was to be reached between Australia Post
and the responsible Minister on the performance target to be
met over three years, including the strategies and policies for the
delivery of the CSO's and costing them. In return, day to day
controls by the government were lifted.

A Board of Directors, selected for their commercial skills and
experience, was appointed, executives drawn from the private
sector were recruited to top management, and a commercial
financial structure put in place.
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The regulatory framewaork, the scope of the letter monopoly and
the height of the protective barriers around the reserved services
and the role of the regulators were left unaltered.

The 1989 reforms {mparted to the enterprise a positive
commercial orientation and put further distance between it and
the owner government. They strengthened its organisational
and financial structures, with a commercial Board and
restructured capital in the balance sheet, they opened the door
to appointments of executives from the private sector, and
redefined the relationship between Australia Post and the
Government. Having completed the internal commercialisation
of Australia Post, the 1989 reforms cleared the way for future
reforms to focus on market regulation and competition.

The 1994 Reforms

These reforms followed the report of the Industry Commission
on Mail Courier and Parcel Services of December 1992 which
had recommended abolition of the letter monopoly and other
radical changes to the market for postal services. That inquiry
had been initiated by the Government as part of microreform. It
made recommendations for radical changes to market
regulation, but in the event, they were adopted only in part.

Castro Maurice C. 1994. o lia’s Fostal Services, pp 27-40. In
Comsrarclalteation WM&:&;N i ! | Py Michae!
p.mn.mmm‘ia).mm‘ demic Publia} ot i A Grow and
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AUSTRALIA POST'S PERFORMANCE

The performance of Post has shown significant improvement
over time, notably so since corporatisation in 1989. This section
briefly illustrates the following major aspects of performance.

Price

Before 1975, the postal service recorded losses for several successive
years. In 1975/76. following reform, Australia Post recorded a profit.
and only once in subsequent years did it record a deficit. Following
1975/76. and with tight control over costs, the price of basic postage
increased significantly less than average community prices.

Graph 1 shows the movements in nominal and real basic postage

from 1975/76. A fall of more than one third has occurred since
1975 in the “real” basic postage rate.

Nominal and Real Basic Postage Rate 1975/76 to 1994/95

Graph 1.
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1- Nominal Basic Postage Rate (NBPR) for a standard letter in Austraiian {A) cants

2- Real Basic Postage Rate (NBPR defiated by Consumer Price index}

Sources: Austraiian Bureau of Statistics, Consumer Price index, Cat. No.6401.0, Various
Austalia Post publications: Post Charges, MS 11



73

Page 17

Mail Volumes and GDP

7.3 Over the years since 1975/76. mail volumes achieved sustained
growth, often at rates much higher than economic growth, Graph 2
shows the annual percentage change in mail volumes and GDP from
1985/86 to 1994/95.

Mail Volume and GDP - 1985 to 199§
Year on Year % Change
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Service Quality
7.4 On time delivery is one of the major indicators of letter service

quality. Graph 3 shows on time delivery since 1988. While the
measurement of performance was changed in 1992/93 with the
introduction of external audit, the results in the table indicate an
upward trend in on-time delivery performance over the period.

Delivery Performance 1989 to 1995 - Within Promised Time
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Productivity

75 Labour productivity is frequently used as an indicator of efficiency
in the delivery of postal services. The postal process is very
labour-intenstve and labour productivity captures most of the
improvements made.

Graph 4 shows annual changes in labour productivity since 1975,
Over the period, productivity change has shown consistent, though
variable, improvement. Since 1990-91, a significant change in the
trend occurred, with the annual rate of change increasing and
performance reaching relatively high levels.

Annual Labour Productivity Change %

{Revenue at Constant Prices per Paid Workyear}
1976/77 to 1994/95

Graph 4.
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Profitability
7.6 Graph 5 shows Australia Post's profitability since 1975,

Profitability trended upwards starting in 1989-90 reflecting the
combined outcome of many changes of the reform process.

Corporate Annual Profit 1974/75 to 1994/95
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Dividends Paid

Dividends paid to the Australian Government have increased each
year since payments commenced in 1883/90.

Dividends Paid to Government {A$ M| from 1988 to 1995

Graph 8.
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Time lost through Industrial Disputation

Graph 7 shows the impact that the changing face of labour relations
has had on the incidence of _mdustrlal disputes which have led to lost

time.
Time Lost Through Industrial Disputes (Hrs per employee}
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Total Taxes and Government Charges

Under section 83 of the Postal Services Act 1975, the Australtan
Postal Commission was exempt from the payment of taxation
under any Federal, State or local law. During 1987 - 88 the
Commission became subject to fringe benefits tax, sales tax and
customs duty. The Commission became subject to State payroll
tax from 1 July 1988, other State and local government taxes
and charges from 1 July 1989 and corporate income tax from the
1990-91 financial year.
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Graph 8 shows the total taxes and government charges paid by
Australia Post. In the lead-up to corporatisation, several taxes
were introduced progressively to lessen the financial impact of
subjecting the postal business to all taxes at one time.

Total Taxes and Government Charges {A$m]
from 1987 to 1995

Graph 8.
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Source: Australia Post Annual Reports

Corporatisation, the product of the 1989 reforms, influenced the
achievements of the past five years. Those achievements are
reflected in the productivity and profitability of Post, which
(before tax) increased sevenfold; the percentage of mail delivered
early or on-time, which increased from 88% in 1989 to 93.4%
today: the reduction in the real price of its output; and dividends
to the Government, which rose to $120 m in 1994/95 from nil in
the first year. Taxes and government charges paid rose
dramatically as profits grew, from $30 m in 1987/88 to $254 m
in 1994/95. Not illustrated in the graphs but fact, nevertheless,
is that in recent years Australia Post has repaid $375 m of
capital to Government {of a $450 m four-year capital repayment
programme) and has continued to meet its social obligations as
required in its enabling legislation.
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AUSTRALIA POST'S LABOUR RELATIONS

Corporatisation was both a development milestone and catalyst
for many aspects of change at Australia Post including labour
relations.

The aim of reform was to improve Australia Post's efficiency:
and in such a labour-intensive enterprise, labour relations
would naturally command a great deal of attention.

During the mid-1980's, Australia Post went through a period of
escalating workplace unrest due in part to an autocratic ‘top
down’ style of management. Local disputes were frequent and
labour relations took on an adversarial character. This
cglnnnated in the industrial turmoil of the second half of the
1980's.

In the run up to corporatisation, it was realised that as a
customer service organisation, Australia Post relies critically
on the motivation and commitment of front-line employees
for its business success and competitive advantage. Several
key factors were then identified. These included: workplace and
Jjob design; the latitude in decision-making given to employees;
rewards and recognition; the adequacy of the services provided
to customers; and the standard of equipment available to
employees to provide the service.

At the time it was also established that existing processes did
not result in constructive labour relations; for example, the
dispute resolution processes encouraged abdication of
responsibility for solving problems where they occurred, instead
of encouraging local management to resolve them. This worked
against acceptance of management-mediated solutions. These
were regarded as externally imposed, and often not accepted in
the workplace.

A ‘Joint Statement of Understanding’ setting out the process to
guide future relations was signed by Australia Post's
management and its unions in 1989. The Agreement set the
object of establishing Australia Post's reputation for reliability
and efficiency in providing customer service and outlined six
principles ;and processes of participative management. The
Agreement has been closely adhered to. These principles now
guide the process of renewal and redevelopment and the on-
going relationships between the key players in the business -
peopie, unions, management. '

The first step afterwards was to provide opportunities for much
greater involvement in the business by employees. This was
effected through Industrial Participation. Industrial Participation
has become Australia Post's human resource management
philosophy, built around a process of employee involvement in
work centre decisions, and placing emphasis on employee's
accountability.
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Industrial Participation has strongly motivated employees. It has
broadened their perspective, created more interesting jobs, and
given people greater involvement in the business. Since 1989,
there has been a dramatic fall in disputes and today they are at
a negligible level.

The jobs of most senior managers were declared vacant and were
recontested in a thoroughly open field. These positions no
longer carry security of tenure; they are fllled under contractual
arrangement, and they provide for rates of remuneration based
on current market prices.

Employee remuneration is now set under Enterprise
Agreements which relate expected performance much more
closely to rates of remuneration. Australia Post's Enterprise
Agreement is widely recognised as a leading edge example of
enterprise bargaining and includes provision for:

union rationalisation

quality measurement

provision for workplace flexdbility: and

a commitment to achieving world best practice.

Recognition is also extended to employees in other forms; for
example, bonuses for achieving 'quality accreditation’ and for
meeting productivity targets. These programs are designed to
foster a quality culture and provide for tangible recognition
where a desired outcome is achieved.

Australia Post's labour experience is setting standards in
workplace reform and is emerging as a model for successful
change. Its distinguishing features are consultation rather than
confrontation; mutual respect rather than mutual mistrust; and
incentives for performance, rather than sanctions for poor
performance. The successful vehicle for the change has been
worker participation.
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FUTURE POSTAL REFORM

Background

The past twenty years have seen several waves of postal reform
in Australia: and it is fair to say that reform has been generally
successful. As an enterprise, Australia Post has improved its
performance markedly following the changes made to its status,
structure, and its relationship with the government in the dual
capacity of sole owner and regulator. Furthermore, from a
public policy point of view, the social objectives set by the
Government have been consistently met, and the retention of
national assets in the postal enterprise has been well justified.

While the drivers of postal reform in the 1970's were industry
specific, since the late 1980's, postal reform has been part of a
national all-industries strategy. Increasingly, therefore,
developments in the postal area are being affected by, as well as
influencing, reform in other Australian industries.

Government statements and the continuing imperative to
improve Australia's international competitiveness indicate strong
pressure for change will continue to be felt in all service areas
including postal services.

Further Review qf the Letter Monopoly

A review of the remaining limits to competition is to be
undertaken in 1996-97.

In announcing the Government's 1994 postal reform decisions,
the Minister for Communications stated,

“The Government has agreed to proposals for a senstble
managed approach to the introduction of further competition for
Australia Post...The initial impetus for Australia Post to lift tis
business performance was given in 1989 when the Government
corporatised Australia Post and put in place a commercial
charter and board. Ausﬂ’aliansttsafreadyﬂ!}enwdetq{
governiment business enterprise reforming itself. Productivity
gains, higher staff morale and strong profits have been the

“The Review should exarnine the future arrangements for
Australia Post The Review's terms of reference should be

This is consistent with the Government's view that a public
monopoly must justify the continuation of its monopoly position”.
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It seems lkely, therefore, that the 1996-97 review will examine
the implications of the Industry Commission's proposition that
reserved services protection is necessary to ensure the uniform
charge for standard letters continues and is funded by cross
subsidy from low cost to high cost mail paths.

The extent of monopoly protection may be reconsidered in terms
of the weight and price at which competition will be allowed. As
well, the scope of the monopoly may be examined in terms of the
types of communications to be excluded from the reserved
services,

Principles

Future Postal Regulation will be developed in conformity with
the Australian Government's National Competition Reform
legislation and policies introduced {n 1995. Under this general
umbrella the National Competition Reform Principles Agreement
envisages that legislated restrictions on competition would be
removed unless it can be demonstrated that the benefits of such
restrictions to the community as a whole outweigh the costs,
and that the objectives of the legislation can only be achieved by
restricting competition. They further provide that such
legislation would be systematically reviewed at least once every
ten years, by an appropriate independent body.

Present Government views on the postal service

On behalf of the Labor Government, the then Minister of
Communications stated in December 1993 when the last set of
reforms were announced that the aims were:

- to safeguard the basic letter service and the uniform
postage rate {both of which are currently provided by
Australia Post under a legislated community service
obligation};

- to encourage price and service competition in value added
services; and

- to encourage Australia Post to continue to operate at
world best practice; and as a 100 per cent publicly owned
corporation.

The Minister also stated that the government had rejected the
Industry Commission's radical proposals because they might
have "destroyed Australia Post's viability”, and not ensured
continued delivery of the community service obligations. He
added, the Industry Commission's fatlure to estimate with
confidence the quantum of monopoly protection necessary to
ensure the viability of Australia Post while community service
obligations continue to be internally funded was a major reason
for the decision of the government to take a moderate first step
in 1994 and to review competitive arrangements in 1996-97.
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Page 25

The Hon. Michael Lee, the present Minister for

Communications and the Arts stated, in October 1994, when
comparing postal reforms to other sectors of industry affected by
microreforms:

“We need make no apology for approaching the reform of this
industry sector (le the postal tndustry) on a responsible and
progressive basts. Unitke other industry sectors, we are
starting from an internationally competitive base - not playting
“catch-up”. While that is not grounds for complacency, it argues
against a radical pace of reform that might destabilise the
necessary balance between commercial objectives and soclal
abjectives that makes Australia Post a unique institution in
Australion society - much more than just another business

enterprise.”
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Page 26

CONCLUDING COMMENTS

Australia Post's reform is an outstanding success story - one
which is internationally recognised. The indications of
performance, all point to financial success.

The key issues leading to the improved performance include:

L 2

the “arm’s length” relationship between the Corporation
and the Australian Government;

the establishment of a healthy working relationship
between the Corporation's management, staff and their
unions

light-handed regulation; and

Australia Post's commercial freedom, enabling the
introduction of new services to meet customers’ needs.

From our experience, four fundamental steps have established
the framework for successful and profitable postal service:

the clear definition of the postal service mission;

the introduction of incentives into the framework to
ensure achievernent of high financial and operational
performance;

the acquisition of new resources and skills; and

a shift from an inward looking operational focus to that of
“the customer”, focussing on performance, accountability,
meeting customer needs and customner satisfaction.

Today, Australia Post is equipped to meet the challenges of our
dynamic and contestable market place.
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Mr. Georges C. Clermont
President and CEO
Canada Post Corporation

Goodmnming,ladisandgcnﬂemm. I take great plessure in appearing before you today to
discuss some of the complex issues facing postal administrations. These are very challenging
times indeed for those of us charged with running a twenty-first century postal service.

Some would have you believe that national postal services arc dinosaurs, relics of a bygone age.
They will tell you that there will be no niced for us in the years ahead. They will lead you to
believe that today, communication is dons by fax, by electronic mail, or through the Internet, not
through old fashioned postal services,  Get rid of the dimosaurs, will they say, or, at most, let
them deliver a few letters from grandma and uncie Harvey.

They will bury you with statistics to demonstrate the growth of other communication media:
E-Mail has grown by 100%, business to business mail has fallen by 20 or 25%. eic.

To come to this kind of forum to defend the postal world makes us look like Don Quichote. But
did our predecessors not go through the same debates in the late 19th century when
communications by telephone were growing by leaps and bounds, set 1o replace mail as a
communication medium?

Postal administrations are not thought of as showplaces for modern technology; our image is one
of armies of people wearing green shades and black armbands, sorting letters one by one. The
fact that a lot of very high tech equipment was designed and manufactured to allow us to process
30,000 letters an hour does not eater the public's mind.

We have built in Ottawa a state of the art Control Centre that has more of a NASA image than
that of a post office.  The centre is our most important tool to manage the postal system from a
central point -- it allows us to monitor every monotainer of mail, every aircraft or truck carrying
these monotainers, the conditions of every major highway , every single piece of mail which the
customer has paid for tracking — but it has also become our most important marketing tool; we
bring hundreds of customers through this centre and a customer that's gone through this centre
will never doubt our ability to serve.

This, of course is a far cry from the perception that our competition wants to create in the public's
mind. Let's recognize that they have a vested interest in making us look irrelevant.

Mr. Runyon could perhaps test the relevancy of the US postal service by announcing tomorrow
that he's decided to deliver mail 5 days a week and close all post offices that serve less that
23,000 customers. Your phones and your in-basket would measure the relevancy of the postal
system.
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‘We are not blind to the changes around us. We are not for a minute advocating the status quo but
we know that we are filling a very real need.

People like mail. It is personal. Someone took the trouble to write to you. It is delivered by a
real person. It is tangible. You open it, you read it, you respond to it, It is private and it is
sccure.  People everywhere order buge quantities of products delivered through the mail. Why
can one find that the Company delivering your parcel fulfills your needs and not the Post Office?

Postal administrations are mandated to sexrve the whole country, however remote the area. It is
one of those inmangible things that forms a nation. No one can ¢laim the same coverage. Itis
indeed a weighty obligation that we have and our challenge is to tum it into a useful marketing
feature. Last summer, here in Washington I had the pleasure to hear Senator Stevens refer to the
thousands of communities whose only tic to the main centres of the nation is the postal system.
Ask those living in these communities how relevant the Post office is.

But Postal services are no different than other corporations or orpanizations: to survive they
have to be relevant.

Let me tell you, if I may, some of the things we have done and are doing in Canada Post to
remain relevant.

1981, the Post Office became what we refer to as a Crown Corporation. A Crown
ration is a creaturc of statute, subject for the most part to the provisions of the Canada
Business Corporations Act, and to all other laws of the land, including the anti-trust legislation.
There are Crown Corporations that have a purely social mandate and some that have a mixed
social and commercial mandate. The latter must be run as a business, but it is entirely owned by
the Government of Canada.

There were a mumber of reasons for the Government to move the Post Office Department in that
direction, chief amongst them the political and bureaucratic interference in the day to day
menagement, the elimination of deficits that ran into the hundreds of millions of dollars in some
years, and to eliminate labour stife, which had become so commonplace that Canadians had lost
confidence in the postal system. [ believe these parallc] the conditions that a number of postal
administrations have found themselves in at one time or another.

As a first step, we concentrated on operational improvements, because we had 1o give people a
reason to believe in the system. It was important, first and foremost, to show Canadians thet
their postal system could do the job and give them good service. Having set standards of service,
we had our performance measured by an independent auditing firm - we were the first to so -
and this allowed us to measure our progress, quager by quarter, year by year. This became one
of the key determinants for incentive awards to,0uf salaried employees. We know that we are
doing better now than ten years ago, for example, as on-time delivery has gone from 85% to
97-98%.
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Having had & good shot at fixing the operation, constraining costs and establishing a sound
network of retail outlets, distributed between corporate outlets and franchised outlets, we turned
our ¢ffort to our customers,

When you've been 2 monopoly for well over 100 years, it is very difficult to instill a customer-
driven culture. To change the culture is our current challenge; a more difficult task perhaps than
those we undertook during the first phase. We are now dealing with attitudes and the human
mind. When properly trained and motivated, postal employees are as productive as any.

While our workforce has 2 right to strike, it knows and we know that after 2 week or ten days, the
Government will force them back to work and impose arbitration. We do not have an equilibrium
of forces in the area of industrial relations. They also know that they have contractually obtained
job security and that the Post office is not about to disappear. A normal corporation has a choice
of shutting down an operation: we don't have that choice )and it is evident in our workforce's
behaviour.

But we have spent a lot of time and money on our human resources; we have tripled our training
budget two years ago and have funded the Canada Post Learning Institute, a virtual university
through which all our training is executed. This training can go from product knowiedge to
forklift operation through advanced management courses in our universities. Two faculties of
management, Queen's University in Ontario and Ecole des Hautes Btudes Commerciales at the
University of Montreal work with us at developing curriculae or special courses. For instance,
by the end of this year, we will have every one of our employees through a 2 or 4 day course
called "Service Plus”. a basic course in understanding who is a customer and the choices that he
or she has.

Today, I can say that we have restored customer confidence in our postal system; we have
started measuring customer satisfaction index through am outside firm, of course, and
improvement on this index, quarter by quarter, year by year, will become part of goals, just like
we did for service performance, several years ago. When dealing with such a large workforce, the
goals must be simple and clear and measurable. We will set targets for customer satisfaction in
increments of 2 or 4% points every year. Nobody can pretend to not participate.

Participation by all is a prerequisite for a successful turnaround. There is not substitute for a
workforce that is proud of the Corporation that it works for. In the early stages of the
Corporation, our employees, when asked who they worked for, mumbled “the government”, so
bad was the Post Office department. Today, I can say that our people are proud to work for a
well regarded institution and to wear its uniform.
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Our success has allowed us to regain market share in most of our product lines. This progress has
caused considerable unrest amongst owr competitors. As can be expected, cries of cross:
subsidization soon reverbersted, These allegations have been repeated for the last five years and
have been dismissed every time, the last time by the Bureau of Competition, when it
approved our acquisition of a 75% interest in Purolstor Courier Ltd, the largest courier service in
Canada

Financially, we have not been as successful as we would have liked: we have sought no
goverrment funding since 1986 and we have had some years of good profits and some of losses.
Our current mandate is to eam a return that is commensurate with that carned by firms of similar
size, facing similar risks. Today, we would set that at 10 - 12%.

Qur competitors would like to see us subjected to some form of regulatory regime as is the
USPS. The Govemnment has so far resisted that, for good reason, it seems. The basic letter rate
is the only one that is not subject to market forces; it is set by Cabinet. Our Corporation is
subject to all Jaws of the land, including the Competition Act - equivalent to your anti trust
legislation - which is the perfect remedy for "keeping us honest”, There is no need to force us
intoa s&aigh{)j}ckct which in the end only benefits our competitors.

Our government has just appointed a commissioner to review our mandate. Its tenms of
reference are broad; chief amongst them are the maintensnce of some form of “exclusive
privilege" - our form of monopoly which gives us the exclusive privilege, subject to 2 pages of
exceptions, to deliver letters weighing less than 500 grams - and our role in the firture electronic
information transfer media.

Part of the review will also focus on a clearer definition and cost of our social function. As I
stated in the beginning, our corporation has a mix of a social and commercial mandate. Its social
mandate is essentially the universality of the service and the siugle price for a basic letter. We
like o look at those social obligations as a marketing asset. It allows vs to put everything we do
in a very single focus; we “stick 1o our knitting". Censoring mail, for instance is not ours to do.
Law enforcement agencies are there for this. Free mailing for elected representatives is
government policy: not ours. We get paid for it. Most of our "non.core” operations are
contracted out: we do no long distance transportation, surface or air; we found owt that our
information technology staff tended to re-invent what was already out in the market: we have
outsourced all of this function which frees up capital for processing equipment; the same with
our property management function - We are not managers of real cstate - and this resulted in
huge savings. ~
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By concentrating on our core business, by focusing on our business like sny other corporstion,
we believe that we can play the game on a level field with our private sector competitors.
Playing on a level field means:

- meeting the needs of the customers, citizens, businesses, etc.

- evolving with technology

- paying taxes and dividends to your sharchoider, whoever be may be.

- achieving the commercial freedom that is required to measure up to our goals.

Given these rules, let the market place decide who should be in the game and who is best.
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Chief Executiva’s Office
New Zealand Post Ltd
Privete Bag 39990

© 7 - 27 Waterioo Quay
WELLINGTON
NEW ZEALAND

25 January 1996
Direct: 64 +4+4964338
Fax: 64 + 4+ 496 4418

Senator Ted Stevens Congressman John McHugh
Chairman Chairman
Subcommittee on Post Office and Civil Service Subcommittee on Postal Service

Members of the Subcommittees

My name is Elmar Toime and I am the Chief Executive of New Zealand Post Limited, a
company incorporated in New Zealand and fully owned by the New Zealand Government.
New Zealand Post is responsible for the provision of postal services in New Zealand.

Consider the following facts about New Zealand Post:
B4 In November 1994 we were nominated as New Zeatand's Company of the Year.

82 In October 1995 we dropped the price of postage for a first class standard letter from
45 cents to 40 cents (US26 cents)

B4 In the eight years 1987-95, the real pvice of letter postage has fallen by almost 30%.

B2  For our last financial year ended March 1995 we posted a record profit after tax of
$72.4 million (US$47 miltion) on a turnover of $644 million (US$420 million).

X We have been profitable for the eight years since being corporatised in April 1987; we
made losses before then.

83 OQur key ratios are:
Profit after tax to shareholder funds: 32.1% (24.1% five year average)
Profit before interest and tax to turnover: 17.3%
‘Profit before interest and tax to assets:  25.3%

New Zealand Post is a successful business under any measure. It is my conviction that the
same results can be obtained for the United States Postal Service. In the material that follows I
have given my views on how I see this may be achieved and I have summarised the measures
and reasons for the success of New Zealand Post.

Yours Sincerely

Elmar Toime
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New Zealand Post 8

Reform of the USPS ATTACHMENT 1

Rele of Government

The New Zealand experience suggests that the correct environment must be provided for
managers to perform. The Board of Governors and the management team must be given control
of as many of the levers as possibie to run the business. At the same time a commercial discipline
is needed. This means that market forces must be allowed to operate in as close 2 proxy to the
real market as may be possible, given other objectives of Government.

In other words, Government is responsibie for the operating envir and the social policy
contract. Once that is defined, the Post should be allowed to run like any other business. It will
have:

s responsibilities to its owners (the government on behalf of the people of the United States),

« responsibiliies to social infrastructure (the universal service mandate dictated by Congress);

» responsibilities to its customers (efficient service); and

» responsibilities to its employees (the fair employer requirement)

Reform must discover the oprimum formula to best achieve these multiple objectives. The Stare
Owned Emerprise model pioneered in New Zealand has achieved this.

Conservative change

In dealing with a complex business with a long and valued heritage, both in the minds of the
public and in the people who work for the USPS, reform may be daunting. The desired end
objective of all stakehalders cannot be achieved except over time. The natural conservatism of
ihe public, customers, and employees and no doubt even many managers, will mitigate against
rapid change

Changing the behaviours and attitudes of people does take time. In thinking about the USPS and
reflecting on my own experiences in the wrnaround of New Zealand Post, I have proposed below
a programme of change which I believe allows commercial goais to be set while still keeping an
equilibrium of sorts among the diverse stakeholders and self-interested parties

The following structure provides my view of how this can be achieved in the Unned States.

Summary Overview of Change Programme

1 Separate Regulatory and Ownership Powers in Government
1.1 Qumership is concerned with

1.1.1  business performance (including value creation and profitability)
1.1.2  business scope and investment policies
1.1.3 dividend and capital structure.

Testimony of Elmar Toime 1 New Zeajand Post

B0 63



1.2

91

egujation i ith:
1.2.1 social policy requirements
1.2.2  market behaviours :
1.2.3 monopoly provisions (letterbox monopoly and universal service)
1.2.4 pricing controls
1.2.5 antitrust behaviour.

2 Establish 2 Commercial Company Structure

[A S

A
2
23

24
25

26

Accept Government ownership.

Board of Directors appointed for cornmercial skills (not political and geographical
balance).

All operational and commercial decisions within the social obligations framework
to be the responsibility of the Board.

Performance targets reported to Congress.

Commercial Balance Sheet established which will allow the USPS 1o trade in its
first year (the Government to assume major liabilities if they exist by way of loan,
to ensure a sound capital structure).

Free cash flow dividend policy, in the context of an agreed Business Plan.

3 Establish Mopopoly and Regulatory Controls.

31 Maintain the universal service obligations and universal price for the standard
lerter.

3.2  Continue to protect the standard letter as a reserved service.

3.3  Maintain the sanctity of the mail by preserving the letrerbox monopoly.

34 Regulate the price of the first class letter at an agreed price for 5 years.

38 All other mail services, including volume discounting, to be commercially priced
by the business itself -

Offer of Assistance

The foregoing points summarise the New Zcaland Post view on a realistic and workable reform
package. The discipline of commercial behaviour, allowing the Board and management to control
as many of the levers of performance as is possible, will achieve the necessary results of optimal

performance.

1 would be pleased 10 elaborate on these points at the hearing or by separate commission.

New Zealand Post has both the strategic and operational achievements to believe it has the ability
to assist both Congress and the USPS itself meet its reform targets.

Testimony of Elmar Toime 2 New Zealand Post
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ATTACHMENT 2

Addressing the Future

Creating Benefits for all New Zealanders

New Zealarui Post {3

FAOMPARNY OF THF YFAR

New Zealand Post Limited

Presentation : Elmar Toime
CEO
New Zealand Post

The following presentation summarises the record of New Zealand Post since
corporatisation and presents its operating principles and reasons for success.

New Zealand Post is presently engaged in helping many other postal
businesses around the world achieve similar results.
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20verview
OMeasures of Success
oDelivering the Future
9Keys to our Success

&

These are the key headings of this presentation.
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New Zealand Post Limite

2 Created from the Post Office which was divided into three separate
businesses: Post, Telecom, PostBank.
9 New Zealand Post is a limited liability company.

9 Clear separation of the powers of the Board (commercial) and powers
of the Government (shareholder rights and public policy).

9 Its shares are held by the Minister of Finance and the Minister for
State Owned Enterprises.

© The State Owned Enterprises Act controls the public accountability
requirements.

9 The Postal Services Act controls the regulatory environment.

&

This summarises the structure of NZP.

For all intents and purposes, we operate like any other private company. There
is a requirement by law that we operate as a successful commercial company.
We pay taxes exactly like any other business. Our postage attracts the general
value added tax of 12.5%. Our loans are not guaranteed by the Government.
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New Zealand Post Limited took over a postal operation
in 1987 that was:

o Incurring major losses (340 M in its last year).

o Overstaffed and buraened with a large fixed cost structure.
2 Operating inadequate mail processing facilities.

o Lacking financial and management systems.

o Needing substantial capital investment.

© Deteriorating service standards and not meeting customer
needs.

(]

Before corporatisation, NZP was a poor operation. It lost money, little had
been invested, there was little technology employed, and many of its managers
had become administrators. People were demoralised and lacked commercial
incentive.

The real losers were the public of New Zealand. They received deteriorating
service and subsidised an inefficient operation.



Since corporatisation in 1987, New Zealand Post
now operates in 1995
® With 30% more mail to deliver:
» ... real unit costs 30% less,
» ... labour productivity up by over 100%,
» ... ata 97% plus on-time service performance.
9 New products and services meeting market needs.

© Modemn plant, iransport and equipment funded from within
the busiuess.

o Paid dividends and taxes of $445 M.
o Satisfied and involved labour force

&5

Success was achieved over the entire eight years of our life as a corporate
entity. We were completely self-funding. The Government received
handsome dividends, the public a first rate postal service.

The next few charts record the key measures of success as we see them.
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The year before corporatisation recorded a NZ$40 million loss for the postal
business. This was turned around in year 1.

In 1988 a subsidy of about NZ$19 million was paid to keep small rural Post
Offices open. This subsidy was withdrawn the following year. There are no
subsidies paid to NZ Post.

The loss in 1992 was due to abnormals, including property value writedowns,
severance payments to workers made redundant due to restructuring, and
expensing a major computer system investment. Normal operating profits
were about $40 million.
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Turnover fell initially as we lost ..acome from banking (formerly conducted at
Post Offices, but withdrawn by the now independent and privatised PostBank).

New turnover growth has come from a new courier service, new mail products
and services, merchandising sales in Post Shops, agency payment services, and
new ventures.

NZ Post is able to acquire and divest businesses and companies to meet core
business opportunities.

NZ Post ranks 27th by tumover in New Zealand (and 13th by profit after tax).
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Productivity

Lefters per Person {'000)

This is a broad measure of labour productivity. The chart shows letters
handled per Post employee per annum.

Total factor productivity shows similar trends. Value based management
measures also record significant value creation by the business.

The inverse of this chart is the fall in number of employees employed. Itis
true that we have 40% fewer people (measured by full time equivalents).
Because the key workload falls in the evenings and mornings, we now have a
large part-time workforce. We have also outsourced or contracted out some of
our activities.
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Our capital expenditure has been sourced from retained earnings, sale of
surplus assets, or borrowings. We have completely modernised our business -
state of the art technology, in-hou::e transport network (including a small air
fleet), modern post office premis -, computerised.

However, we are exceptionally rigorous in project evaluation to justify capital
investment. We take the benefits of management reform before we apply

benefits to capital investment projects.

Our investment in subsidiary businesses is included here also.
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We have paid substantial dividends to Government (over 70% of profits after
tax) as well as corporate tax.

Next year we intend to take on more debt to closer match private companies
debt structures. This will allow a cag :*al repayment to be made to
Government, our second such restructure.
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International Letter Prices
Gasat 3! March 1995
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This chart shows relative prices (in NZ . ents) for first class letter postage. It
was prepared before we reduced the price of postage from 45 to 40 cents.

NZ Post has therefore achieved its profitability not through pricing.
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Standard Post Performance
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Further, on time performance has continued to improve. We measure
performance internaily daily, and report the results of independent measures of
service performance in our Annual Report.
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Retail Network
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In 1988 we abolished the term “post office” and replaced it with Post Shop.
This characterises the commercial attitude we have developed in the business.

Post Shops sell stamps, accept mail, parcels and courier express items, accept
payments for a wide variety of financial transactions (for example you may
renew vehicle registration or pay road user taxes at a Post Shop). We also sell
a range of stationery and related merchandise.

in 1992 we made stamps available to any approved retailer, with a sales
commission of 5%. We are now introducing franchises - we have a formal
franchise programme and in the last year have begun to increase once again the
number of “full service” Post Shops as franchises.
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Favourability

Total Favourable %

Mar 93~

Sep 92
Dec 924

We have an external and independent research house measure the public
perception of NZ Post monthly. We are now the highest rated utility.
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Per capita mai: volumes
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Mail volumes in NZ are not particularly nigh. This chart gives us cause for
optimism. Our growth has been around 5% per annum for four years. This
year will be our highest growth, at nearly 6%.

Good service and cheap prices are the best causes of growth.
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9 Universal price-equalised service
S Price control on standard letter
9 Six day delivery

o Minimum number of retail outlets
9 Free rural delivery

65|

We have a contract with Government, called the Deed of Understanding, in
which we accept these social obligations. As a state owned enterprise, we
must also fulfill our obligations as a key infrastructure service.

The reference to free delivery service is a situation unique to NZ. For 70 years
rural customers were require to pay a small fee to have mail delivered. this fee
was abolished by NZ Post in April 1995 as part of our continuing to return the
benefits of our efficiency gains to our customers.
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Business Vision

Our vision is to be recognised by
New Zealanders as the best company in
New Zealand.

o Sustained Profitability.

o Care for New Zealand by meeting defined Social
Obligations.

2 Investment which adds Shareholder Value.
© Valuing our People.
» Reliable, efficient services at lowest Cost and Price.

I have established a vision inside NZ Post to target and provide direction to
people. This vision is accompanied by a set of five business principles to
guide decision making,

The last one is market positioning statement, illustrated in the next chart.
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Positioning the Post
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NZ Post targets the 4th quadrant “Compete”. We want to be competitors,
winning customers because we are good, not because we have a monopoly. It
takes many years to reach that positioning.

The US Government must set a target .or the USPS. Low price and high
efficiency (meaning on time service and low urut costs). How to achieve this
15 of course the issue.
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New Zealand Post reduced the price of the medium-sized
standard letter from 45 cents to 40 cents () including GST on

2 October 1995,
l’!!mw:lnwh-m’r—m '
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This is the price record for the first clas, letter in NZ. Remember, the price
includes 12.5% GST (Goods and Services Tax or VAT).

Prices are set by NZ Post. This is independent of Government. The Company
does have, however, a price ceil:ng against changes in the Consumer Price
Index.

On 2 October 1995 we reduced the price of postage for the standard letter.
This means postage is now almost 30% cheaper in real terms than 8 years
ago.

In 1988 we moved away from weight based letter postage to size-based prices.
This reflects better the actual processing cost structures and makes life far
simpler for the customer.

We also offer very substantial discounts for high volume customers who pre-
so:t their mail before lodgement. We share cost savings with our customers.

This discounting is unregulated and determined solely by the Company (with
reference to market pressures of course).
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9 Strategies for success

9 Business purpose

People reaching people through
New Zealand Post for riessages,
goods, and payments

O Farming the Core

New teland Post 05

SKey Programmes

&

This presentation now turns to the future. What are the strategies being
pursued by New Zealand Post to succeed in the future.

Our business purpose statement s : “Peeple reaching people through NZ
Post for messages, goods, and payments”.

This defines the scope of the business. We will invest only in these core
activities. We agree that as a Government owned business it is inappropriate
to diversify.

We call this strategy of confidence in our business scope “farming the core”.
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Key

Making
Money

TN

Building

Relationships

( Winning

Customers
\_

Delivering
the Future

(x4]

Each manager in NZ Post has objectives against these four Key Result Areas.
Making money is concerned with profitability, productivity growth, margins.

Winning customers is concerned with service performance, measured by
customer satisfaction indices and on time mail delivery.

Building relationships is concerned with stakeholder relationships (the public,
our employees, labour unions, Government) and we measure performance
through public favourability measures and employee satisfaction indices.

Delivering the future deals with investment: whether in capital, people
development, systems, or image of the Company.
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New Zealand Post

e Kevs to our Success

© Corporatisatiou

o Strategy

© People and Organisation

© Marketing

9 Production Control (measurement)
9 Management Systems

Rethinking traditional performance standards

(]

Turning now to the reasons for NZ Post’s success we think about these areas of
performance. Each is summarised in the following.

We believe we have “gone outside the box” in rethinking the traditional
expectations of the postal business.
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Corporatisation

9 Separation of ownership (Govemnment) and
operational (commercial) matters

9 Corporate performance accountability vested in
Board and management

9 Board and Chairman selected by Minister

9 CEO selected by Board

2 Social obligations defined by (separate) regulatory
arm of Government

O Performance objectives defined in Statement of
Corporate Intent (accountable to Parliament)

&

The corporatisation process provided the correct external stimulus to initiate
change.
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Postal Strategy

e e s

© National priorities.

© Infrastructure position.

o Investment priorities.

9 Growth: efficiency and service.
© Commercial discipline.

The time has come for postal development.

]

We understand that postal strategy must consider the fact that the Post is a key
national infrastructure. It is not exactly like a private business. It is important
to proxy the market as best as possible, to give managers the correct
performance signals.

There is no reason why the postal business cannot be made into a successful
corporate.
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People and Organisation

© Accept responsibility.

9 Appropriate organisation structure:
» for growth,
» for delegation,
» for market focus.

© Management development.

9 Best piactice.

o Teamwork.

&3

Labour relations and management focus are vital ingrédients to success.

Changing attitudes does require a lot of time. For that reason it is unrealistic to
implement a radical reform programme. Conservative change in the right
direction is preferable - that is why for the US I do not recommend extreme
measures such as full market deregulation and privatisation.

Trose options may remain for the future, but are not necessary for major
change to be achieved now with a more limited programme.
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Busmess Unit Reorgamsatlon

2 Focus on growth and closer to the customer,
2 Commitment to our people, our customers and the community.

(]

e

The present organisation of NZ Post is simple and uncluttered, allowing
business divisions to exercise maximum market focus.

Letters is concerned with the letters market: marketing and sales, delivery,
mail processing operations.

Distribution is concerned with parcels and express courier, and the linehaul
transport network. :

Consumer manages the business of Post Shops - the retail network.
Post Plus is concerned with direct mail, stamps, and electronic mail ventures.
International manages the international range of services.

Each business division is autonomous as far as possible and writes its own
Profit and Loss.
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9 Product knowledge:
> service performance,
» volume information,

> cost structures.
o Customer knowledge.

9 Product development:
» the importance of simplification.

© Marketing planning.
o Sales and account management.

&

We have placed a huge emphasis on ma. keting and sales.
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Production Control

A system of management for mail operations that:
9 improves service performance,

o increase productivity,

9 achieves greater flexibility,

o copes with volume fluctuations,

Puts service performance under control!

i

Our business efficiency is as a result of proprietary systems implemented in
mail service centres. Resources closely match workload. This production
control process lies at the heart of our productivity success. The techniques are
amenable to any single postal installation - here the comparison in size and
complexity between the US and NZ does not matter.
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Management Operating System
Overview

F t
/ orecas \

Analyse & Schedule

correct / .
\ Record & Processing
-—
report resource

[t

This ts a simple schematic for our production control system.
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© These are fundamental principles involving a new way of managing
the postal business - simple, practical, enduring.

9 Hands-on quantitative management,
2 Does not require technology - capital is conserved.

o Involves staff and produces an environment that fosters
improvement and innovation.

© Guarantees productivity improvement and capability to handle
growth.

o Compatible with total quality management.
A unique New Zealand Post business »vocess that can apply anywhere

&

We would like to assist the USPS in these practical measures.
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Management Systems

© Mail processing systems.

2 Delivery systems for letter carriers.

© Operations training.

S Transport network controi.

© Track and trace - courier and mail shipments.
9 Financial and management reporting.

© Business and marketing planning.

&5

Like all businesses, we have worked ha. J to develop and adapt systems for
better management. We are pleased with our achievements in these areas.
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To conclude, we see this as the metaphor for our transformation.
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ATTACHMENT 3

Statutory Change
and the Post

New Zealand Post &5
COMPANY OF THE YEAR

Elmar Toime, Chief Executive
New Zealand Post Limited
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FuturePost 4TV

Statutory Change and the Post

The legislative influence on the development of New Zealand Post
Presentation by

Elmar Toime

Chief Executive

New Zealand Post Limited

Washington
13 July 1985

Introduction

Recently, a business paper in New Zealand headed an article discussing management training in the
following way:

“Does management reform the economy or the economy reform management?”

The article went on to quote the government of a neighbouring country announcing a new
investment in management training as “the next key step towards a competitive economy”. The
journalist put it rather neatly when she pointec out the belief in New Zealand was the other way
around: “a competitive economy produces management reform”. 1 think this rather neatly captures
my theme today.

There is a lesson here for those who wish to push for postal reform and bring about the change
necessary to bring a postal entity into the competitive real world. There is only so much managers
can do. They are a product of their environment.

What is New Zealand Post

New Zealand Post Limited is a government owned enterprise. It holds the franchise in
New Zealand for universal mail delivery. Otherwise, it is just like any other company. Importantly,
our employees believe in our company status. Having that state of mind helps achieve commercial
behaviour. We try hard to get the entire public of New Zealand to also accept this. The language
we use (for example, we do not refer now to post offices, but to Post Shops) and the symbols we
have created emphasise the point. Nevertheless, the old institutional, way of thinking endures.
That's OK - it can be tumed 10 business advantage, as { will show.

There were no half measures when we were estabiisned as a corporate. The government gave us a
clean, straightforward balance sheet with no hidden elements or special provisions. The break from
government administration was clear-cut.
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The change process was not exclusive to New Zeala d Post. The enabling legislation which created
us as a legal company, defined as a State Owned Enterprise (SOE), served a dozen other
government trading entities. We were all commercially set free on the same day. All have
succeeded and become profitable. Many have since been sold and trade today as privatised
companies. We at Post remain in government ownership.

I have discussed privately how all this came about with the government Ministers of the day who
were responsible for the SOE initiative. They tell me they were confident of the model, but not of
Post itself. They wondered what they would do when (not if!} we failed. [ have heard that said in
many piaces around the world since. If there is one lesson from New Zealand experience it is that
the Post can and does work as a successful business.

The Measures of Success

Well, we didn’t fail. I think the initiative
was a resounding success. Why? First: the
environment was set up for success. The
company was not only told o be
commercial, it was given the tools and
freedom to be commercial. Pricing policies
were ours to make and market positioning
was ours to define. Personnel policies were
ours to formulate, to ensure we brought
staff with us. We were free 1o hire and fire,
Figure 1: Profit after Tax and reward at market rates for skills and
achievements.

Second: while the Company was denied govemnment guarantees in its borrowings and trading
activities, a sound commercial structure was established. This took almost a year to set up before
launching as a corporate. Properties were assessed and valued, and assets were identified and
assigned to the business. The government decided a postage price to get the Company closer to
profitability. Preliminary budgets still had the Company making a loss. The full value added tax of
10% {called GST in New Zealand) was applied to all postage.

Cents

Year (as at April}

Figure 2: Standard Letter Postage

That postage price of 40 cents established then (about 25 cents US), now inciuding 12.5% GST,
applies todav! In real terms, the price today is 27 cents, a fall of over 30%.

N
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Third: a leadership structure was established The government appointed a commercial Board of
directors, consisting of leading accountants, | wyers, and entrepreneurs. Strategic skills and
purpose were strong. Political affiliation was not a criterion for selection. The Board recruited a
strong chief executive (my predecessor and mentor, Harvey Parker, who introduced me to this great
business). From the outset it was decided that success, meaning principally profitability, was to be
established immediately, in the first year of trading. That became the driving force throughout the
business.

The Statutory Environment

I have said that the Post was established
as one of a dozen other government
trading enterprises. Back in 1987 policy
setters did not think it was 8 Create? in 1987 froin the Post Office which was divided into three
fundamentally different 1o any other. 1 Sf?d’a“-’hlsmt POS_L Tda:tjmj F’ostBank

believe that view may have changed for = ;\ewZealand‘Pcstsahmtzd iability company »

many. [t must be acknowledged the $ Clear separation of the powers of the Board commercial) and

P h . . .. powers of the Governerent (shareholder rights and public policy)
0st has a mysterious social position s I's shares a.rehddby the Minister of Fi and the Mini for

Figure 3: New Zealand Post Limited

that has endured throughout the years of State Owned Erterprises
reform in New Zealand. This iS5 | g The State Owred Enterprises Act controls the pubic
reflected in the complex statutory accountability requirerrents

environment that remains in place for | = The Postal Services Act controls the regulatory environment
us.

All stakeholder groups have been considered in the legislative framework

« State Owned Enterprises Act

The key to understanding is the State Owned Enterprises Act, a statute that defines our
objectives. Section 4(1) states:

“The principal objective of every State enterprise shall be to operate as a

successful business and, to this end, to be -

fa)  As profitable and efficient as comparable businesses that are not owned by
the Crown; and

(&) A good employer; and

fc)  An organisation that exhibits a sense of social responsibility by having
regard to the interests of the community in which it operates and by
endeavouring to accommodate or encourage these when able 1 do so.”

This principle and its objectives have been tested in the Courts as various interest groups have
sought to modify a number of decisions the Company has made by appealing on the grounds of
what is “a sense of social responsibility”. The first instance occurred in 1988 when an attempt
was made to prevent the closure of uneconomic post offices. Mr Justice Greig decided:

“It s plain in my view, thar the over-riding consideration is commercial, the
operation of the successful business to be the background and probably the
Joreground of the company’s operations.”
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A more comprehensive test occurred in 1992 when the rural community attempted to prevent
New Zealand Post increasing a special charge for delivery that had existed for 70 years. I quote
the following key passage from the judgement of Mr Justice McGechan in the High Court of
New Zealand:

“While Section 4, and other sur.ounding factors impose a duty to deliver, they
likewise limit that duty to the commercially realistic. If a service is commercially
Sfeasible, it is 1o be provided - under contract or howsoever - and s not lo ve
withheld as a mauer of policy, or arbitrarily or in a discriminatory fashion.
However the duty 0 be a successful business does not in itself oblige New Zealand
Post to provide uneconomic services, even within a monopoly, whether or not such
were traditional for its deparrmerial predecessor. Indeed, if anything, the duty
prohibits the uneconomic and unbusinessiike, unless there are over-riding
extraneous commercial factors..”

Two Cabinet Ministers, the Minister of Finan=e and the SOE Minister are named in the Act as
shareholders. Their's iu a key role. They exercise responsibilities as shareholders and are
concerned with the overall performance of the business and they are responsible to Parliament.
Day to day operational matters, including pricing, are solely issues for the Board and
management of New Zealand Post. Ministers may only direct the Company in writing to
undertake any action, and any such request must be tabled in Parliament. There has been no
such request to New Zealand Post in its eight years of existence.

Postal Services Act

This defines our regulatory environment. Policy serters continued to believe that until the
business proved itself successful a degree of statutory protection was necessary 10 ensure 2
universal service could be provided. This proiection was defined 1o apply only to the standard
letter. [t was made clear to the Company however that these provisions would be removed in
due course. Again, the initial correct incentives were established. [ think there is no doubt that
the intention to remove the monopoly wrovided a powerful motivating force inside the business.
The Company and its people were marshalled behind the catch-cry of compe:ition.

In the event, government took the view, in conjunction with the Company, that deregulation
was to be phased in. This was as much to do with the state of the New Zealand economy at the
time (a major recession and property market collapse) as it was to do with concem about the
Company’s ability to survive.

Last November the government decided it would legislate to remove fully the monopoly
protection in 1995, but that has not happened as yet. We have shaped our business plans to
expect an open competitive envirunment.

Our decision to reduce the price of standard letter postage, made with the release of our Annual
Report on 27 June 1995, is only partly a competitive reaction to deregufation. It is more to do
with our confidence in mail as a communications tool and as a stimulant to growth.

The Company fully supports the present initiative to deregulate the postal market in New
Zealand. While it is not within the ambit this paper, [ do believe it is the correct future world
initiative.
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+ Deed of Understanding
New Zealand Post has been a commercially

9 Universal price-equalised service aggressive business. Our quest for efficiency and
2 Price control on standard letter reform has required us to take a number of difficult
2 Six day delivery and unpop.u!ar decisions. This led to some concerns

from Parliament that perhaps the Company could
O Minimum number of retail outlets reach decisions that compromised the role
2 No rural delivery fee Government saw necessary for a universal service

provider. Government asked the company to commit

itself 10 defined social obligations in exchange for
Figure 4: Defined Social Obligations | .oniinued statutory protection.

This gave rise to the Deed of Unuerstanding which is a contract between the government,
represented by the Minister for Communications, and New Zealand Post. The basic provisions of
the Deed cover universal service, an indexed price cap for the standard letter, frequency of mail
delivery, and size of the post office network.

The company has committed itself o the Deed even when the market is fully deregulated.

« Companies Act
The business also operates under the Companies Act and financial reporting acts, which are
codes of legislation pertaining to all companies in New Zealand. The Acts define the
responsibilities of the Board, statutory reporting requirements, and so on.

= Other Legislation

As a government owned entity there are a number of further constraints on the business. We are
subject to an Official Information Act which in principle allows people to seek information about
the Company and its decisions. Administrative decisions and refusals to supply information can be
reviewed by an Ombudsman (a parliamentary officer} who has power to recommend compliance but
not enforcement with his viewpoint. Commercially sensitive information can be withheld, but it is
an onerous responsibility to prove its sensitivity.

The Company is audited by the Auditor-General who contracts a private firm of auditors to carry
out the audit. This audit is reported to 2 Select Committee of Parliament who can call Company
officers before it to account for its actions during the yéar. The Annual Report of the Company is
tabled to Parliament, as part of the SOE regime which also requires a Statement of Corporate Intent.

Statement of Corporate Intent {SCI)

The SCI provides for the Company to prepare a statement of its broad operating strategies, business
targets, and investment policies for 1abling to parliament. The statement must be agreed with the
Minister. In this way a form of broad control is exercised over the trading activities of the business.
It is a public and accountable instrument to aliow the shareholder to be involved in strategic
decisions which could lead to diversification away from the core. For example acquisitions of other
companies or shareholdings over $1 million require Ministerial approval. I believe this sort of
control is appropriate for a shareholder. In particular the Government determines the extent to
which it wishes to see its businesses encroach into new private sector activities.
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People and Public

New Zealand Post has worked hard at its labour relations. Organised labour participated in the
New Zealand reform process, It recognised the need for change in the economy. Today that
reformist zeal has slowed down but it was a potent force in the mid to late 1980's. The cost of New
Zealand Post’s commercial success has been a 40% (cduction in the workfocce, Part time and shift
work employment is a major element of some parts of the business. The efficiency imperative
drives all change in the Company.

The Post must deliver. Businesses and the
economy have the right to expect efficient low
cost, reliable mail services. I am a firm
believer in user pays. There is no long term
place for subsidies in what can and should be
commercial enterprises. There is no reason
why the Post cannot pay its own way. One
requirement is an insistence on labour
productivity.

Taar tas soms

Figure 5: Full Time Equivalent Labour

Simplistically, that is achieved in one of two ways. You can reduce labour input for a given mail
volume, or, you can hold fabour effort constant while volumes increase. It is a management fallacy
in my view to depend on volume growth to solve productivity problems. That dodges the issue.
Volume growth is delivered by economic condi:lons and it is delivered by a postal environment
with good service and minimum price. The Post can only be respoasible for the fatter. Marketing,
new niche markets, divergence from core activities are only pretence. They can't disguise what
ultimately has to be faced - the efficiency of the workforce itself.

Certainly, make the marketing changes tnat favour productivity. For example, by simplifying
postage rate conditions, it makes it easier to run the business. It makes it easier for customers as
well. In New Zealand we do not need a public post or zip code. We have tackled the management
options for productivity gains without making demands on the public. Our letter pricing is based on
size, not weight, because that's what determines costs. As a result, life is so much easier for our
counter people and for our customers.

The following table summarises some of our key [Neww Zealand Post now operates in 1995:

performance indicators. ® With 30% more mail to deliver
> .. real unit costs 30% less
Interest groups have mixed views. To the mind of > .. labous productivity up by over 100%
some, the reforms we have made have gone too - -0 97% plus on-time service perdormanes
. - . = Prices under control, with only one price rise in §
far. Generally, there is little public awareness that years for the standard letter

it is business that pays the way. The uninitiated |5 New products and services meeting market needs
believe the Post i$ 2 community and social service | @ Modem plant, transport and equipment funded
for householders. As a consequence 00 much from within the business

weight can be given 1o the features of the universal |@ Paid dividends and taxes of M5 M

service - basic letter post price, post office
networks, and defivery frequency. Figure é: Business Performance
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If customers are prepared to pay for these services, well and good. The true test is what would
happen in a competitive environment. Competition decides what is affordable and what is needed
by customers.

As I have mentioned, interest groups have tested the law in the courts to see where commercial
behaviour begins, and where the Company must have other, broader social considerations. There
was major opposition to our post office conversion process. But no place in New Zealand was left
with a lesser postal service. Banking was taken away (hardly a Post matter) and agency payment
serives could no longer be carried out in our franchises. It is undeniable however that many
communities felt a community luss with the closure of the local post office.

The rural community was similarly aggrieved when the Company at one stage threatened to
withdraw from delivery services to rural addresses. Our solution was to increase a long-standing
fee for service, paid by the addressee. This gave birth 10 a major and enduring lobby which sought
political interference to force New Zealand Post to desist. The SOE model was upheld and the
Company effected the change.

Today, the company could be seen in one sense to be reversing these unpopular actions. We are
increasing the number of full service Post Shops and have removed the controversial rural delivery
fee from 1 April 1993, While public opposition was one element 1o our decision-making, a new set
of commercial imperatives have driven us.

With the introduction of fes Ouiaws
counter aulomation geo - WPost ShooSIFrancruse@Privata
technology and the L0 .

development  of  our

! ; 00 —
franchise operation, we
X 3600 -
can see the benefits of a
3200 -

more commercial solution )
10 the question of public 2209~
access t0 our services. 2100
And, of course, we ¢an see 2000 —p
the commercial benefits of 1600 -]
having a universal delivery ‘m_!‘ -
service, including the rural o, J
sector. Rather than i

charging the addressee, it 0 g

is better to encourage m ‘ ' ' ' ! ! ! ! :

8 D 8¢ more 1987 1989 1969 1990 1991 1982 1993 1984 1905
mail through a more cost-

effective delivery channel. Year at 1 Apri

That is what we are doing. Figure 7: Retail Outlets

These two examples, the Post Office closure 'obby and rural delivery, show that there are key
interest groups that do have valid pciats of view. One first decides the commercial priorities. This
may require unpalatable solutions, but usually they just have to be made.

Having said that, I do believe the Post is different to ordinary business enterprises because we are a
carrier of last resort. The government says that must be so as a matter of public policy. If we
weren't there, someone else would have to do it.
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One vital interest group comprises the large mailing businesses. These are the companies that either
are dependent on the mail for their livelihood, or whose own administrative processes need a viable,
vigorous and efficient Post system to exist. Many of these groups are represented in the audience of
this conference. Many presen: may be enjoying the benefits of subsidy or lobbying power. They
have a real influence on what happens through the various rating processes. I have a massage for
you, too. A commercially free Post, able (0 se. its own prices and service offers should not hold any
fears, except if you benefit today in an unreasonable manner.

I offer three examples of changes made by New Zealand Post where business customers did not
immediately benefit from our efficiency and structural reforms.

Publications Discount.

Like many other postal administrations we used to offer a 50% publications discount. I don't
know why. It was the first subsidy we eliminated, and properly so, for mail costs depend on size
and weight, not contents! The consequence for some publishers, particularly small non-profit
organisations, was to close them down. We are not proud of this, but they had existed because of
a historical and unjustifiable subsidy. Hardly the way for them.to sustain 2 viable busin ss.
“Large customers, who swung a lot of weight, negotiated a phased price change. Some managed
to win a five and six year phased removal of the discount. That’s great. That's commercial.

Franking Machines
My second example concems franking machines. It was the practice in New Zealand to sell
postage on credit to people using franking machines, There were tens of thousands of customers
with effective credit lines of only a few dollars. They were billed monthly and were a major
administrative cost to the company.

We introduced a new credit policy and required small business customers to convert their
machines (o credit locking. This cost them hurdreds of doliars. At the same time we introduced
a service called BoxLink that did not require stamps or franking, compounding the effect. This
devastated the franking machine industry in New Zealand.

Following the announcement of our intertions, the industry asked me to respond to their
concerns. | asked how they had factored what New Zealand Post might do into their business
ptans. This question seemed to catch them by surprise. No-one had thought New Zealand Post
was a relevant factor in their strategic planning.

Mailing houses
My third example concerns the mailing house industry. It was the practice that customers who
originated the mail paid the mailing house, usuaily on 7 day terms. Because the old Post Office
was such a poor chaser of debts, the mailing houses enjoyed debt-free working capital funded by
the Post. Needliess to say that changed as we focused on cash flow. We began to contract
directly with the major mailers and received payment on 20 day terms. Mailing house cash flow
dried up and some businesses folded. Their profitability had depended on a lazy Post.

My observation is this. The Post used to be a sleeping giant. Many rested their heads on its gentle
and fat belly. Beware when the giant awakes!
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I want to briefly tum to where I see New Zealand Post going now. Our business
vision is to become the best company in New Zealand and recognised as such by
ordinary New Zealanders. We are already 1994 Company of the Year in New
Zealand! To give ffect to The Best Company vision | have defined five business
principles to target all our shareholder groups. These are:

New Zealand Post
Company of the Year

[V ]

[ )

price

Sustained profitability

Care for New Zealand by meeting defined
social obligations

Investment which adds shareholder value
Valuing our people

o Reliable, efficient services at lowest cost and

Figure 8: Business Principles

Our business purpose and direction is firmly based on what we call our “farming the core” sirategy.
We concentrate on the established parts of our business, and extend these only where we can
demonstrate clear synergies of operation.

This year we have divested two of our subsidiary activities which we felt were diverging from our
core. Instead, we are presently in the process of acquiring two others to prepare a future strategy to
lessen the company’s dependence on the letier post market. That is commercial freedom. We apply
strict internal investment disciplines: shareholder value considerations and relevance to our core

key drivers.

Competitiveness
HI

LO

LO

HI Efficecy

Figure 9: NZ Post market positioning

Our drive for ongoing efficiency
continues. We are advising a
number of overseas postal
administrations on practical and
basic productivity projects. If you
haven't seen these projects, you
will be amazed. 1 invite my
audience to come and observe
these changes first hand in New
Zealand!
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Conclusion: What Advice Do | Give?

I come back to my opening question. Do managers get the environment right, or does the
environment produce the right managers? 1 believe the importance of getting the environment right
can't be glossed over. In the case of New Zzaland Post the environment was changed first. The law
makers established a model for government trading enterprises predicated on a policy view that said
it was preferable for government to be small. Their view was that government was a poor investor
and could not properly operate a trading entity, because at some point the need to implement social
policies would come into conflict with or dominate commercial abjectives,

The State Owned Enterprise model was the product of this change. Public policy and commercial
activities were clearly separated. A minimal set of social objectives evolved, expressed in the Deed
of Understanding, that appears today to satisfy nearly all interest groups. And, there has been some
pain.

Difficult decisions cannot be avoided. The Post is too important for that. There are commercial
solutions for the problems facing the Post.

If the legisiative and commercial environment is put right, what then? Obviously objectives must
be set for the business. For New Zealand Post, the business is required by law to be successful on a
comparabie basis. The governance of the business must be directed to that goal. It means a strong
profit ethos. Profitability. and more particularly building the value of the business, drives
managers. Rewards and incentives for people must be correspondingly appropriate for the scale of
the business. Sensible commercial freedom is necessary.

Public accountability is still possible. Rules for reporting and disclosure exist to ensure public
targets are met. None of this means that the operation can’t run commercially. Capital investment,
whether in plant, technology, or new business ventures must have the appropriate disciplines. This
means the business is able o raise capital because it is commercially sound. The changes we have
seen in the world in the past few years have reinforced the capitalist model. The Post is not
immune.

The challenge before the Postal Service is good service getting better at low costs. Efficiency and
business profitability must be the aim. [ have no doubt whatsoaver that these goals for the Post can
be achieved ia the United States of America. Complete the change process which has begun.

I close with a quote from Shakespeare's Julius Caesar:

“There is a tide in the affairs of men,
Which, taken at the flood, leads on to fortune;”.

Now is the time!
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Testi y by Ulf Dzahlsten January 25, 1996 at a hearing organised by rhe Senate and
House subcommiteees with juxisdiction over the U.S, Postal Service.
The hearing was eutitled *USPS Reform - The International Expericnee”

Can deregulation work?

Mr Chairman, Mr Co-chairman. As the others I am honoured ro be invired o0
present our experiences. Sweden has gone further than most countries - as you
probably know - and cotally abolished the monopoly on letrer distriburion.

Sweden was when it happened in 1993 one of rhe first three nations in the world ro
deregulate its levrer marker. Just under ten operators, most of them very small, tried
to establish business in letrer discribution. Of the active ones, only Svensk
Direkereklam is lefe. This company, originally a distributor of unaddressed mail, is
now also involved in the distriburion of addressed irems.

On the other hand, Sweden’s best-known privare sector operator - CityMail - has for
the second time filed for bankruptey. According to an independent comnmittee the
company has no prospects for survival within the scope of its current business
concept. CityMail may, perhaps, have been able to compete with the “old” Sweden
Post, bur not with the much more efficient Sweden Post of today. CityMail™s
business scheme- with sorting being condacced manually - cannor become
competitive, even if volume increases shacply. Bven if CiryMail is now once more
reconstructed, the forecast for the fucure is thus weak. Does this mean that the
deregulacion in Sweden has failed? My personal answer is no.

There were no doubr many people who supported deregularion with the main
intention to give the private entreprencurs a chance. However, my own reasons for
wrping the need for a deregaulation of the lerrer marker and the conversion of Sweden
Post into a limired liability company were different. So were others. Qur analysis
was - and still is - that the position of letters as means of communications is
seriously under threar by developments in rechnology.

Neasly ninery per cent of letrer revenues comes from companies, other organisations
and rhe public sector. They use lecters primarily for two purposes. The first is for
administrative and financial messages. In this marker, electronic systems are gaining
marker shares day by day. Fax, ePost, eMail, eDI etc. already account for more than
half the volume of messages across borders, as well as for 20 per cent of business
commuanications in a country like Sweden. The second use of letrers is in market
communicarions. Some of you call it junk mail. Here, the letter comperes with
other media, inchuding the growing area of radio and TV-advertising, as well as
with press advertising, billboards etc. Letters have around a third of the media
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market, and of thar share Sweden Post has, in turn, rwo thirds. Ocher operators
share the remainder. In this expanding market the lerrer has maintained its position
well.

There were also other reasons for deregulacion and privatisarion. Sweden Post has
much more 1o offer thaa delivery of lerters alone, even if letters represent more than
40 per cent of our revenue. Basically we are in the markers for messages, payments
and distribution of goods. The pressure of comperition is also growing in other areas
than leccers. The Postgiror thar is handling paymeats is nor only responding ro 2
trend in which payments will increasingly be made by elecrronic means.
Furthermore, as a result of Swedish EU membership, all banks in Europe are now
European banks. This means that international banks specialising in payment-
processing now have free access ro the Swedish marker. The parcel business, rou, no
longer has domestic comperitors alone to deal wich. International inregratoss are
increasingly turning their atcention to the Swedish marker.

The step toward a deregulared posral market was to take away the monopoly on
letters that we had. Alchough we are free to decide on prices for our services there is
a capping on lerter s up o 500 gr. The cap is the price level that is presenred in

" your documents. The real price paid is less. And has in real terms been reduced wich
10 percent the Jast ewo years.

We got a Postal Services Act in 1994 and at the same time Sweden Post became a
limized liability company. The monopoly the Postgiro had on state payments was
terminated in this conrext. Today Sweden Post operates on the Swedish market
without any monapoly protection.

The Governmear has the responsibility for giviag all citizens a daily postal service
(5 days a week) wherever they live in Sweden. Sweden Post has raken on these
responsibilities in an agreement with government. This agreement will soou be
renegociated. It is imporrant o underline chat we can provide this postal service
without any compensartion from the Government. In the case of the counter services
there is a certain compensarion for rural areas that do not cover costs.

The choice of direction - deregulation and conversion of Sweden Pose into a limired
liability company - made a couple of years ago has opened up for opportunities for
Sweden Post 1o rise to this chalienge, and we have taken our chances. We have
adopted four exvernal strategies.

Efficiency improvements. SEK 3 bn ( 460 million US dollars) has been saved in
five years our of a rurnover of around SEK 20 ba. (3.1 bn US dollars).
Approximately 75 per cent of the work on improving efficiency has now been
completed. 1/3 of post offices is outsourced. Our of the 500 biggest companies in
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Europe Sweden Post is ranked as number three in profirability last year. The on-
time delivery is 97 percent.

IT as a friend. Through developmenr of PostNet, among other projects, Sweden
Posr is today a macker leader within the field of electronic messages and paymenrs.

Added value for the customer. By combining our range of services in
administracive processes andd logistical systems, and by developing the postal ourlers
into whac we caa call “ The best friend of the ardinary businessman”, we can
enhance the value to the customer of the secvices we offer.

Internationalisation. By meeting our internarional competirors aggressively, and
by applying our knowledge abroad to besr effect, we can eshance our earning
capaciry,

These exrernal strategies have been backed up by an inrensive work on internal
change, spanning everything from managemenr systems and the breakdown of
Sweden Post into 1500 small profic cenrres chereby crearing participation of all
employees in the corporate planning process, t 2 build-up of encerprise culture
around shared visions and values, and the development of leadesship and
proficiency.

We belicve that roday we represent a national asser. This is sadly seldom said abour
all posral operators in the world. This hearing indicates thar the intearion of this
congress is ro guarancee thar this will be said abour the USPS in the days to come.
This is contrary to most European countries where governments seem to have
reached the conclusion that their postal operaror is incapable of surviving through
his own efforts; indeed, the prevailing vicw is that they need the protection of a
monopoly position. It is considered that the extra cost has ro be borae by the
customer. There are examples of countries who in order to rerain the monopoly for
the foresceable furure are prepared to pay a letrer rate { excluding VAT) double to
that accepred in Sweden.

However, rthere are no certain vicrories in the fucure - pot even for Sweden Posrt.
Hard work and a forward -looking approach will be needed - and developments will
have to go our way - if we are ro succeed.

1f we continue to receive the right support, and are able to work under the same
conditions as private - secror business, we believe that we will continue ro be able w
provide the whole of Sweden with a wortld-class posral service and continue 1o
represent a narional asser to our couniry.

If T may conclude with some remarks on whar experiences rhat can be drawa from
Sweden and perhaps applied to the US chose would be as follows. I make those



138

comments bearing in mind thar every counrry has its own history and own
wraditions thar must be respected. That is certainly the case in your great nation.

The first step to be taken oughr in my opinion to be to prepare USPS for
compertition. Thar could be done by changing USPS inro a limited liability
company.

The second step, to be decided now bur to rake place in say five years rime would be
ro deregulare che market and ar rhe same time 1ncroduce a Poseal Services Act.

This act could be implemented by 2 new Posral Services Commission perhaps
developed on the basis of the presear Postal rare Commission.

As a third step the USPS could be fully privatised by 2 sale of the shates. In Sweden
thar would be a controversial step. With the American traditions probably a

n[ecessary one.

The basic question faced here is whether the posral services is a part of the marker
economy where consumers demands are governing or whether it should be looked
upon as parr of a councry's infrastructure - like highways - to be financed
collectively, To me the answer is simple. To 959 the Posts are a part of the market
economy and should be run accordingly.
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Liberaliring the market

Washington, 12-14 July 1994

SWEDEN POST -

PUBLIC OPERATOR ON!A DEREGULATED MARKET

Presentation by Mr Tomuny Persson,
Senior Vice President, Sweden Post

Introduction

It'sag:utplmneﬁ:rmtqbeablemulktothisdiningnishedmdimwday.'lhepleuure
comes mostly from the simple fact that I represent a country which has already implemented
mtmismfemwahnsm{uudhwsgumdythehbmﬁndmofmehmsm.%n
I will ssy can be confusing for severs] of you but the steps towards s deregulated market have
been taken without any larger experience of deregulation. Neither from the government nor
from Sweden Post.

Some facts shout Sweden

Let me just first put you into the Swedish perspective as some of you might not be too familisr
_withthisnewmamb«ofthebumpmlhﬁm.

Sweden is the second biggestcountry in Europe if we consider only the surface. The distance
from North to South is some 2000 kom, which is spproximately the double of the corresponding
distance in Germany or France. Or expressed in snother way: if you lay out the same distance
ﬁomthesomhofsmﬂmhmrdsyouaxduphkome.

If we consider the population, Sweden is on the contrary one of the smaller countries in
Europe with less than 9 million inhabitants. This means that the country is sparsely populated
and you may have heard that Sweden is sometimes called the last resnaining wildemess of
Europe. .

The two facts I have mentionpd - the size and the thinly spread population - would of course in
principle make it difficalt to run an efficient posal service. However, I will come back in 2
moment to show you that Swiden Post is acrually very successful in doing it despite the
obstacles. .
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Some facts about Sweden Post (Ltd)

Just a few words about Sweden Post, in Swedish Posten AB. This is the limited company
which the government has with operating the universal postal service in the country.
It has a turnover of slightly over 20 billion SEK (2.7 billion USS) and Iast yexr yieldad »
handsom profit of 1.3 bilkon (180 million USS$). In fact Sweden Poat has been profitable
every year during this .

At the end of 1994 staff numbered 45 000, down 8000 since 1992 and down some 15 000 in
the last five yoars.

The business concept is to e information, goods transport and payment services all over
thecmuymdhmmong'v:thnwuybodymubkwmchwuybody In Sweden, Posts
and Telecoms were never in the same administration and they axe now both hmited
companies. Payment services withim the Sweden Post Group are provided by the Postal Giro,
which is now also officially a bank. The fact that we arc able within the same group to provide
i i services gives us a competitive advantage as banks do not
provide transport services and delivery companies do not operate banking services themselves.
Thereto we also provide the omers with full retsil banking services through the branch net
work. This is done in cooperation with another bank.

A few words about mail year Sweden Post handled spproximately 4.3 billion postal items
of all kinds which means m 500 items per inhabitant per year which I think is one of the
highest figures in Europe. Normal first class Ietters are distributed ovemnight all over this big
country. The systems are deairsned to do it to 100 % and the actosl performance is not far
away: the last few years it has been a stablc 96 % on average, all connections taken into
account. The prices have under Furopean average until just recently when VAT had to be
put on top. The parcel division with a amnover of 3 billion SEK (410 mUSS) has a market
ghare of 70%. The market as parcels with a weight of less than 35 kg. The parcel
division is since a year ago profitable after years of Josses. The girodivision transinits 50% of
all payments in Sweden and bas also been very profitable. The market share in retail banking is
about 10%.

I hope that this brief overview has given you an impression of both my country and my
company.

Then I turn to recent events @s regards postal liberalization.

The five major postal reforins in Sweden

In the Jast couple of years welhave seen a number of sweeping reforms in the postal field in
Sweden. To start with I will just give you the list:

- the postal monopoly has been completely abolished
- 8 very first Postal Services Act has been promulgated
- the Post has been incorporated as a limited company under private law

~ VAT has been introduced on all postal prices except on export of goods
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- the Postal Giro has lost its priviledge on payments to and from the govemment.

Those of you who have fo! the current debate on European postal policy will hsve noted
that these reforms go far b d what is contemplated in most other European countries.

1 will now comment on each of these five points and finally say a few words sbout the
experiences so far.

Abolition of the postsl letter monepoly, 1 January 1993

Sweden Post had always bad a monopoly on the handling snd delivery of letters. This was of
the type which is commoon fn yoost countries, Le. covering the regular trangmission against a fee
of sealcd letters and of unsealed mail items containing personal messages.

The last legal text concerning the monopoly dated from 1947 and was just becanse of that no
longer up-to-date. New printing methods and new ways of distributing information, e.g by
means of local and even i tional courier firms, had in fict eroded the monopoly. The Post
furthermore did not pursue those who broke the law for corporate image reasons.

The management of Sweden Post sctively supported the abolition of the monopoly mainty for
image reasons. In fact the public perception of the Post as a State monopoly negatively
influenced our relations to customers and that also in fields where the Post did not operate
with monopoly protection, such as in parcels and banking services.

The Government was of the $ame opinion and furthermore came under some pressure at the
beginning of the 1990s as a private company started a letter delivery service in Stockhoim.
According to the letter of the monopoly law the activity of this company was illegal and
subject to public prosecution; But the company claimed that its activity was legal because what
they handied, namely wmmpm&cd letters, did not exist in 1947 when the last legal text
was drafted.

In order to get a basis for taking a decision about the monopoly the Government ordered an
independent consultancy study to be carried out. It was undertaken by the internationally well-
known firm of McKinsey lm? Company. This study showed that the Post on the one hand has
to carry extra cost for delivering mail all over the country and some costs of a social character.
On the other hand the Post considerable advantages of scale and scope because of being

the only company able to every weekday to every address in the country.

The Government thought that there was no reason to wait for the complete package of reforms
and decided to go for dere, ion without contributing Sweden Post for the memtioned extra
cost. Further on the d ion was a fact some time before a postal service net was
established.

I will come back later to the s of the abolition of the monopoly but 1 would like to add a
comment to the corresponding discussion in the Furopean context.

In our view the Postal Green Paper and the subsequent announcements from the Commission
have a big black hole. In thege papexs it has more or less boen taken for granted that the
universal service entails some costs for which the operator has to be compensated. However
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no calculation of these extra ciosts has been made - or at least not published - and the worse is
that no mention whatsoever has been made of the income side, that is what I just said about
our case, that there are e.g. lhvmtages of scale and scope on which it is possible to put a price
tag. In this particular case I that we tend to agree with some of the third-party comments
made in the Green Paper p) 58 that it has not been demonstrated that a postal monopoly is
economically justified.

As mentioned Sweden Post gets no contribution for the extra costs for nationwide distribution
of letters. However Sweden Post has taken on the task of providing the country with daily

(5 days a week) and nationwide counter services. In a certain agreement with the Government
Sweden Post gets a corresponding to 5% of the total cost for the counter
services. This amount is negotiated.

1 now have to quickly go om fo the next subject which is the Postal Services Act.

Postal Services Act (1 March 1994)

In Sweden we have actually never had any postal law. The few things which during some
periods required legal protection, sach as the monopoly provisions, were in fact enacted in
legal instruments of a lower status than an actoal law.

‘When the postal market was completely liberalizad it however became necessary to regulate
some basic aspects of this myrket in 2 special law. As a difference to the postal laws in other
countries, our new Postal quices Act doos not apply only to the public aperator but to the
entire postal market, inclhiding also possible private operstors.

Although this Act is very short, in fact only some 4 pages of printed text, I have not got time
here to comment in detail on it. I will just mention a few interesting facts.

The most ingenious feature ?f the Act is its opening paragraph by which the Parliament, the
law-making body, puts the burden on the Govemment, the executive branch of the State, to
sce to it that there is a good postal service in the country. This gives the Government an
unlimited freedom to contract with any company on the market which is able to provide a
postal service.

The only condition attached|to this obligation is that the Act defines the Yimits of the universal
service, by the way quite simply in the same way as the UPU, ie. letters up to 2 kg and parcels
up to 20 kg.

The Postal Services Act ermore lays the basis for & supervisory suthority which has the
task of monitoring the application of the Act and to intervene in case of smomalies. This body
is now in operation, the Nati Swedish Post and Telecom Agency. Also in this regpect
Sweden has gone further required by the Green Paper, i o. that we have both separated
the operator from the re or and furthermore separated the two governmental functions of
being the owner of the main operstor and the regulstor of the market in two separste bodies.
The owner function is performed by a special section of the Ministry of Transport and
Commmumications.

Operators which intend to start delivering letters have to register with this Agency but there is
no noed for formal authorizhtion or concession.



143

The Agency has taken over sbme tasks of a public suthority character both from the Post (such

uopmgofmddrvmbkr)mdﬁom&e&vmnmdytobcthelignmtyof
interational i treaties in the poatal field.

Finsally I would tike to
luchatampsdqdpad

that the Postal Services Act says about postage stamps that
tatheUl’UCouvwﬁonmmly_'bcmndl‘:ytheopenm

operator has as far as I kn mndeuleofthuepom'hihnu

Sweden Post (Ltd) - (1 Manch 1954)

In comperaison with the aboljtion of the monopoly and the change of the legal situation, the
transformation of the status of Sweden Post from & connpercial state suteprise 10 & normal
limited company was not dramatic. Or should st least not have been.

In our case the formal change of status just reprosented the final step in s long development
which took place mainly in the 1980s. The Post and other state enterprises with the ssme status
were in fact during this period graduaily granted more and freedom of action in areas such ss
fixing prices and making mve 8.

In the case of the Post we in fact bought all our assets from the State in the middle of the
1980s aud at the same time we were suthorized to decide upoan and finance all investments
oursclves. Also the right to sct prices was graduslly extended snd in the last fow yoars all
power of decigion in that ‘was within the enterprise, subject only to & imited price-cap.

The reason whry the mana; of the Post md the Government wanted nevertheless to take
the last step to the status of kmited company was very briefly that in order to creste the lovel
playing field roguired i & with seversl actors the Post had to have the seme posaibilitics
and restrictions as privat memors This concerns e.g. the conditions for paying company
tax and for concluding co Iabour contracts with employees.

It was also noted that most njajor customers are limited companies which in fact prefer to deal
with other limited companiesand feel uncomfortable conchiding agreements with a state
enterprise with s particular status.

So, bmc;nytheremtdd bemypmblcmtoukstbuﬁnduep However, I mentioned st

For this resson there was 2 big internal and public debate sbout the propasal to Parliament to
incorporate the Powt and the decision was finaily taken with a rather slim margin in favour.
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1 have so far deliberately |the word incorporstion because as the State retains sll the shares
in the company thete is no privatization in the real meaning of the word. The Government thus
appoints the Board of Sweden Post and the Board sppoints the President and Chief Executive.

Fmally under this heading I wpuld like to mention especially for those who think sbout
incorporation that there are three very crucial difficalties from a financial point of view:

- firgtly the question about acjfuiring your own assets which I mentioned a while ago and in
which respect we were hucky we had already many years ago bought our assets
- secondly the question how to finanoe your pension commitments. In this respect our

position was bad as we had ys only paid pensions to retired employees but not constituted
any pension fund for future pension commitments. We expected the Govemment to fund these
earlier commitments but in the end it was not willing to do so. Instead we will not be expected
to pay any dividend on the State's shares in the company until & sufficient capital base has been
built up again.

- thirdly the agreement with the Government about the regional and social services .Le. daily
and nationwide distribution of letters and daily snd nationwide counter services.

Agreements between the Gbvernment and Sweden Fost

As I said when I talked about the Postal Services Act the Government is in principle free to
contract any postal operator for the universal postal service which it is obliged by Parliament to
provide. However, at least now when this optiom had to be applied for the first time the
Govermment of course in practice had very little choice as there was only one operator able to
serve the entire country with|high-quality postal servioes,

The fact that the Gov realized that it was also the single ovwner of that particular
company may also have helpgd it taking the decision .

But more seriously, there negociations sbout the agreement to be signed snd the first
agreement is only valid for a|limited period, i.e. up to the end of 1996, thus less than 3 years.
After that the Government has the possibility to reassess the situation and in principle also to
sppoint another or several other operators.

I cannot go into the details of this first agreement but [ just mention some of the aspects it
covers:

- the Post accepts to provid&: universal mail service without any compensation from the
Government. This includes the delivery of newspapers, st present performed at prices under
cost

- the universal service is ed on the bagis of the Postal Services Act and with fixrther
specifications as regards e.g! the number of days per week deliveries have to tske place, the
quality of service (although not exactly defined) and the principles for pricing of various
categorics of mail items (indnding an index-type price cap for mdividnal letters)

- the Post is also t0 provide a counter service all over the country, with the compensstion from
the Government mentioned above.
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Applicstion of Value Added Tax, VAT (1 March 1994)

European countries normally do not apply VAT on prices for postal services. As regards the
EU member countries this is based on the 6th EC VAT Directive which exenapts something
which is calied “public postal services” from VAT.

ith natnral in the new situstion with seversl operstors competing on
the same market that one of oould not be exempt while the others had to charge VAT.
i mpmcwhsofﬁnemmmwhﬂwebyﬁcwayw
whnhhsbeeneop:ed&mnﬂ\e'l‘rwyofkomc 1

price increase but sctually nommcm@puulymwpublmun
asccastomed to VAT being applied to almost all goods and services that they found it logic and
scceptable.

In order to find out how thisicould comply with the VAT Directive, the Swedish Govemment
sought clarification from B and got the answer that VAT in our case, operating as &

company under private law, did not fall under the mysterious concept of "public postal
services” bt that we had to apply VAT.

At the same time we also 8 with our tax suthorities about the definition of 2 postage
stamp. According once again to the VAT Directive VAT cannot be charged on some "means
of payment” , including 5. This is basically a misunderstanding as postage stamps have
neover had the same fimction s logal tender for which this regulation is understandable, We
now consider stamps a8 a ipt for prepayment of s postal service and ss snch it is possible
to charge VAT at the momest the stamp is bought.

Our view, which we are going to follow up in our fixture contributions to the discussion about
the Earopesn postal policy, is that the 6th Directive is out-dated on both these points, crestes
market distortions and hag ta be amended when it snywxy will come up for revision in the next
fature.

Competition on payments to and from the Government (1 July 1994)
I will not say very mmch this issue a3 it is of a more national character.

The Postal Giro service ran %y Sweden Post has had a favoured position as regards these
payments, taxes, VAT, etc, and the interest on the float of such money has
contributed to the profit of the Post and tims to support the nation-wide post office netwark
through which msny of payments have boen made.

These priviledges have been and all banks and other financial institutions may now
compete for this business. A§ the Postal Giro is the normal means of payment in Sweden it
kocps its very strong position and is stifl the main payntent channel also for psyments to and
from the Government.
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At the same time the Postal Giro service bas been incorporated as a hmited company under
bank law and is now able to operate on more general tenms but there are restrictions. The
Postal Giro is not allowed, rding to the company act, to deal with medium or longterm
financing. Neither is the d t to a fully assorted retail bank allowed. The strategy is to
kecp the Postal Giro Bank ab 2 Payment service institution.

Experiences so far

Of course it is yet too early to draw any firm conclusions about the effects of the five reforms I
have been talking about. The incorporation is only some 16 months back but the monopoly has
been gone slmost two years which may make at least some comments possible.

There are at present only three companies registered as operating letter services or combined
letter and parcel services. Onte of them ig of course Sweden Post, the second is the corupany
which I have mentioned which delivers computer-produced letters in the Stockholm city
region and the third is a any which has a big murket share in the delivery of unaddressed
printed matter but which might diversify into addressed mail in the fiture.

In Stockholm City competition has tried to expand since their activity is now fully legal. That
has forced Sweden Post to a new pricing strategy in Stockholm within the business segment of
the market. The price-fall in those segments in Stockhohn is estimated at approx. 7%. The
competition has also created h extra stimmius for improved effectiveness. In this respect the
competition has been positive. However the main competitor vent bankrupt during the spring.
Under pressure from the National Swedish Post and Telecom Agency Sweden Post bought the
75% of the company. We today run it as a completely separate comupany in order to restructure
it. In the meantime a taskforce with representives from the market actors and suthorities
discuss a policy for the long term structure of the market.

The conclusion is of course t%ut as loug as you keep up your guality and 10 some extent react
on the market prices, then it is very hard for a newcomer with restricted services to succeed
cven if the prices are very low.

The competition for the Postal Giro has increased heavely. Due to mn outstanding payment
service product we have h er only lost one larger customer {one county adminisgtration)
since the monopoly on Gov: ent payments was abolished. The profitability has dropped
somewhat duc to the effect on margins caused by the competition.

Remail from Swedish senders has increased as this is now a completely legal activity bot it

might have grown as mmch y 15 we postal operstors bave still not got our internal
compensation systems in order and continuc to maks price arbitrage
possible.

‘We have some indications other operstors are interested in doing something on the
Swedish market, L.a. 8 few of the traditiona] partmer Posts in Europe and the main internstional
integrators. This is a problem which we will have to face in the future: how to be at the same
time partners and competitors.
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Further on we have to accept we are no longer protected from scrutiny from media and as
a consequence of this type of publicity these has also been an increasc i reactions from our
own staff in the press.

A positive consequmccisthﬂwehavenomdthat new categories of people have taken up an
interest in joining our staff, in| particular vniversity gradustes which we earlier had difficuities
to attract. In a recent case we advertized for 25 trainees and got some 1900 candidates which
meant that the ones we od were extrexnaly qualified.

Conclusion

Woe are aware of the fact the two northernmost newcommers to the European Union - Finlsnd
and Sweden which are in approximately the same situstion - attract some atteation from the
rest of the world as regards the extent to which we have already liberalized our postal markets.
1 bave myself beard reactions varying from pure admiration because we dare 10 conduct this
full-scale experiment to comments that we nmst be complete fools.

The truth certainly lies somewhere in between. What I can assurc you is that it has been an
extremely interesting process in which we sometimes have had to find solutions to problems
which no one had even tried to solve before.

I am sure that this presentation does not give you sll the information you would like to have
bmlamofcoursenyomdxh:oultfyouwmttop\nqnemmenhu after this section of the
confuenceorq\memformnny&nmgbmhtodaymdwmomw
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A LOOK AT OTHER COUNTRIZS® POSTAL REFORM EFFCORTS

SUMMARY OF STATEMENT BY
MICHAEL E. MOTLEY
ASSQCIATE DIRECTOR, GOVERNMENT BUSINESS
OPERATIONS ISSUES

Various parties have called for fundamental changes in the laws
and regulations governing the U.S. Postal Service. GAO believes
that three areas--universal service, the mail monopoly, and
ratemaking--will be among the most challenging for the Congress
to address in any future reform of the U.S. Postal Service.

In the past decade, a number of other countries have restructured
postal administrations from entities subject to c¢close
governmental control to entities still owned by the government,
but subject to less governmental control. GAO looked at postal
reform efforts of eight other countries: Australia, Canada,
France, Germany, the Netherlands, New Zealand, Sweden, and the
United Kingdom. The U.S. Postal Service is much larger, having
at least seven times the mail wvolume, than any of the eight.
Even so, other countries’ experiences in giving postal
administrations greater commercial freedom are relevant to
current reform ilssues in the United States.

After reforms of other postal administrations, many of them have
reported significant improvements in financial performance. 1In
all of the other eight countries, the postal administrations
provided certain services widely to their citizens and at uniform
rates before reform and continued to provide them following
reform. In some countries, changes in universal service
practices, such as access to post office services, have been
controversial. For example, after its reform, the New Zealand
Post increased a delivery fee for rural service; this decision
proved unpopular and the fee was eliminated in 1995.

All but one {Sweden) of the eight countries have monopolies over
some letter mail. In Sweden, full competition for all postal
services has been allowed since January 19%4. Some of the other
countries narrowed the scope of the monopoly following postal
reform. For example, in Australia, the monopely price threshold
was reduced in 1994 from 10 times the basic stamp price to 4
times the price. In contrast to the United States, none of the
eight countries give postal administrations exclusive access to
the mail box.

Postal administrations in the other eight countries have greater
freedom than the U. §. Postal Service to set postal rates. For
example, in New Zealand, the postal administration is free to set
prices except for standard letters which are subject to a price
cap of the country’s Consumer Price index minus one percent. In
Canada, only certain rates, mainly those for letter mail and some
publications, must be approved by the Canadian government.
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Chairman Stevens, Chairman McHugh, and Members of the

Subcommittees:

We appreciate the opportunity to participate in this hearing on how
the reform experiences of other countries’ postal administrations
may relate to ideas and proposals for reform of the U.S. Postal
Service. We will discuss experiences of other postal
administrations that are particularly relevant to any future
decisions by Congress affecting (1) public service obligations,
such as universal service and uniform rates: (2) the postal

monopoly: and (3) regulation of postal prices.

My testimony is based primarily on our past and ongoing work
relating to the responsibility of the U.S. Postal Service to
provide uniform service to all communities in an increasingly
competitive postal environment, as well as on issues involving the
postal monopoly and postal rate setting in this country. We have
also done limited work on other countries’ postal administrations.
To date, we have focused most of our attention on Canada Post.
Canada’'s experience is especially relevant because of its proximity
to the United States and its similarities in geographic size,
business environment, and market-oriented economic systems. I
will also refer to postal administrations in seven other countries
on which we obtained data: Australia, France, Germany, the
Netherlands, New Zealand, Sweden, and the United Kingdom. These

countries, along with Canada, have been described by Price
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Waterhouse in a recent study’ &s among the most “progressive postal

4

administrations,” and most of them have undergone reforms that
changed their structure and operations in the past decade. Our
testimony relating to other countries’ experiences is based
primarily on that study as well as data readily available from the
other countries’ postal administrations.

While we believe that the overall experiences of other countries’
postal administrations are relevant to the current discussions of
postal reform in the United States, meaningful comparisons of the
specific operational practices followed and performance results can
be difficult. Compared to each cf the eight other postal
administrations, the U.S. Postal Service’s has at least seven times
the mail volume, and at least twice the number of employees. All
eight postal services cgombined have only one-half of the U.S.
Postal Service mail volume, and just slightly more than the total
number of its employees. The U.S. Postal Service handled about 180
billion pieces of mail in fiscal year 1995 and had over 850,000
employees in December 1995. By comparison, Canada Post has about 6
percent of the U.S. Postal Service's mail volume and about §
percent of its number of employees. I have appended to my
statement two graphics that illustrate the differences in mail
volume and employment between the U.S. Postal Service and the other

eight postal administrations.

1"A Strategic Review of Progressive Postal Administrations:
Competition, Commercialization, and Deregulation" (Price
Waterhouse LLP, February 1995).
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QTHER COUNTRISS ™ CXDERTENCES ARE RELTVANT

TO _POSTAL REFORM IN THE UNITED STATES

Notwithstanding the differences in workforce size and mail volume,
other countries’ experiences with granting their postal
administrations greater commercial freedom are relevant to current
consideration for granting such freedom in the United States. For
example, in 1992, we issued a report’ describing how the
competicion from both privare firms and electronic communication,
particularly in the expedited-service mail and package-delivery
markets, may create the need for statutory changes. Similarly,
according to Price Waterhouse's February 1995 report, while many

factors are driving postal reform in other countries, the increase

in competition in the delivery and communications markets has,

above all else, driven the changes.

Various parties, including some Members of Congress and the
Postmaster General, have called for fundamental changes in the laws
and regulations governing the U.S. Postal Service. The Postmaster
General has said that the Postal Service needs greater freedom to
get postage rates, manage the postal workforce, and introduce new
products and services. Private delivery firms and U.S. mailers say
they want more freedom to deliver letters now protected by the

statutory monopoly. In recent hearings, Congress has been

2U.S. Postal Service: Pricing Postal Services in a Competitive
Environment (GAO/GGD-92-49, Mar. 25, 1992).
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presented with many ideas and some specific proposals for reforming

and privatizing the Postal Service,

The 1970 Postal Reorganization Act, which created the U.S. Postal
Service, was the most recent major change tc the laws govgrning the
structure and operation of the postal administration in the United
States. Major change has occurred more recently for some foreign
postal administrations. In the past decade, a number of other
countries have restructured postal administrations from entities
subject to close governmental centrol te entities that are still
owned by the govermment, but with less governmental control over
day-to-day practices. For example, in 1981 Canada established the
Canada Post Corporation, an entity owned by the Canadian government
but freed from many government regulations. Reform of postal
administrations also took place in New Zealand in 1987, in
Australia and the Netherlands in 1989, in France in 19381, in Sweden

in 1994, and in Germany in 1995.

Following these reforms, postal administrations in many of thesd
countries reported significant improvements in financial
performance and service delivery. We will not discuss their
performance or the effects of postal reform. However, I will
highlight a key common feature--universal service--of the U.S. and
other postal administrations after reform. I will also highlight
variances in the characteristics of their moncopolies and their

ability to set postal prices. We believe that these three areaékp/
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universal service, the mall menopoly. and ratemaking--will be among
the most challenging for Congress to address in any future reform

«f rhe U.8. Postal Service.

UNIVERSAL SERVICE REMAINS A COMMON GOAL

AMONG OTHER POSTAL ADMINISTRATIONS

The primary mission of the U.S. Postal Service, as it now exists in
law, is to provide mail delivery service to persons in all
communities and access to the mall system through post offices and
other means. The rate for First Class mail, i.e. letters "sealed
against inspection”, must be uniform for delivery anywhere in the
U.S. The U.S. Postal Service generally cffers delivery to both
urban and rural addresses six days a week. Any consideration of
reforming the U.S. Postal Service will require a careful review of,
and no doubt much debate on, how the current universal service

mandate will be affected.

In all of the other eight countries, the postal administrations
provided certain services widely to their citizens and at uniform
rates before reform and continued to provide them following reform.
However, the definition of universal mail service varies somewhat
from country to country. Some of the countries provided the same
level of service for urban and rural customers, while some others
had different service standards for urban and rural areas. For

example, although Canada Post is required by law to maintain
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service that meets the needs of Canadian citizens, the service onlyf
needs to be similar for communities of the same size. Canadian
citizens in very remote areas in the far north may receive mail
delivery less frequently each week than those in some other areas

of Canada.

In some countries, changes in universal service practices,
involving such areas as the frequency of delivery and access to
post office services, have been controversial. For example, in New
Zealand, citizens in rural communities were upset when they learned
New Zealand Post wanted to discontinue delivery services to rural
addresses. The Post then increased a longstanding rural del;very
fee for service, paid by the addressee; this decision proved
unpopular, and the fee was eliminated in 1995.! fThere continues to

be no rural delivery fee in New Zealand.

Yocessibility to postal services, which includes maintenance of
local post offices in the United States, is also part of the public
service obligation of postal administrations in some other
countries. The U §. Postal Service must follow strict legal
criteria in determining whether to close post offices. In New
Zealand, the postal administration has negotiated a written
agreement with the government that specifies the minimum number of

postal retail outlets. In the Netherlands, Dutch law specifies

3New Zealand Post estimated the l-year cost of eliminating the
rural delivery fee at between $7 and $8 million (N2 dollars).
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' requirements regarding the dens:ity of post offices in urban

.and rural areas.

Five of the eight countries’' postal administrations differ from the
U.S. Postal Service in that a majority of their postal retail
outlets are privately owned and operated, according to the February
1995 Price Waterhouse report. This group includes Australia,
Canada, the Netherlands, New Zealand, and the United Kingdom.
Except for the French postal administration, all of the eight
foreign postal administrations have some form of franchising policy

for postal retail services.

Like the U.S. Postal Service, other postal administrations have
also continued to provide certain subsidized services. For
example, in Canada, the government compensates Canada Post for
providing subsidized rates for publications, parliamentary mail,
and literature for the blind. In Sweden, the government subsidized
certain services, such as free delivery of literature to the blind,
while the postal service subsidizes the distribution of certain

newspapers and provides discounts on association letters.

We plan to issue a report shortly on the U.S. Postal Service's role
in the international mail market, including issues that have been
raised by both the U.S. Postal Service and its major competitors,
such as Federal Express and DHL Airways. The Postal Service

participates in the Universal Postal Union, a specialized agency of
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the Uniced Nations that governs international postal services. Its
basic purpose is to help postal administrations fulfill statutory
universal service obligations on an international level. A total
of 189% Universal Postal Union member countries have agreed to
accept mail from each other and to deliver the international mail

to its final destination.

THE SCOPE OF POSTAL MONOPOLIES VARIES

The Postal Service has said that current universal service
obligations and related public service mandates can only be met if
its markets continue to be statutorily protected by the Private
Express Statutes that provide the Service with a monopoly over
letter mail. We plan to issue a report in the coming months that
discusses the Postal Service’'s monopoly in detéil, including the
growth since 1970 of private delivery firms that are competing and
will likely compete more strongly in the furure for some of the

Service's First-Class, Priority, and Third-Class mail.

The postal monopoly is defined differently and varies widely in
scope among the eight foreign postal administrations. In this
country, the letter mail monopoly helps ensure that the Postal
Service has sufficient revenues to carry out public service
mandates, including universal service. The U.8. postal monopoly
covers all letter mail, with some key regulatory exceptions being

"extremely urgent® letters {(generally next-day delivery) and
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outbound international letters. Postal Jervice dara indicates
that, in fiscal year 1995, at least 80 percent of the Postal

Service’'s total mail volume was covered by the postal monopoly.

All but one ({Sweden) of the eight countries’ postal administrations
have monopolies over some aspects of the letter mail. Generally,
the letter moncpolies in other countries are defined according to
price, weight, urgency of delivery, or a combination of these
factors.* For example, in Canada, the postal monopoly covers
letters, with a statutory exclusion for "urgent* letters
transmitted by a messenger for a fee that is at least three times
Canada‘s regular rate of postage. In Germany. the monopoly covers
letters priced up to 10 times German’s standard letter rate. The
postal monopoly in France covers letters and those parcels weighing
less than 1 kilogram (2.2 pounds). In the United Kingdom, the
monopoly is defined by price, covering those letters and parcels

with postage up to one British pound.

Australia and New Zealand narrowed the scope of their postal

monopolies after reform. For example, in Australia, the monopoly
price threshold was reduced in 1994 from 10 times the basic stamp
price to 4 times the price. Other changes were also made, such as
reducing the weight thresheold from 500 grams to 250 gramé and the

excluding of outbound international mail. Australia Post reported

4There are various exclusions to the postal monopoly in each
country.
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in its 1994 annual report that these changes "will reduce the
proportion of total business revenue from reserved sefvices from
around 60 percent to about 50 percent." It now recejves a majority
of its revenues from services open to competition. Australia plans
a review of the remaining postal monopoly during 1996-1997. In New
Zealand, the monopoly price threshold was reduced in phases over 3
vears, and the government announced in November 1994 that it would
introduce legislation to completely deregulate the postal market.
While no final decision has been made, New Zealand Post officials
said last year that they had shaped their business plans to expect

an open, competitive environment.

Sweden has eliminated its postal monopoyy. Full competition for
all postal and courier services, including the delivery of letters
and parcels, has been allowed in Sweden since January 1, 13594.
sweden Post officials told us that its monopoly offered little
protection of postal revenue and enforcement was not cost-
effective. The Swedish government, not the postal administration,

has the obligation to provide universal mail service.®

The U.S. Postal Service and some other postal administrations have
made efforts to enforce their postal monopoly. The U.S. postal
monopoly has proved difficult to enforce for a number of reasons,

including objections by both mailers and competitors to the Postal

5The Swedish government currently contracts exclusively with Sweden
Post to provide universal service but may extend this arrangement
to other competitors if they achieve sufficient scope.

10
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Sericre s audits and other enforcement actilons. We were informed
by Canada Post officials that Canada Post also finds its monopoly
difficult to enforce. They said that while Canada Post has taken
legal action against major violators of its postal monopoly, it
prefers to use other means of persuasion to get viclators to comply

with the law.

Enforcement problems can alsc be related to the way the postal
monopoly is defined. For example, in France, an exclusion limits
the letter mail postal monopoly to private correspondences. Since
letters are sealed against inspection, thus making it impossible to
determine whether they are private correspondences, enforcement is

difficulc.

Finaliy, a monopoly on mail box access in the United States is
related to the Postal Service monopoly on delivery of letter mail.
By law, mail box access is restricted to the Postal Service. In
contrast, none of the eight countries we reviewed have laws that
give their postal administrations exclusive access to the mail

box.*

6There may be certain types of limited access to mail boxes in some
countries. For example, in Canada, if Canada Post owns the
mailbox, it is locked, and thus only Canada Post has access to it.
This also applies to some centralized apartment mail boxes in
secure buildings.

11



161

20STAL ADMINISTRATICNS TN SOME COUNTRIES

HAVE BEEN GIVEN GRTATER FREEDOM TO SET 20STaL RATES

We issued a report late last year on postal ratemaking,’ which’
updated our 1992 report, saying that, if the Postal Service is to
be more competitive, it will need more flexibility in setting
postal rates. In our opinion, legislative changes to the 1370
Act’'s ratemaking provisions may be necessary in order to give the
Postal Service greater flexibility in setting rates. In our 1992
report, we said that Congress should reexamine the 1970 Act to (1)
determine whether volume discounting by the Postal Service would be
considered a discriminatory pricing policy and (2) clarify the
extent to which demand pricing should be considered in postal
ratemaking. Ip our latest report, we reiterated these points and
also discussed alternatives which Congress could consider for

improving the ratemaking process.

Postal administrations inm the other eight countries appear to have
greater freedom to establish and change postal rates than does the
U.5. Postal Service. 1In Canada, only certain rates, mainly those
for full price letter mail and the mailing of publications at
government-subsidized rates, must be approved by the Canadian
government. In addition, rate proposals are not subject to an

independent regulatory body as they are in the United States. In

7U.S Postal Service: Postal Ratemaking in Need of Change (GAO/GGD-
96-8, Nov 15, 1995}.

12
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Canada. interested parties have an opportunity to provide
information, but the rate-setting process is not public, and
parties do not have access to costing data or other information

underlying postal rates.

In Sweden, the postal administration is free to set all prices
except for the standard domestic letter; the government and the
postal administration have agreed to a price cap on the domestic
letter rate equal to the standard consumer rate of inflation.
Similarly, in New Zealand, the postal administration is free to set
prices except for standard letters, which are subject to a price

cap of the country’s Consumer Price index minus one percent.

The Australian postal administration sets its own prices. The
government can "disapprove" of the basic postage rate proposed by
Australia Post. In addition, Australia Post must notify an
independent authority of proposed increases in the prices of
monopoly services. The authority has only an advisory role and in
the past has instituted inquiries into proposed increases lasting

up to 3 months.

Finally, while we have focused on three complex and interrelated
issues of universal mail service, the postal monopoly, and postal

rate setting, there are other issues that will alsoc require

13
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reexamination in any future reform initiative. These include, but
are not limited to, the quality of the Postal Service’'s labor
relations. We previously reported® that Congress may need to
reconsider the collective bargaining provisions of the 1970 Act if
the Postal Service and its major employee organizations are unable
to resolve some long-standing problems. As the Congress continues
its deliberations on postal reform, we believe that it is important
to examine the interrelationships of these issues and how changes
addressing them may affect postal operations and related services

to the American public and business.

This concludes my prepared statement. I would be happy to respond

to your questions.

8U.5. Postal Service: Labor-Management Problems Persist on the
Workroom Floor (GAC/GGD-94-201 A and B, Sept. 29, 1994).

14
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Figure 1: Mail Volume for U.S. Postal Service and Postal Services

in Eighat Other Countries
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Source: U.S. Postal Service, foreign postal administrations,
February 1995 Price Waterhouse report: A Strategic Review of
Progressive Postal Administrations.
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Figure 2: Emo.iowvment of U.S. Postal Service and Postal Services in
Eight Other Countries
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Source: U.S. Postal Service, foreign postal administrations,
February 1995 Price Waterhouse report: A Strategic Review of
Progressive Postal Administrations.
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Mr. Chairmen and Members of the Subcommittees:

| am grateful for the opportunity to participate in this hearing on the experiences of
foreign countries in reforming their postal systems. My name is James A. Waddell,
and | am a partner with Price Waterhouse LLP. Since 1982 | have participated in a
variety of consulting assignments for the United States Postal Service, primarily in
the areas of cost analysis, strategic assessment, and delivery performance. | have

- testified before the Postal Rate Commission regarding the Postal Service's requests
for rate changes in three different proceedings. Over the last ten years | have been
very actively involved in planning and implementing privatization activities around
the world, and since 1991 have served as Executive Director of Price Waterhouse's
Intemational Privatization Group. With me today is David E. Treworgy, a Principal
Consultant with Price Waterhouse. David has focused on consulting assignments
for the Postal Service since 1988. He was the lead investigator on a number of
projects that are relevant to today's hearing, including the report we issued in
February 1995, entitied "A Strategic Review of Progressive Postal Administrations:
Competition, Commercialization, and Deregulation.” That report forms the basis for
our testimony today. A more complete statement of our qualifications is attached to

this statement,

Twenty-five years ago, at the time the Postal Reorganization Act of 1970 was
passed, the United States was on the cutting edge of postal organization and
regulatory oversight. Since that time substantial changes have occurred in the
market for postal services. Traditional competitors, such as the United Parcel

Service (UPS), Federal Express, and DHL, have proliferated, and new forms of
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electronic competition through facsimile transmission and electronic mail have
been commercialized and become widespread. New products and services have
been developed by postal administrations offering to meet a variety of service
standards. New technologies have emerged to help the Postal Service and its
competitors to provide service, such as optical character readers, bar code sorters,
and remote bar coding systems. in short, the postal environment is more
competitive and technology has transformed the nature of the market. An obvious
question to ask is whether the reforms adopted in 1970 continue to berelevant in

this new environment.

The Postal Reorganization Act (PRA) envisioned a world largely devoid of
competition. One of the principal missions of the Postal Service was, and continues
to be, to provide universal service at uniform rates throughout the United States. In
this environment, the Postal Service was given the exclusive right to deliver letter
mail and, in retumn, the responsibility to serve every address in the country. The
advent of competition has put the Postal Service's market position at risk,
particularly in lower cost markets where profits are eamed. The traditional
monopoly of the Postal Service has strengthened the unions that represent its
employees and made competition ever more attractive. The regulatory structure
created to protect consumers from the monopoly has proven cumbersome —
especially as it regulates competitive services. The Postal Service has incurred
substantial losses since the passage of the (A’éﬁd is struggling to build its equity
to a positive position. In view of these challenges, the goal of universal service may
be better served by a different structure or different operating rules for the postal

sector generally.
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The challenges faced by the United States in the postal sector are similarly found in
many other countries. Like the United States, these countries are concerned
whether competition will provide a mechanism to reduce costs and improve
efficiency within the goverment's postal administration or whether competition will
skim the cream off the postal administration's business and threaten its ability to
ensure universal service. Many of these countries have taken steps to address the
issues in the postal sector by increasing the scope of competition, increasing

management's authority and accountability, or in other ways.

You have heard a substantial amount of testimony over the last year from various
parties regarding the challenges facing the Postal Service. in addition, you have
heard proposals for dealing with these challenges. To help you in evaluating this
information, | would like to highlight some of the major findings from a report that
we published {ast year, entitled "A Strategic Review of Progressive Postal
Administrations." This report, which has been provided to the subcommittees
previously, examines policy developments in eight countries that are facing similar
pressures on their postal administrations as we face in the United States. The
Annex to this testimony provides a brief summary of major findings in each country,

as well as an update on developments during 1995.

The major trends that emerge from our review of practices in other countries are

the following:

. The monopoly position held by the postal administration is under pressure
in many countries. Increased competition is the norm, including competition
from other postal administrations.
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. Postal administrations are being corporatized and given greater commercial
freedoms. This trend is manifested in greater authority to set prices,
introduce new services, acquire subsidiaries, and raise capital. Also noted is
an increased accountability for management, through incentive systems that
reward good performance and penalize poor.

. Combined with the greater pricing freedom noted above is a trend toward
the use of price caps. Price caps generally allow the postal system to adjust
prices without regulatory review, provided that the price increase does not
exceed the country's infiation rate (or some lesser percentage reflecting the
ability to improve efficiency).

. in many countries, there is a trend toward increasing efficiency by
downsizing the labor force. This trend, of course, can be noted in many
different sectors of countries’ economies. in the postal sector, downsizing is
often a response to increased competition and the increased availability of
fechnology.

. Many countries are considering privatization or some partial ownership of
the postal system, Only two countries have actually soid shares fo the
pubilic, the Netheriands and a country which was not reviewed in our report,
Singapore. In both cases, the government soid a portion of the shares of its
combined telecommunications and postal authority. While the governments
of the Netherlands and Singapore are the only two that have sold shares to
the public, sgveral other countries have held serious discussions toward that
end, most notably the United Kingdom, Germany, and Argentina.’

The principal findings of our review of government policies toward postal
administrations are summarized in Exhibit 1. We have also included a column
representing the current policies of the United States with respect to the issues
presented. As you can see, the United States Postal Service is different in several

significant respects from other administrations. In three dimensions the US Postal

¥ The United Kingdom Govemment published a green paper on Post Office privatization in June of 1994 that
recommended selling off 51 percent of the equity in Royal Mail and Parcelforce. While the plan was shelved in
the following months as a result of internal discord within the conservative party, Prime Minister John Major
plans to reintroduce the legisiation should he win reelection.

Germany is actively committed to privatization of Deutsche Post AG as part of a muls-year plan to privatize both
the telecom and postal sectors. The telecomn sector is pianning for a sale of shares in 1996; the postal service
is scheduled to follow in 1998.

Argentina's Senate approved a bill in Novernber 1994 1o privatize the state postal service by the end of 1995,

Details of the privatization are currently being debated by the full Congress. At present, it appears that # the
outstanding issues are successfully resolved, a 30-year postal concession would be sold in mid-1996.

4
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Service is unique: its employees do not have the right to strike, it retains a

monopoly over patrons' mailboxes, and it is not permitted to hold subsidiaries.

The reforms developed and implemented by these eight countries in reaction to
pressing business challenges suggest some potential paths to the United States
Postal Service in creating a business environment capable of withstanding market
challenges now and in the future. In the balance of my remarks, | would like to take
the opportunity to outline the major themes of postal reorganization that can be

identified among these countries that have the most relevance to the United States.

Comparison of the United States postal sector with that of other countries offers
valuable lessons, though the exercise must be completed with some care and
recognition of differences in industry structures across nations. While the postal
system in the United States is similar in many fundamental respects, such as basic
product and service offerings, operational processes, and technology, certain
characteristics do set it apart. For example, in terms of sheer volume, the United
States Postal Service handles roughly twice as many letters each year than all the

eight postal administrations combined. While size does not necessarily change the

impact of many policy prescriptions, in the sense that the postal sector accounts
for approximately the same percent of GDP in each country and the United States
is simply a larger economy, the magnitude of the United States Postal Service in
terms of volume and geography does give rise to certain significant differences.
For example, a major element of planned reform in the European Community is
elimination of the monopoly on cross-border mail. in Europe, this reform is

significant because cross-border mail can account for a substantial portion, up to
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five, ten, or more percent of a nation’s mail by virtue of the relatively small sizes of
the countries in terms of population and geography. in the United States, by
contrast, international mail accounts for only one-half of one percent of total mail

volume; hence, such as reform would have little impact on the organization.

Bearing in mind the striking similarities, yet real differences, | would like draw onthe
reforms of the eight progressive postal administrations to suggest three principles

of particular relevance for application to the United States:

Y. Create a more businesslike organizational structure
2. Increase pricing flexibility

3. introduce change incrementally but meaningfully

These three principles are important to bear in mind in evaluating potential postal

reform. | will address each briefly as it relates to the United States.
1. Create a more businesslike organizational structure

As competition from traditional and electronic sources increases, it is critical that
the United States Postal Service operate under a structure that is able to make
rapid responses to changing conditions. Only in this way can it fulfill its goals of
providing universal service within a financially viable organization and meet its
service commitments to customers. Many of the foreign postal administrations we
reviewed have worked toward achieving these objectives by recasting themselves

as what might be characterized as businesslike agencies with strong social
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mandates {0 provide universal service at uniform letter rates. As such, they exhibit
many simitarities to commercial enterprises, including profit orientation, freedom to
diversify product lines to meet customer requirements, ability to form joint ventures,
sanction to own subsidiaries, and authority to bonow,{_iwigr)ivate capital markets.
Internationally, the trend toward commercialization applies to all eight postal
administrations we reviewed, but can be illustrated especially well by the
Netherlands and New Zealand, which have completed dramatic corporatizations

and demonstrated substantial benefits to these actions.

For example, the Dutch government privatized the postal service, PTT Post, in two
public offerings that resulted in over 50 percent ownership of the holding company,
Royal PTT Nederland NV (KPN}, by individuals or private institutions. With a
majority of shares held outside the government, the organization is clearly
accountabie for its performance. With a strong commercial mandate, PTT Post has
become one of the most aggressive players in the international mail market,
successfully capturing market share from sister postal administrations, including
the United States Postal Service. PTT Post has actually opened offices in several
foreign countries, including the United States. The U.S. Postal Service has no such

offices abroad.

In New Zealand, the government transformed New Zealand Post (NZ Post) into a
“State-Owned Enterprise” in 1987. The reform allotted 120 million shares of NZ
Post's equity to the Ministers of Finance and State-Owned Enterprises. Following

share aliotment, NZ Post dramatically restructured its organization and product
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lines. Efficiencies gained through restructuring permitted NZ Post to lower postage
rates once in 1989 and a second time in 1995, Moreover, NZ Post paid the

government a dividend of 21 cents (NZ) per share for the most recent fiscal year.

For the United States, a businesslike organizational structure could include
corporatizatioh of all or part of the Postal Service. This structure would be
conducive to promoting a profit orientation throughout the Postal Service and
rewarding mangers that helped to achieve the goals of the business.
Corporatization would aiso permit the Postal Service to acquire subsidiaries, form
joint ventures, and raise capital. Against these benefits, there are additional
implications from corporatization that may be positive or negative but certainly
warrant further consideration. Principally, corporatization could subject the Postal
Service to the same laws that apply to other enterprises unless the new corporation
were to be specifically exempted. The laws with the most far-reaching implications
would include labor legislation, the tax code, and the antitrust laws. in addition, the
corporate governance of the Postal Service would likely change with a Board of
Directors replacing the Board of Governors. We have not examined in detail the

effects these changes would have.
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2. increase pricing flexibility

Increasing the commercial orientation of the Postal Service through structural
changes raises the issue of how much flexibility management would have in setting
the prices of its services. Currently, prices are regulated by the Postal Rate
Commission. The communications and delivery market is fast-paced, with
competitors rapidly deploying new products and pricing structures that adroitly
outmaneuver the Postal Service's ten+month rate case process. For example,
earlier this month United Parcel Service announced a major restructuring of prices
that will take effect next week on Saturday, February 3. The Postal Service may
require as long as two years to prepare and file a rate case; by then market

conditions are almost certain to have changed several times.

The international record reveals that many postal administrations have greater
latitude in rate setting. In Sweden, price increases are subject to a price cap, but
not review by an independent regulatory body. The New Zealand, Dutch, and
French postal services are subject to statutory guidelines that cap rate increases
for monopoly products, but, as with Sweden, do not face independent regulatory
commissions. Unique among the countries we surveyed, Canada Post adjusts
prices with neither the constraint of a price cap nor the oversight of a regulatory
body (though the ministry approves certain letter and publication rates). in
countries where they do exist, price restrictions tend to cover only monopoly
products and take the form of price caps. New Zealand, as | previously mentioned,

not only has adhered to its price cap but actually reduced prices.
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Price caps have proven to be an effective means of regulating prices in other
industries and in the postal systems of other countries. Price caps increase
management's flexibility relative to traditional cost of service regulation, and
increase the speed of price adjustment, which is important in competitive markets.
Consurmner protection is not abandoned, since prices will remain constant or even
decline, relative to inflation. Adoption of price caps or another form of pricing

flexibility should be considered for the Postal Service.

3. Introduce change incrementally but meaningfully

Because the organization is a large enterprise directly affecting over approximately
800,000 workers as well as roughly 250 million customers (both mailers and
consignees), change o the United States Postal Service should be implemented
with care and planned on a long-term basis. While unaggressive reforms that only
tinker will overlook fundamental problems, rash initiatives that proceed too quickly
without being carefully thought out could disrupt an institution of far-reaching

significance.

The international experience testifies to a record of reaching substantial goals
through incremental reform and an articulated, long-term strategy. In the United
Kingdom, the government gradually reformed the Post Office over a ten year
period. Early steps involved spinning off telecom operations and subsequently -
removing banking services. Baming political interference, the final phase of reform
would have culminated in offering majority stakes of Royal Mail and Parcelforce to

the public.

10
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in Germany, the government has consistently pursued a reform timeline that began
with “Postreform I" in 1989. This early initiative separated postal, banking, and
telecommunication services. Three years later, “Postreform [I” commercialized the
postal service by making ft a public corporation, with 100 percent government
ownership. Currently, the government is preparing outlines for deregulation and

eventual privatization in the reform’s final phase, “Postreform II1.”
A potential application of principles to the United States Postal Service

In apblying these three principles — businesslike organizational structure, pricing
flexibility, and incrementai change — to the United States, | might suggest an initial
step of reorganizing the Postal Service's competitive businesses — Express Mail,
Priority Mail, and Parcel Post — into a deregulated, wholly-owned subsidiary. (Note
that transfer prices charged for services provided by the parent would still have to
be regulated to ensure no cross-subsidization of competitive products by
monopoly products.) This action would create a commercialized environment, both
in terms of a businesslike organizational structure and pricing and product
ﬂéxibility, that would allow the company to compete on a leve! playing field in the
marketplace, The change would be incremental in the sense that the subsidiary
would represent only ten percent of the Postal Service’s $55 billion in revenues.
Yet, the change is substantial because even ten percent is still a $5 billion business
of sufficient magnitude to compete with private sector organizations. Perhaps a

year down the road, selling a small initial tranche of equity in the public market
g

would achieve the dual objectives of raising revenue for the Postal Service and of

11
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providing management and employees with a real market indicator of the success

of the company.

By taking a "go slow" approach that initially affects only ten percent of the
business, the lessons learned by the Postal Service and its constituents could be
applied a year or two later in a second, planned phase to the other 90 percent of
the organization. Options for this second phase could focus on corporatizing the
remainder of the organization into one or more corporations and developing
structural and regulatory policies that are consistent with the degree of competition
that each of the products and services faces. Reform of the primary products —
First-Class Mail and third-class mail — could include price cap regulation of
monopoly products. Shares in a fully corporatized postal organization could be

initially held by the federal government for potential partial or full sale in the future.

Although on the surface, the delivery of mail may appear to be a simple activity, the
diversity of products and customers, the unique aspects of the economics of
delivery networks, and the large number of individuals and businesses with a stake
in the change process combine to make reform of the United States Postal Service
a challenging endeavor. | commend you for taking these first steps toward

responding to current issues facing the Postal Service.

This concludes my prepared statement. | would be happy to respond to your

questions.

12



179

Autbbiographical Sketches

James A. Waddell is a partner with Price Waterhouse LLP (hereafter Price
Waterhouse), located at 1616 North Fort Myer Drive in Arlington, Virginia. From
1977 to 1979, Mr. Waddell was a Field Examiner with the National Labor Relations

Board. In 1973, he joined Price Waterhouse and was promoted {o partner in 1988.

Mr. Waddell currently serves as partner in charge of Price Waterhouse's Finance
and Economics Consulting Group, which includes the International Privatization
Group. Mr. Waddell has 15 years of experience in infrastructure finance and
privatization, including projects in the postal, electric utilities, telecommunications,

transportation, and water and waste sectors,

Since 1982, Mr. Waddell has conducted extensive work for the United States Postal
Service in the areas of cost analysis, strategic assessment, and delivery
performance. He testified before the Postal Rate Commission on behalt of the
United States Postal Service in bockets R84-1, R87-1, and R90-1. Mr. Waddell also
served as director of the USPS Extemnal First-Class Measurement Systemn (EXFC),
an independent quality assessment project designed to quantify inter- and intra-
city domestic mail performance for the United States. in addition, he serves as
project partner for strategic planning projects Price Waterhouse conducts for the
U.S. Postal Service. Mr. Waddell has also conducted work internationally in the
postal sector for Post Danmark and Zambia Post and Telecommunications

Corporation.

13



180

Mr. Waddel! holds a B.A. in economics with Highest Distinction from the University
of Virginia, an M.8. in industrial and labor relations from Cornell University, and a

M.A. in economics from Georgetown University.

David E. Treworgy is a Principal Consultant at Price Waterhouse, located at 1616
North Fort Myer Drive in Arlington, Virginia. Since joining Price Waterhouse in 1888,
his primary focus has been consulting assignments for the United States Postal

Service in the areas of strategic planning, marketing, finance, and operations.

Mr. Treworgy has conducted substantial financial and economic analysis in the
area of transportation costs for the Postal Service, including testifying before the
Postal Rate Commission in Docket MC95-1. in addition, he conducts market
research and new product development work for promising potential service
offerings. In the area of strategic planning, he has conducted benchmarking and

financial forecasting work for the Postal Service.

Mr. Treworgy has given presentations at several international postal conferences,
including one which resulted in publication of the paper, “Postal Service and
Developing Countries.” Also internationally, he has been involved in work for
several foreign postal administrations, most recently in 1995 in a strategic review

for the board of directors of An Post, the lrish national postal service.

Mr. Treworgy holds a B.A. with honors in Economics from Williams College and an

MBA from the Graduate School of Business Administration at Harvard University.

14



181

Annex

Since publication of the “Strategic Review of Progressive Postal Administrations” in
February 1995, new developments have altered the postal administrations of many
countries. The following analysis identifies important developments and
summarizes the key attributes of each nation's policy environment with respect to

postal services.

Australia

The Australian government has actively liberalized Australia Post (AP) as part of a
larger attempt to deregulate and commercialize the public sector. The

govemment's first phase of deregulation occurred in 1989, when the Australian

Postal Corporation Act established AP as a “Government Business Enterprise.” The
next stage of government review, originally scheduled for 1996-1997, may occur as
early as July 1996. The outcome of the review is uncertain though it seems likely to

continue gradual erosion of the postal monopoly.

Australia Post is free to set prices, with the exception of monopoly products, which
are constrained by a price cap equal to the price index less a productivity factor.
Though the government has not yet defined the productivity factor, AP has agreed
to freeze rates untit 1997, at which time the government will revisit the issue.
Whenever increasing rates, AP consuits the Prices Surveillance Authority (PSA).

While the PSA serves an advisory role and does not have the authority to prohibit

15
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rate increases, its inquiries nonetheless prolong rate increases and can result in

recommendations that are politically difficult to ignore.

One of AP's more ambitious recent endeavors has targeted the financial services
sector. in 1995, Australia Post launched a multi-user electronic banking network
that allows customers from a consortium of banks to use postal outlets as banking
sites. The venture highlights Australia Post's attempt to leverage its retail presence

by broadening existing products in the financial services market.

Canada

In 1981, the former Post Office Department of the Canadian government became
Canada Post Corporation {CPC), a federal Crown corporation with significant
commercial freedoms. The Canadian government announced in November 1995
that it would conduct a review of Canada Post's mandate. Now underway, the
review aims to define the long term mission of Canada Post as well as assess the

organization's ability to react in an increasingly competitive environment.

CPC has significant pricing freedom relative to other postal administrations.
Though CPC gives interested parties an opportunity to submit appeals when
setting rates for letter mail and certain categories of publication mail, the
organization establishes prices without official review by an independent regulatory

body (rate increases on letter mail are subject to final approval by the ministry).
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France

The French postal service, La Poste, separated from its telecommunications
counterpart and from the central French Administration in 1991; it currently
operates as a govemment-owned corporation. Though there is no statutory limit on
rate increases, an agreement between La Poste and the Ministries of industry and

Finance caps increases through 1997 at the retail price index.

In the absence of a regulatory commission that oversees pricing, competitors have
filed legal suits that allege unfair competition. Accusations of cross-subsidy and
anti-compelitive practice are gaining credibility with the European Court, which in
September re-opened a case filed against La Poste that had previously been
settled in La Poste’s favor. Despite complaints, La Poste continues to introduce
new financial products, including life insurance and deposit accounts, and

announced plans to automate its financial services network.
Germany

in Germany, the government has systematically pursued phased deregulation of its
postal, telecommunication, and banking sectors. The first phase, Postreform |,
gave organizational independencs to formally joined postal, banking, and
telecommunication services in 1989. Postreform Hl followed in 1995, turning the
German postal service, Deutsche Post AG (Deutsche Post), into a fully owned
government corporation. Postreform [li, scheduled to take place within the next few

years, will result in a share offering of Deutsche Post. Despite planned

17
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liberalization, Deutsche Post’s tariff increases are stilt subject to rigorous oversight

from the federal Ministry for Post and Telecommunications.

In preparation for deeper reform, the postal minister recently unveiled an outline of
legislation which would begin deregulating the postal market in 1998 and introduce
full competition in 2003. Prior to the outline’s publication, Deutsche Post's chaiman
indicated in March 1995 that the organization should be able to float shares on the

stock exchange in 1998.

A hurdle that Germany was required to overcome in order to develop postal sector
privatization plans was the issue of the postal administration’s large unfunded
pension liability, estimated at over DM 60 billion ($40 billion US). As a solution to
this problem, Deutsche Post will be required to contribute payments to the pension
fund at a rate typically experienced by the private sector, while the government will

meet any shortfall.

in the face of upcoming deregulation, Deutsche Post is attempting to acquire its
former sister organization, Deutsche Postbank AG (Postbank). The two
organizations were formally united as a single government entity until 1989, when
govemmént reforms gave each managerial autonomy. By acquiring Postbank,
Deutsche Post hopes to promote financial transactions in its retail network and

preserve its long term presence in the financial services market.

18



185

The Netheriands

The Dutch postal service, PTT Post BV (PTT Post), is a subsidiary of holding
company Koninklijke PTT Nederland NV (KPN). KPN became a wholly government-
owned corporation on January 1, 1989 and its stock currently trades on public
exchanges in Amsterdam and New York, Through an initial public offering in June
1994, the govemment lowered its ownership stake to approximately 70 percent; in
October 1995, KPN's second stock offering lowered the government’s stake below
50 percent.

PTT Post's rate setting is free of regulatory oversight, with the stipulation that rate
hikes not exceed increases in the Dutch national wage index. Competitor
complaints of unfair pricing have recently complicated PTT Post's price setting
latitude. In response to complaints from PTT Post's competitors alleging unfair
pricing, a Dutch government ministry is trying 1o remove bulk reductions and VAT

exemptions given by PTT Post to mail order companies.

Competitive threats to the monopoly increased further when Algemene Postdienst
Nederland (APN), a Dutch alternate delivery firm, announced plans to begin
delivering butk mailings in the Netherlands. APN plans to undercut the PTT Post's
rates and deliver as many as one million items per week. To expand its market
presence in an increasingly competitive environment, PTT Post recently purchased
two expedited carrier firms and has plans to increase the number of franchised
postal outlets. PTT Post also plans to decreass its work force by 9,000 employees
over the next five years (cument employment stands at 55,263 staff).

19
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New Zealand

The postal service of New Zealand became a State-Owned Enterprise in 1987 and
ever since has operated with the stated goal of being as profitable and efficient as
a private sector business. New Zealand Post Limited (NZ Post) establishes most
tariffs without regulatory interference; when setting rates for standard letters, NZ
Post must abide by the Deed of Understanding which stipulates that postage
increases for letter mail may not exceed growth in the Consumer Price Index minus

one percent,

In the period following corporatization, NZ Post has aggressively implemented
personnel and organizational restructuring. In 1995, efficiency improvements
gained through restructuring permitted the organization to lower postage rates from
45¢ to 40¢ (NZ). The government of New Zealand is currently contemplating
legisiation that would completely eliminate the ietter monopoly. Although the
proposal has the full support of NZ Post, political factors have handicapped
speedy legislative action.

Sweden

The Swedish government removed monopoly protection for Postverket (Sweden
Post) in 1993. During the past three years of unrestricted competition, Sweden
Post's primary competitor has been CityMail, a household delivery firm operating in
Stockholm and Lidingo. On April 20, 1985, Sweden Post acquired 75 percent of
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CityMail. At the time of the acquisition, Sweden Post agreed to enter an on-going
consultation process with the government that would establish clear-cut guidelines
for future competition. CityMail executives accepted the acquisition, arguing that
since CityMail would operate as an independent subsidiary of Sweden Post, no
operational changes would result from the sale. After recording a loss of SEK 29
million {$4 million} on sales of SEK 28 million {($7 mitlion) for the first nine months of
1995, CityMail entered into liquidation in December 1995, leaving uncertain the

future of competition in the Swedish sector.

One important aspect of Sweden Post's refationship with CityMait concerned tariffs.
CityMail often accused Sweden Post of predatory pricing in areas where CityMail
competed against the former state monopoly. No regulatory agency oversees
Sweden Post's rate setting behavior; instead, the government and Sweden Post
have agreed to a price cap for the domestic letter rate equal to the standard

consumer rate of inflation.

United Kingdom

Originally, the Post Office operated jointly with banking and telecommunication
operators. After the government privatized the telecom in 1986 and banking
services in 1990, the government in 1992 announced it was reviewing the
possibility of privatizing the Post Office and Parcelforce. Political opposition from
Members of Parliament who feared a reduction in service eventually halted the

privatization initiative in 1994,
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In May 1995, the President of the Board of Trade, Michael Heseltine, revisited
postal reform by announcing new commercial fregdoms for the Post Office.
Though the reforms fall short of genuine privatization, they include relaxed limits on
capital spending and the ability to enter joint ventures with private sector firms. The
Post Office embraced these reforms while calling for deeper reform and renewed
interest in privatization, Prime Minster John Major has publicly stated he will reopen

the issue of privatization if re-elected.

Currently, the Post Office must seek government approval for tariff increases and
its price changes are monitored by the Department of Trade and Industry. Debate
regarding future Post Office reforms suggests the Post Office may receive a more
structured approach to tariff setting and introduction of a price index formula as a

cap on rate increases.

Though substantial reforms have not taken place, the Post Office has exercised its
new freedoms to pariner with private sector firms and introduce a range of new
products, including hybrid mail, money wire transfer, travel insurance, and currency
exchange. While expanding its product range, the Post Office is seeking to improve
the efficiency of retail operations by installing an automated system for welfare
disbursement. Once installed, the system will provide an electronic network of
potentially 20,000 computer-linked outlets.
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Argentina

As part of an economy-wide initiative to increase efficiency and government
revenue, the Argentine government is planning to privatize the state-owned postal
administration (Correc Argentino). in November 1994, the Argentine Senate
approved a bill that proposed selling a 30-year concession to run the nation’s
postal service and regulate the private mail sector. Critics of the bill complained
that it puts senseless restrictions on new private companies wanting to enter the
market and makes a single organized crime figure the only person qualified to bid
for the concession. Political disputes surrounding the bill have stalled progress

towards privatization.

Despite the slow movement towards privatization, Correo Argentino has moved
quickly to improve the efficiency and service quality of its operation. In 1993, new
management entered the organization and reduced the workforce from 27,000 to
approximately 20,000 staff. Following the restructuring, employees received
rigorous training and post offices underwent major remodeling that included
introduction of new technologies. Gradually, Correo Argentino has succeeded in

slowing the decline in its mail volume and regaining former customers.
Denmark
Denmark’s postal sector has recently experienced legislative reform that opens the

way for monopoly deregulation and fosters a commercial outlook at the postal

administration. Passed in 1995, the Postal Activities Act fixes the reserved area at
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250 grams or six times the price of a 20 gram letter for items weighing less than
250 grams, The act could potentially open the monopoly as it gives the minister
responsible for postal matters the authority to alter the reserved area, including the

authority to remove the moncpoly in international mail.

Another 1995 bill, the Post Danmark Act, officially transformed Denmark’s postal
organization from a government department to a semi-autonomous corporation
fully owned by the government. Renamed Post Danmark, the postal administration
has greater fiexibility and an unambiguous commercial mandate. The new
organization reports directly to the Board of Trade and Industry and assumes its

own liability.
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Executive Summary

This docurnent summarizes the major findings of a
report describing the current status of ten postal
administrations at the forefront of a general move
towards postal corporatization and deregulation.
The postal administrations (PAs) included in this
study are Australia Post, Canada Post Corporation,
La Poste in France, Deutschs Post AG in Germany,
PTT Post BV in the Netherlands, New Zealand Post
Limited, Sweden Post, The Past Office in the
United Kingdom, Corfeo Argentino, and the Danish
Post. ’

In most of the ten countries surveyed, significant
legislative reform has occurred in the last six years.
As a resull, most of these postal operators are
mandated to eam a profil and are given consider-
able freedom to conduct financial transactions.
Most also participate in joint ventures and own
subsidiaries which provide non-monopoly 5ervices.
In spite of corporatization and increasing pressures
to liberalize postal markets, ali of these PAs, except
Sweden Post and Argentina Post, have maintained
a monopoly over letter mait services. The monopoly
is generally defined by weight, price, or both. Even
with these statutory monopolies, all of the postal
administrations surveyed have considerabie
fatitude in setting prices, particularly for non- -
monopoly services, While ali of these PAs are
highty unionized, most believe that their wage rates
are not significantly above private sector levels,

Owmnrship, Structure, and Organtzation

In all of the countries studied, major postal
reorganizations have occurred, usually as a result
of a combination of wider government reform
programs and strong postal leadership.

In most cases, “corporatization” has not led to
privatization. All of the postal administrations in this
study are 100 percertt government owned except
the Netherlands Post, which recently conducted a
public offering of shares equal to 30 percent of the
equity of the company (with a plan to offer an
additional 30 percent in 1996 or 1997). Although
the governments of Argentina and Germany have
announced their intentions to privatize their postat
administrations, there has been litle public
pressure in any of these countries (with the

axception of Argentina) to “sell off” the postal
administrations.

One area in which a form of privatization has
oceurred is in the retail, or courters, network, In
the Commonwealth countries {the U.K., Canada,
Australia, and New Zealand), a majority of the retail
outlets are in private hands. Except La Poste, all of
the postal administrations studked have some form
of franchising policy for retait services.

Most of these postal administrations have, in
recent years, begun 1o operate under an explicit
goal of profitability and with set targets for returns
on their investments. This changing approach to
financial management has been a critical element
of the reform process. .

The move towards a govemment-owned corpofate
status has also brought a change in the structure
of many postal administrations. In the UK.,
Germany, Sweden, and New Zealand, for example,
the PAs are organized around product lines {e.g.,
ietter mall, parcels, and international maif) as
opposed to functional areas. Many PAs have also
added a variety of new services. Sweder: Post
offers a number of alectronic messaging and
hybrid services; Australia Post and Canada Post
Corpoeation provide hybrid mail services; and
Argentina Post sedis fax and money transfer
Services.

Social Responsibility

All postal administrations in the study have non-
commercial social obligations to the govermnment
and its citizens. Increasingly, these obligations are
explicitly stated, either in the acts of incorporation
or in contracts between the postal administrations
and the govemments. Sweden Post and Australia
Post estimate and publish the annual cost of these
non-commercial obligations, which equal less than
five percent of their annual expeniditures.

Arecent phenomenorn has been the move to define
the social obligations of the postal administrations
not through statutss but through a negotiated
contract between the government and the postal
administration. New Zealand Post's Deed of
Understanding and the Netherlands Post's
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exclusive rights agreament are exampies of thess
contracts. Sweden Post's agreement is a variation
of this practice in which the government, not the
postal administration, has the obligation to provide
postal services. The government curmrently
contracts exciusively with Sweden Post to provide
these services but may extend this arrangement to
other competitors if they achieve sufficient scope.

A universal senice requirement is an element of
the postal statutes or the postal administrations’
agreements with the governments in all ten
countries. In some cases, the statute requires a
uniform letter rate; in other cases, uniform rates are
included in the contract with the government.
Regardless of the law, all of these postal admini-
strations maintain uniform rates for their retalil letter
services.

The required frequency of delivery varies across
PAs as does the flexibility in the definition of
uniform delivery. Austratia Post, for example, is not
required to defiver to the most rural addresses with
the same frequency as to the rest of the country.

The requirement 1o maintain a universal retail
network is a sensitive political issue in all of these
countries. In Sweden and France, for example, the
closing of post offices is regulated by the
government. Some administrations have been
suceessful at rationalizing their retait network either
through closures (e.g., Germany, Argentina, and
Australia) or through franchising {e.g., Canada,
New Zealand, and Australia).

Scope of the Mmpoh«l

Alf of the postal administrations in the survey have
sorme form ot monopoly protection except Swaden
Post and Argentina Post. The New Zealand
government's recently announced pian to eliminate
the letter monopoly in 1995, supported by New
Zsaland Post Ltd., has run into problems from the
opposition party and from some in the government.
in France and Germany, the monopoiies extend
beyond letters. Unaddressed advertising mail is
usually outside the scope of the monopoly but
addressed advertising mail is generally treated as
part of the letter mail monopoly.

The method used to define the scope of the letter
monopoly varies across countries. Some letter
monopolies are defined by weight {e.g., Nether-
lands, up to 1.1 pounds), others by price (e.g.,
Germany, ten times the standard letter price and
Canada, three times the letter price), others by a
combination of weight and price (2.9., Australia,
four times standard letter price and up to 8.8
ouncss). in New Zealand and the U.K_, the letter
monopolies are quite narrow, allowing competition
above approximately $0.51 U.S. and $1.60U.S.,
respectively. Once the threshold values are in
place, they may be narrowed over time as a way to
increase competition in a controlied process.

Some administrations are required to perform
services even though those services are not
protected by a statutory monopoly. Canada Post
must deliver parcels and the Netherlands Post
rmust deliver all mail up to 22 pounds.

Pricing Freedom

Only Argentina has absolute freediom 1o set postal
rates. Alt others are regulated to some degree,
although none face regulation by an independent
regulatory body. in all but two of the other
countries, price regulation is limited to the
monopoly services, not to services that face direct
competition. Competitive services are, however,
generally subject to commercial antitrust rules that
restrict prediatory pricing. Hybrid mail services and
financial services have been the subject of antitrust
complaints in some of the countries surveyed.

For most PAs, rate increases in monopoly markeis
require approval by a govemment body (usually
either the ministry that "owns” the PA or a separate
reguialory body}. In Australia, the government can
only "disapprove” rates. New Zealand's lefter rates
are defined inn a ormal contract between the
government and the PA. Increasingly, rates for
monopoly services are regulated using a price cap
formula (e.g.. pegged to the rate of inflation in the
Netherlands and France and to a price index less
one percent in New Zealand).
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Managerial Freedom

Most of the postal administrations in this study are
permitied o purchase goods and services, enter
into joint ventures, and establish subsidiaries jike a
private sector firm. Canada Post, for example,
recently purchased 75 percert of Purolator Courier
td., a large express company. Canada Post is
also a member of a consortium testing the use of
cable television to sell goods and services in
34,000 homes. Five postal administrations are
members of a joint venture with TNT to provide
international expedited mail and remail services.
The Netherlands Post and La Poste also have a
large number of subsidiaries and participate in a
numbaer of joint ventures to provide, for exampie,
transportation services, warehousing and order
fulfiliment, and direct mait services.

Employment

All postal administrations studied are heavily
unionized with collective bargaining as the basis
for wage negotiations. In all of these postal
administrations, some or all of the employees have
the nght 1o sirike if agreement cannot be reached
on the terms of their contracts. In general, however,
significant fabor unrest and work stoppages in
postal administrations in the Netherlands,
Australia, and Canada in the 1980s have given way
to improved iabor refations in the 1990s
{Germany's postal strike in 1994 is an exception 1o
this trericl). Many argue that the confrontational
approaches of the past will continue to fade as the
postal administrations transform themselves into
maodemn service businesses. Canada Post,
however, believes that the strikes in the 1980s
resulted in business iost 10 competitors The posial
strike in France in 1974 was also viewed as
particularly debilitating.

Work force reductions have been significant in
many of these postal administrations. This is
especially rue in New Zealand (40 percent over
seven years), Canada (12 percent over gix years),
Australia {11 percent over five years}, and Sweden
{11 percen! over two years). In many cases, work
force reductions were achieved through voluntary
action of employees and/or incentive packages.

Most postal managers surveyed do not believe that
wage premiums exst in their postal administra-
tions, alihough other types of premiurms, such as
job secunty are present Canada Post, for
example, believes that over the 14 year period
since cofporatization, through difficult and often
acrimonious labor relations, it has elirminated the
prernium in postal wages.

In the Netherlands, employees were given
incentives to participate in the Post/Telecom’s
share offering fast year. It is not known, however,
what percent of the publicly traded stock is held by
postal employees

Financial Information

All PAs in the survey except Canada, Germany,
and Argentina reported a pre-tax profit in their
latest fiscal year. Al of these postal corporations
curiently pay tederal income taxes except the
German postal service, which will be required to do
50 beginning in 1996. Of the postal administrations
researched, only Sweden Post pays the European
Union Value Added Tax.

Somse of these PAs have a pension fund that is
separate from the government. Only the German
and French postal administrations reported large
unfunded pension and medical liabilities. Sweden
Post inherited a relatively small pension liability
when it became corporatized. Sweden Post agreed
to pay off this liability in exchange for an under-
standing that it would not pay dividends to the
government for the first few years of operation,

Most of these postal corporations are abie to
access capital markets like a commercial
enterprise, without requesting government
permission. However, planned borrowing and
invesiments are generally included as pan of the
strategic package presented to the Minisiries that
“own” the postal administrations. The Post Office’s
tack of financial fimxdbility was one of the major
reasons cited for the U K, Post's recent support for
privatization.
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Introduction

The last decade has been a pericd of significant
change for postal administrations around the
world. There are many factors driving this change,
inciuding the elaction of conservative governments
in anumber of countries, the separation of posts
and telecoms, the move to dereguiate the telecom
markets, and, above all else, the increase in
competition in the defivery and communications
markets. Competition from traditional sources,
such as expedited carriers, remaijiers, document
exchanges, and private postal stores, has
incroeased the pressure to reduce the scope of the
posts’ protective monopolies. Competition from
naw forms of communications, such as faxes and
electronic data exchanges, has significantly
weakened the value 1o the postal administrations
of these statutory mornopolies.

Although there are significant differences across
countries, the most successhul postal administra-
tions have foflowed similar reform paths including
two criticat elements — corporatization and
deregulation. in many of the ten countries included
in this study, postal statutes have been modified or
rewritten to create government-owned postal
corporations. These statutes both require that
postal corporations act like businesses {e.g., pay
taxes and compete fairly) and provide them with
the managerial freedoms {(e.g.. the ability to access
capital markets} to do so.

1.1 Objective and Scope

This study describes the current status of ten of the
most progressive postal administrations. The
purpose of the stucly is to identify best practices
and lessons learned in the areas of commercializa-
tion, deregulation, and privatization in the postat
sector.

The tent countries included in this report are
Australia, Canada, France, Germany, the
Netherlands, New Zealand, Sweden, the United
Kingdom, Argentina, and Denmark. For each
country, the following issues were researched:
ownership structure and organization, social
rasponsipility, scope of the monopoly, competition,
regulation, managerial freedom, employment, and
financial information.

1.2 Approach

Data collected for this study consisted of a mix of
primary and secondary information. Secondary
sources were used first to address the study issues
and, where appropriate, primary research, such as
interviews with senior postal officials, was
conducted.

Profiles have been written for sach of the countries
researched. Countries are presented in alphabeti-
cat order, except for Argentina and Denmark which
are presented last due to their fimited relevance to
the USPS. Exhibit A on the following page
summarizes in a cursory fashion some of the major
findings of this repon.
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Comparison of Organizational and Financial Characteristics
Progressive Postal Adminisirations

heoncany.

Gavt Govt %& Govt Govt Govt
1991 1985 1954 1987 1994 1840'
5% 86¢ L3 29¢ so¢t 43

300,000 | 360000 56,000 8670 w23 183,000
2230 180 63 07 42 17.0
$14.3 $147 $32 $0.4 $28 $77
No No Yes Yes No Yos

Yes Ko Yes Yes Yes No

Yes Ko Yes Yes Yos Yes

Yes Ko out Yes Yes Yes No

Yes Yes Yos Yos Yes Yos

Breakeven | Proft | Proft Aot Proft | Breakaven’
mait | e | | PO | M | 8B
Yes Ro* Yes Yes Yes L

No o No No No No

No ¥ae No No No Yes

Yoy Yes Yos Yos Yes Yos

talacos




198

Australia

(9 Austraiia Post
A. Corporsis Profile

Australia Post (AP) is a federal “Government
Business Enterprise” serving 17.5 million Austra-
lians. In 1993-34, AP coltscted and processed 4.3
billion mail items for delivery to 7.5 million delivery
points, an increase in volume of 3.8 percent over
1992-33. AP awns 1,203 retail outlsts and 38 mait
processing sites, and also serves customers
through an additional 2,789 post office "agencies”
in the retail network. AP employs a total of 31,130
full-time staff — down from 35,107 five years ago.

For the year ended June 30, 1994, AP's revenues
were Aust. $2.568 miliion ($1,978 million U.S,),"
with a net pre-tax profit of Aust. $287 miflion (221
milfion U.S.). Australia Posi has total assets of
Aust. £2 billion {$1.54 bition U.S.).

The standard adidressed letter mail postage is
Aust. 45¢ (35¢ U.S.} for detivery anywhere in
Australia,

B. Ownership, Structurs, and Organization

n
Australia Post is a ‘Government Business
Enterprise” owned by the Commonweaith of
Austraiia. Thers is no formal share structure.
Instead, Australia Post operates under the
Australian Postal Corparation Act, paying an annual
dividend to the Commuonwealth.

Prior to 1989, AP operated as the Australian Postal
Commission, with no commercial remit and
numerous bursaucratic controls over day-to-day
operations. The 1989 corporatization was part of
the Labor government's program of micro-
economic reform.

Thers is currently na political or private pressure for
privatization. A 1992 Industry Commission study
did propose privatization by 1997, but the
government rejected this proposal. The curent

? Based on January 28, 1995 exchange rats of $0.7703 (U.S).

Minister for Communications and the Arts has
recently restated the govemment’s commitment to
public ownership. Moreover, the leading
(conservative) opposition party has néver
proposed postal privatization, despite its pro-
business stance. Neither the business community
nor AP's senior management is seeking privatiza-
tion. The government, the unions, and the public all
feel that privatization would lead to lower standards
of service

While it is possible that a govemment review of the
Post scheduled for July 1987 may reopen the
question of ownership, the main political debate
over AP surrounds the degree and speed of future
deregutation. -

Finunciai mandate
Before 1989, AP was required to recover costs and
fund at least haif of its capital expenditures.

The 1989 Australian Postal Corporation Act recuires
that AP operate commercially, including achieving a
“reasonable rate of retum on assets” {undefined in
the legisiation), payment of all taxes arxi dividends to
government, and periodic reevaluations of assets. In
1993-84, AP paid a record dividend to the Common-
weatth govemment of Aust. $90 million ($69.3 milion
U.S.), made a capital rapayment to the Common-
wealth govemmaent of Aust $200 million ($154.1
milliors U.S.}, and eamed a return on assets of 145
percent.

Management siructure and board oversight

The Mirister appaints the Board of Australia Post
which is responsible and accountabie to the
Minister as owner. Through the corporate planning
process, the Minister for Communications and the
Arts and the Minister of Finance participate with the
Board in setting the targets for financial perform-
ancs, service quality, and various “Community
Service Obligations™ (CSOs) over a three-year
planning period.

The Minister for Communications and the Arts
deals with postal matters, while the Minister for
Finance oversees the govemment's investments
and assets. There is no separate postal reguiator
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outside the Ministry for Communications and the
Asts. After arecent review of the CSO0s, the
government askect the House of Representatives’
Standing Committee on Transport, Communica-
tions, and infrastructure to annually review the
performance of AP on the CS0s. AP must also
report any proposed price increases to the Prices
Surveillance Authority. The Authority may state its
opposition to a change, but only the Minister has
the power o block an increase.

The Board, which can consist of up to nine
Directors, appoints the Managing Director {(MD).
Currently, the MD is responsible for operations and
the retail network, and the General Managers in the
Stats Profit Centers report directly to the MD.
Directly under the MD is a Deputy Chief Executive
wha has responsibitity for various business units,
tncluding Letters and Parcels. The next most senior
manager is the Chief Manager, Finance and
Services, with responsibility for ali central finance
and information technology functions.

Range of business

Australia Post’s core business is postal and
delivery services, which account for approximately
85 percent of revenues. In addition to traditional
letter and parcel services, AP offers assistance with
direct mail and address checking and has
deveioped a hybrid mail business branded as
EDIPQST.

Retail network

AP's retail network is currently being restructured
and modernized. The key to this reform program is
a sigaificant change to the contractual relationship
between AF and the "Agents® that manage the
postal outiets.

For the past 50 years, two-thirds of AP's ratail
outists have been managed by these Agents on
behalf of AP according to contracts negotiated

. nationally with an Agent's Association. In 1993, a
new contractual arrangement was established that
rermoved bureaucratic barriers and provided
incentives for growth. Agents were provided
incentives to become “Licensed Post Offices”
through “income safety nets” that have a sunset
date. Two-thirds of the 2,977 post offices have

made the transition. There are now “Postshops”
{public retail outiets) and "Business Centers”
{business retail outlets) within the network.

Financial iransaction services remain a relatively
small business area for AP. While AP is aclively
seeking to increase the number of financial
transactions handied through the network, and is
signing partner agreements with banks, it says it
has no plans to develop “post bank” services like
some European postal administrations.

~ €. Social Reaponsibility

The 1989 Australian Postal Corporation Act explicitly
separates social obligations from commercial
objectives. The former are referred to as the
“Community Service Obligations” or CS0s. In the
Act, the list of CSOs includes:

= the provision of domestic and intemational
letier services;

« the provision of a domestic standard letter
service available at a uniform price;

= aletier senvice which is reasonably accessible
to all Australians on an equitable basis; and

« performance standards for the letter service
which reasonably meet the sodial, industrial,
and commaercial needs of the Australian com-
murnity.

However, since some of these obligations are
profitable, there is a separate group known as
noncommercial CSOs, whose costs are directly
measured.

Specific C50 targets are set during the corporate
planning process. Such targets indlude the number
of outlets where customers can buy stamps, the
maintenance of convenient hours of operation
nationwide, and the maintenance of the network
measured in terms of the number of delivery points
and delivery frequency.

Australia Post actively sseks public consultation on
its CSOs and reports its performance against
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these targets annually. In AP's 1993 fiscal year, the
cormpany estimated the cost of its noncommercial
social obligations at Aust. $46 million ($35.4 miflion
U.8.). There is some debats between AP and the
government regarding how the CSOs should be
measured.

The government may also direct Australia Post to
tollow various general government palicies such as
those relating to wages and industrial relations.

Rural delivery and dellvery frequency

AP employs 3.300 contractors to deliver mail in
rural areas. Some 346,000 households in remote
areas receive only roadside delivery service, while
157,000 households receive no residential delivery.

Australia Post aims to provide five day a week
delivery sefvice to approximately 93 percent of alf
delivery points, including 80 percent of the 364,000
most remote households.

Community Post Offices

Whils there is no written restriction on the number
of postal outlets, closure rates have been low due
1o pofitical sensitivities and the requirement to open
ali such decisions to dstailed public consultation.
The strategy to reduce the unit cost burden of the
network involves increasing the number of
transactions handled by retail outlets and
transferring agency-based outlsts to a new
contractual form known as Licensed Post Offices

Obligatians to government

Apart from the CSOs and the usual obligations of
an Australian Corporation to the federal govern-
ment {such as paying taxes}, AP has no other
duties. However, it performs a number of tasks for
government under commercial contract such as
1ax coliection, passport intenviews, and distribution
of information.

0. Scope of Monopoly

According to the 1989 Australian Postal Corpora-
hon Act AP "has the exciusive right to carry letters
withinn Australia.”

The domestic letter monopoly is set at a price
threshold of Aust. $1.80 ($1.39 U.S.), or four times
the basic postage rate, with a weight threshoid of
up to 250 grams {8.8 ounces). This monopoly no
longer includes the carriage of letters within
document exchanges of within an organization.
Addressed domestic mail is considered by AP to
be in the monopoly, but a recent amendment o the
1989 Act changing the definition of catalogues and
leaflets that may be defivered by competitors has
ieft some doubt about the extent of the monopoly
over advertising mail. The international letter
monopoly is limited to inbound letters. Thereisno
monopoly over parcels or publications.

The scope of the monopoly (often called the
reserved area’) was fast changed in July 1994 ana
will be reexamined again in 1996-97. The recent
change reduced the monopaly price threshold from
10 times the basic stamp price to four times the
basic starnp price. The Ministes announced the
recent measures, saying “The government has
agreed to proposals for a sensible managed
approach to the introduction of further competition
for Australia Post...."

AP has no legal obligation to deliver products othey
than "letters that are standard postal articies.” ’
However, in practics, AP management believes
that it must provide all basic postal services
throughout Australia.

Mailbox exclusivity )
AP has no exclusive right to deliver to a mailbox.

E. Competition

Prasence of compstition

Australia Post has a number of competitors for the
delivery-of catalogues, annual reports, and courier
and exprass items, and faces competition from
other mediia such as electronic communication,
AP does not provids data on market share but
cites several competitors and services. Progress
Press offers an extensive unaddressed letter and
targeted catalogue delivery service. Streetfile
amploys sophisticated computer systems in
conjunction with a new print technology to offer a
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targeted delivery service. Its main clients are
acivertisers. Salmat delivers publications ad-
dressed to businesses and househoids and has
links to a mailing house called Automail.

Ths recent recuction in the monopdly and the
introduction of downstream access pricing have
not ied to any immediate change in competiive
pressure, probably because the destnation entry
discount is smaii.

There have been no recent antitrust compiaints
against AP,

Presort discounts

Discounts for bulk mailers are available and vary
by category of letter, weight, and level of presort-
ing. For example, a small letter of up 1o 125 grams
(4.4 ounces) sorted into direct bags or trays
receives an Aust. 7¢ (5¢ U.S.) discount.

The 1994 reforms allowed, for the first time, a
degree of downstream access for letters, of
“interconnection.” Bulk mailers can now carry mait
between maior cities to designated mail centers
and interconnect with Australia Post's delivery
network. A common discount is provided based on
average avoidable transport costs. However, this
discount is relatively small, on average approxi-
mately one cent.

F. Reguiation/Managerial Freedom

Pricing and reguistory oversight

Australia Post sets its own prices. The government
can only “disapprove’ of the basic postage rate
sought by Australia Post

AP's pricing freedom is somewhat constrained by
a price cap regima. From 1984-95, increases in the
basic letter rate may not exceed the price index
less “X". The “X", often referred to as a "productivity
factor,* has not yet been determined, and in the
maantime AP has agreed to freeze rates until 1997.
The Minister has said he will jook at this experience
and rule on the future price cap regime for AP in
1997.

The only other regulatory influence on Australia
Post's pricing decisions is the Prices Surveillance
Authority (PSA}, which Australia Post must notify
regarding proposed price increasss for monopoly
services. While the PSA has only an advisoty rois, it
has in the past instituted inguiries into proposed
increases lasting up to three months. The Board is
not required to accept the findings of the PSA’s
inquiries, but in practice it is politically difficult to
ignore the recommendations.

Day-tc-day govemment coritrol over the operation
of the Post disappeared with the 1989 reforms. The
Ministries’ direct control is limited to their involve-
ment in the corporate planning process.

In principle, management freedom is constrained
only by the corporate plan and the powers granted
ths executives under the 1983 Act. The 1989 Act
states that the Corporation may undertake any
business or activity, either in Austrafia or overseas,
which relates to its principal function — supplying
& service for the carmiage of letters.

Authority to purchase suppliers, competitors, and
cuslomers

The federal govemment would expect any
purchase of a large supplier, competitor, o
customer to have been detailed within the
Caorporate Plan. As the govemment could object,
there is no absolute freedom for such takeovers,
and AP has so far not attempted any acquisitions.

Antitrost

AP is subject to antitrust dlaims brought befcre the
Trade Practices Commission {TPC}, the general
reguiator lor competition. The govemment's
genesal economic policy is 1o strongly regulate
anti-competitive behavior, and AP has an active
TPC compliance program throughout its organiza-
tion.
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Procurement flexibliity and oversight

Since corporatization, AP's procurement policy has
been set by the Board, not the government,
Contracts of Aust. $10 million {$7.7 million U.S.) or
more must go to the Board for approval. The head
of procurement at AP's headquanters can approve
up to Aust. $5 million ($3.9 million U.S.), with a
range of approval levels below that.

The main criterion is value for money, and
managers are encouraged to take the "commercial
option.” Managers are not required to tender for
competitive bid in all cases, for example, if they
seek to establish a long-term supply refationship.
AP feeis it has achieved a high degree of flexibility
in procurement, with the main existing deficiency
being the need to introduce elsctronic data
interchange systems.

Government, in theory, influences procurement
policy through its policy of encouraging “focal
preference” (i.e., Australian) in public procurement.
in practice, AP does not feel this policy has
affected purchase decisions.

Joint ventures and subsidlaries

Australia Post has devetoped two joint ventures to
date. It has a 50/50 joint venture with Qantas called
Australian airExpress to provide air express
services. With Geospend, AP is providing direct
marketing expertise.

Australia Post has one subsidiary, Sprintpak, which
provides quality assurance and secure finishing for
the production and packaging of stamps, philatelic
products, and collectibles.

G. Employment

Wage sattiement

AP's current wage negotiation process is the result
of two major influences: the Australian tndustrial
Relations Commission's (AIRC}) guidelines for
“enterprise agreements” (company wage
negotiations) and a Joint Statement of Understand-
ing signed with the postal unions in 1988. The AIRC
sets a framework for the process of negotiations
for unions and management, while the

Joint Statement of Understanding provides a new
start for labor refations after a number of damaging
postal disputes.

Wages are now settled under an "Enterprise
Agreement” which takes approximatety six months
to negotiate. There are two main unions who
negotiate with management as a single bargaining
unit on behalf of all unions within AP. in addition to
basic pay, agreements have covered incentives,
numbers of part-time staff, and the sharing of
information such as the corporate plan. The first AP
Enterprise Agreement ran from October 1992 to
April 1984, and the second operates for 18 months
to April 1996.

This structure has promoted consensus in recent
years, but if the parties were unable 1o reach
agreement, they couid seek the help of the AIRC. A
dispute over an Enterprise Agreement would be
handiled under a dispute settiement clause under
which the parties agree to arbitration by the AIRC.

Job protection

AP has an agreement with the unions called
"Redundancy, retraining, and redeployment” for
managing staff levels. This agreement accepts
compulsary redundancy of stafl if centain criteria
are met. However, reductions in staff levels in
recent years have mostly been made through
voluntary redundancies. AP does not have any
targets for staff reductions and believes in an open,
consultative approach to reducing staff numbers
AP does not make agreements with the unions on
staffing levels, except in relation to a limit on the
number of part-time staf it will hire.

‘Wage premiums

AP is not generally regarded as paying above
market rates, although jobs are seen as fairly
secure.

H. Financial
Pensions and the balance sheet

All pensions are fully funded, and there are no
outstanding large medical liabilities.

PriceWaterhouse e @)



In recent years, AP has maintained a positive
balance sheet and is projected to maintain a
heaithy financial position in the foreseeable future.
Management knew of no special procedures for
dealing with a negative balance sheet and
assumed the government would have instituted
managerial changes before the situation arose.

Taxation

Since corporatization in 1989, AP has paid the
same taxes as would any other Australian
corporation. In FY 1993-04, its tax bill was Aust.
$280 miltion ($216 miliion U.S.), made up largely of
income, payroll, and sales taxes. it is also liable for
excise duties, withholding taxes, and land taxes.
The main lesson of AP's tax experience involves
the transition from being fax privileged o
becoming a normal taxable company in 1988 The
transition was made easier by the change in
accourting procedures prior to 1989, AP's
management believes that the financial reforms
needed 1o tulfill the new "corporate” mandate have
had significant positive effects by focusing the
company on profitable investments and on
maintaining a healthy balance sheet.

Access to capital markeis

AP can borrow only with the permission of the
federal govemnment's Loan Council. Last year, AP's
Board requested Aust. $50 mitlion ($38.5 million
1).8)) from the Loan Council, and this has Deen
accepted. AP is forbidden by statute from going
directly to the private markets. However, once
government/Loan Council permission is granted,
AP calls a tender for borrowing

Requests to the Loan Council could, in theory, be
turned down. However, after prior consulation with
the Minister, it is unlikely a request would be
rejected.

Until March 1994, AP had previcusly borrowed only
small amounts of money and had accumulated a
cash portfolio of between Aust. $300 mitlion
($231.0 milfion U.S ) and Aust. $400 milion {$308.1
million U.S.).
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Control of treasurer over investments

The policy for the postal Treasurer is determined by
the Board, with a manual describing the basic
procedures. The policy is conservative; for
example, any funds invested over 12 months must
sesk a floating rate. investments in derivatives are
allowed, but can only be for the purpose of
hedging, not speculation. The Treasury function
does not operate as a profit center, and its
mandate is to maintain capital value and achieve a
reasonable retum on funds.

I. Best Practices/Lessons Learned

The main lesson rom the Australian experience is
the importance of overall tederal government policy
in enabling postal reform. The 1989 corporatization
followed a 1988 document called “Reshaping the
Transport and Communications Government
Business Enterprises,” which also dealt with state
owned companies in the airtine, telecommunica-
tions, and rallroad industries. This document was
itsell part of a general program of microeconomic
reform, Thus. postal reform was part of a much
larger effort 1o ‘corporatize" government enter-
prises. Similarly. the importance of political
leadership can be seen in the success of AP's
handling of employee relations over this period.

The Australian experience inclicates a number of
significant lessons:

« Reform can be assisted by outside government
bodies making bold proposals. The 1992
Industry Commission Repart and the forthcom-
ing 1997 review have served the purpose of
pressuring management to consider significant
reforms.

« The freedoms won for management within the
Government Business Enterprise structure
have enabled innovation and the development
of long-term strategies. The EDIPOST product
is an example
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» AP has implemented change, increased
productivity, and increased profits while main-
taining the basic stamp price and service
quality (33 percent on-time delivery rating
within Australia).

1t could be argued that AP has been fortunate in
implementing postal reform {e.g., government
suppont, partial deregulation instead of full-scale
privatization, and a strong balance sheet).
However, AP's performance improvements since
corporatization reveal the extent of changes that
ars possible given the freedom to manage.
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Canada

MAIL2POSTE

A. Corporate Profile

Canada Post Corporation {CPC) is a federal Crown
corporation that serves 28 million Canadians and
900,000 businesses and public institutions. CPC
collects and processes 11 billion pieces of mail
annually for delivery to 12 million addresses. CPC
has 19,000 retail outiets, 22 major mail processing
plants, and 5,500 vehicies and engages 7.000
transportation contractors. CPC employs 54 000
full- and part-time employees - down from 63 000
six years ago.

For the year ended March 26, 1994, CPC's
revenues were $3.9 billion Canadian {$2.8 billion
U.S)7? the net loss was $259 miliion Canadian
{$183.0 million U.5.).

The standard addressed letter mail postage (up to
1.1 ounces} is 43¢ Canadian (30¢ U.S.). sxcluding
the seven percent federal Goods and Services
Tax.? The rate is uniform throughout Canada,
Some private retailers sell stamps at a discount as
a sales promotion for other products of services.
Significant discounts from the standard rate are
also availabie to bulk mailers who prepare letter
mail to faciitate processing by CPC.

B. Ownership, Structure, and Organization

Corporatization

CPC s a federal Crown corporation whose only
sharehoider is the government of Canada. Prior to
1981, CPC was a government department known
as the Post Office Depariment.

A total of 75 percent of CPC's 19,000 retail outiets
are operated by private businesses. This shift to

private businasses occurred after the 1981 reforms.

# Based on Jeruary 25, 1995 axchange rate of $0.7063 (U S.).
? A nalional sales tax.

CPC was made a Crown corporation in order to
free the post office from government administrative
practices that restricted the organization’s ability to
function effectively in a commercial anvironment.
Since corporatization, public discussion about
selling Canada Post to private owners has been
infrequent,

CPC recently acquired a 75 percent interest in a
raajor domestic courier company (Purctator Courier
Lid.), expanding the role of public ownership in
postal services.

Financlai mandate

The legistation incorporating Canada Post requires
CPC to conduct its operations on a self-sustaining
financial basis while providing a uniform standard
of service and rates to afi Canadians. CPC's
financial statements are prepared in accordance
with generally accepted accounting principles.
CPC is subject to federal income taxation.

Management structurs and board oversight

The govemment appoints a Board of Directors as
well as the Chairman of the Board and the
President. According to the legislation incorporat-
ing Canada Post, the Board directs and manages
the affairs of CPC. Canada Post, however, must
comply with directives from the Minister Responsi-
ble for Canada Post Corporation.

Range of business

CPC provides traditional postal services such as
the delivery of letter mail, parcels, adveriising
material, money orders, and publications. The
corporation is also a major participant in the
courier market, As an alternative to courier and
regular mail, Canada Post recently introduced an
express service, XPRESSPOST, for time-sensitive
packages and documents. XPRESSPOST is part of
CPC's move to brand marketing — focusing
marketing efforts on unique products or service
identifications (e.g., Tide} rather than on marketing
Canada Post.

CPC provides slectronic mail senvices. Messages
and customer lists are provided electronically to
Canada Post. CPC prints, folds, inserts into
envelopes, and delivers the messages.
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Canada Post is also part of a consortium testing
the use of cable television networks for the
stactronic provision of goods and services to
34,000 homes. The corporation operates Direct
Marketing Resource Centers to promote the use of
advertising mail. Postal vending machines are
being tested. Canada Post Systems Management
Limited is the technology center of the corporation
that markets management systems and postal
technology to other postal administrations.

C. Social Responsihility

Soclal obligation defined

Canada Post's social responsibility is defined in the
1880 Canada Post Corporation Act. The act
requires thal CPC maintain “a standard of service
that will meet the needs of the peopie of Canada
and that is similar with respect to communities of
the same size.” it also requires Canada Post to
maintain “basic customary postal service” and "fair
and reasonabie” rates.

CPC is required by the act to comply with directives
from the Minister Responsible for Canada Post
Corporation. However, the Minister rarely uses his
directive power, choosing instead to issue public
statements regarding changes CPC should make
to its policies. The Minister's recent announcement
that rural post offices should no longer be closed
and that urban post office closings should be the
subject of a public consultation was an example of
this less direct approach.

Universal service

Canada Post provides universal service, although
the nature of the service varies, refiecting the
managerial flexibility granted to Canada Post by
the Canada Post Corporation Act. Universal service
is understood by CPC to mean nondiscriminatory
service. Depending on the drcumstances, people
in some communities pick up mail at community
mailboxes near their homes, while others receive
mail at their residences.

Uniform rates

CPC offers universal service at a uniform rate for
{etter mail. However, uniform rates are not a
requirement of the postal statutes.

Delivery

Dslivery is genesally five days per week (Monday to
Friday). Canada Post courier defivery is available
on Saturday. in some areas, unaddressed
advertising mail is delivered by an alternate postal
delivery force on weskends.

Sochal policy subsidies

During the last decade, Canada Post has phased
out mailers’ subsidies for Canadian publications,
Parliamentary mail, literature for the blind, and the
shipment of food and similar items to the North.
These subsidies still exist but are now provided by
the tederal government, 1aking social policy out of
the post office. in fiscal year 1994, the federal
government compensated CPC $114.9 million
Canadian {$81.2 million U.S.} for foregone
revenues from these sources.

D. Scope of Monopoly

Extent of monapoly

According to the Canada Post Corporation Act,
Canada Post "has the sole and exclusive privilege
of collecting, transmitting, and delivering letters to
the addressee thereof within Canada.” However,
saveral important exceptions 1o this exclusive
privilege exist in the legislation, including:

» newspapers, books, magazines, goods, and
catalogues;

« letters delivered to a frienct;

« letters of “an urgent nature” that are transmit-
ted by a messenger for a fee at least equai to
an amount that is three times the regular rate of
postage; and

« letters “in the course of transmission by any
electronic or optical means "

Canada Post has the power to define a letter. The
definition must be approved by the federal

1“4
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government after an opportunity has been given to
interested parties to make representations to the
government about the propased definition.

Although Canada Post has on occasion relied on
the Canada Post Corporation Act to assert its
monapoly over lefter defivery, CPC has generally
accepted that, for practical purposes, the
corporation must function in a competitive
environmant. The monopoly would be difficult to
enforce in the dynamic and competitive Canadian
communications environment and attempts to
enforce the monopoly would not be welcomsd in
the marketplace, because they wouid create an
unfavorable image of Canada Post. A recent
Canada Post publication noted that a taxi company
was competing with CPC in Calgary and Edmonton
for delivery of letters. The taxi company delivers
standard mail for 35¢ (25¢ L.8.); CPC's rate is 43¢
(302 U.S.). CPC's latest annual report states:
“Letter mail volumes showed minimal growth as
transition to alternative communication methods
continues to escalate.”

Malibox exclusivity

Only Canada Post generally delivers directly to
locked mailboxes. Rural maitboxes located along
roads are not locked; they are accessible to
anyona. For security reasons, mailboxes in
apartment lobbies are normally accessible only to
CPC. Letter slots or mailboxes at residential homes
are not considered exclusive to CPC use.

Mandatory servicss

The Canada Post Corporation Act requires CPC "to
establish and operate a postal service for the
coliection, transmission, and delivery of messages,
information, funds, and goods.” This requirement
presumably means that Canada Post must provide
parcel service and postal money orders.

E. Competition

Presence of

Competition is a major factor in the provision of
Canadian postal services, reducing mail volumes,
changing service delivery, and driving the
development of new Canada Post services such as
electronic mait. CPC was made a Crown corpora-

tion to allow the pastal service more operational
flexibility in a commercial environment.

CPC perceives that fiyer companies, some of which
aro owned by newspapers, are a competitive
threat. The newspaper connaction is relevant
because CPC feels that it is unfairly targsted as the
“unk mail bad guy.” CPC often points out that
nawspapers typically include flyers (.., junk mait).
CPC's recent initiative to hire a separate work force
to deliver unaddressedt advertising mail is an
attempt to respond to competition by providing a
low cost altemative to the fiyer companies and the
newspapers. The pay scales for these workers are
considerably below those of regular carrier.

Presort discounts '

Significant discounts from the standard rate are
available to bulk mailers who prepare letter mait 1o
facilitate processing by CPC. Canada Post has
encouraged the practice of discounts to reflect
custormer capabilities and reduce CPC costs.

F. Regulation/Managerial Freedom

Pricing and reguiatory oversight

Canada Post has been granted significant latitude
in sefting postage rates. Only certain rates,
primarily reqular letter mait and certain categories
of publication mail, must be approved by the
federal government An opportunity is given to
interested parties to make representations to the
government about proposed rate changes. The
rate proposals are not subject to review by an
independent regulatory body. Since the rate setting
Process is not public, interested parties do not
have access to the costing studies and cther
information underlying the rates. Some competitors
allege that standard jetter mail rates cross-
subsidize competitive services such as courier and
parcel services. According to Canada Post, the
competitors’ allegations are unfounded,

Canada Post can and does enter into discount
agreements with bulk mailers seeking government
approvai of the discounts. in addition, CPC can
offer experimental services for three years without
seeking government approval of rates.

PriceWaterhxwersr
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Authority to purchase suppiiers, competitors, and
customers

Subiject to the federal government's concurrence,
Canada Post can purchase suppliers, competitors,
and customers. For example, Canada Post recently
acquired 75 percent of a major Canadian courier
company, Purolator Courier Limited. Acquisitions
are subject to review by the Bureau of Competition
Policy — Canada’s competition watchdog.

Joint ventures, subtidiaries, companies purchased

As noted above Canada Post has purchased
Purotator Couner Lmited. CPC is aiso a pariner in
a consortium called UBI, with Le Groupe Vidéotron
Ltée, Hydro-Québec, National Bank of Canada,
Loto-Québec, Vidéoway Communications Inc., and
Hearst Corporation. UBI is conducting a residential
information highway tria, providing interactive
services to 34,000 homes over a cable television
netweork. Canada Post also has an alliance with the
Canadian Imperial Bank of Commerce to provide
automatic teller machines in certain corporate retait
outlets.

CPC has also entered into partnerships to sponsor
some commermorative stamps — for exampie,
advertising has appeared in the seivage of some
issues. A recent booklet stamp commemorating a
Canadian department store was sponsored by
several companies. Although the stamp and its
selvage bore no advertising, the booklet acknowl- -
edged the sponsors. The corporation has
sponsored contests in partnership with Ar Canada.
To participate in a contest for free airline tickets,
one had 1o enter by mail, necessitating the
purchase of postage.

Q. Employment

Wage settlement

Ninety percent of CPC's employees are subject to
collective bargaining agreements. CPC has had a
history of costly strikes since the Crown corpora-
tion was created. Undoubtedly, strikes, or
situations when strikes areg likely, have resuited in
business lost to compatitors.

The collective bargaining process involves a
number of stages. First, if collective bargaining is
not successiul, the Minister may appoint a
congiliation officer with a deadline to prepare a
report for the Minister. i the conciiahion officer is
unsuccesstul, the Minister may appomt a
conciliation board. The board prepares a report
that is submitted 1o both parties and may be made
pubtic. The parties may agree in advancs that this
report will be binding on both sides. If still no
agreement is reached, parties may strike or jock
out seven days after parties receive the board's
report. Binding arbitration cannat take place unless
both parties agree. Differences related to the
interpretation, application, or alleged violation of an
existing collective agreement are setiled without
work stoppage by arbitration or other methods.

CPC’s willingness to push negotiations to the limit
has undoubtedly led to lower wages than if CPC
had settted quickly. In addition, some of the past
labor troubles were refated to technology issues
rather than wages. Canada Post's ability to use
high speed sorting machines and other technology
has benefited CPC. On the negative side, CPC's
tough bargaining may have hurt employee morale
by negatively impacting productivity. For example,
Canada Post's unions are notorious for filing iarge
numbers of grievances. According to recent media
reports, approximately 150,000 grievances {about
three per empioyee) are cutstanding.

The labor situation has improved significantly since
the 1380s. The Canadian Union of Postal Workers
{CLUPW) represents 38,000 of CPC's 54,000
employees. CUPW and CPC apparently have
negotiated a new agreement prior to the expiration
of the existing agreement — an unheard of
development in recent years at CPC.

Job protection

All unionized employees have job security {.e., no
fayoffs). incentive buyout programs have been
used 1o reduce the labor force. Buyouts have been
an important factor in the reduction of the tabor
force to 54,000 smployees from 63,600 six ysars
ago.
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According to Canada Post, during the past 10
years, mail processing efficiency has increased
from 242 pieces per hour paid to 321 pieces per
hour paid. in the same period, letter carrier
efficiency has increased from 43.9 points of
delivary per hour paid to 54.1 points of delivery per
hour paid.

CUPW and Canada Post have a Service Expansion
and Workplace Development Commitiee. CPC will
provide $3 million Canadian ($2.1 million U.S.} for
the use of the commiittee. The committee’s
mandate is o identify ways of enhancing customer
satisfaction, business growth, and opportunities to
create additional positions for the union's
members. .

Wage premiums

Premiums had become inherent in the post office
wage structure for three reasons: (1) monopoly, (2)
essantial service, and (3) government manage-
ment. According to Canada Post, the premium in
basic wage rates has been eliminated; wages now
meet industry norms. On average, letter carriers
are paid $16.07 per hour ($11.25 U.8.), motorized
mail drivers are paid $16.51 per hour ($11.66 U.S.),
and mail handlers are paid $16.50 per hour ($11.65
[VA:2)

The raduction in the wage premium was a gradual
process over the 14 years following creation of the
Crown corporation. The process was characterized
by complex and difficult labor negotiations,
resulting in work stoppages and acrimonious labor
relations. According to Canada Post, only some
non-wage premiums still exist, regarding working
conditions {e.g., cleanup time) and work rules that
deal with overtime and part-time and casual labor,

Co

With respect to compensation, the coltective
agreements are national with no regional
disparities. Incentive plans do not ewst for
employees subject to collective agreements
because the unions do not favor the plans. Some
sales employees and management groups are on
an incentive plan. The incentives relate to corporate
performance, individual performance, and gquality
of service.

The Act permits empioyee ownership of up to 10

percent of issued shares of the Corporation.
However, there has been no issuance of shares to
date and none are expected in the near future.

H. Financial

Pengions

CPC’s employees are part of the Canadian federal
government’s pension plan. From CPC's perspec-
tive, any unfunded liability is an obligation of the
federal government.

An Employee Termination Benefit Fund exists.
Employses are entitied to specific termination
benefits based on salary levels at the time of
termination, as provided under coliective agree-
ments and conditions of smployment. The CPC
liability at this time is $400 million Canadian
($282.5 mitlion U.8.); the obligation is funded.

The baiance sheet

CPC has been a financially self-sufficient Crown
corporation since 1388. Canada Post has no
access to government funds or capital for
operating shortfalls. The corporation plans for a
positive balance sheet, Canada Post's corporate
plan is formulated in accordance with the Financial
Administration Act, the Canada Post Corporation
Acl, and other federal acts and regulations.
Borrowing limits are approved by Parliament. The
borrowing plan, within the limit, is approved by the
Minister of Finance.

CPC pays dividends to the government when it
samns a positive net income. The ast time it paid a
dividend was in FY 1992-33. The corporate goal is
a 14 percent return, which is simitar to other
reguiated industries in Canada.

Tazation

As noted above, CPC is subject to federal income
taxation. Canada Post is not subject to provincial
taxes. CPC pays grants in lieu of taxes to
municipalities with respect to local property taxes.

Access (o capital markets
The federal government can lend money to CPC. In
addition, CPC may borrow private capital on the
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oredit of the corporation. CPC's status as an agent
of the federal government allows CPC 1o obtain the
interest rates available to the government of
Canada. Currently, CPC has iong term debt
payable 1o the fedsral government (380 million
Canadian, $56.5 miffion U.S.) and $55 million
Canadian ($38.8 million U.8 ) in bonds maturing in
2016

Control of treasursr over invesiments

The Board of Directors has considerable latitude
with regard to its investment policy. However, CPC
is not permitted to invest in publicly traded stocks.
{its purchase of Purclator involved some creative
steps to get around this limitation}.

|. Best Practices/1 essons Learned

CPC's experience is particularly relevant to the US
Postal Service. Both administrations provide postal
services in North America, both face similar
business, social, and cultural environments.
Alternatives 10 traditional postal services are rapidhy
emerging in both countries, creating a powerful
need for the Canadian and U.S. postal administra-
tions to be flexibie and responsive to emerging
market developments.

in light of the Canadian experience, lessons
learned and best practices with respect to
corporatization and deregulation are:

» Privatization is net essential. However, more
corporate freedom than is typically associated
with a government department is critical. In
Canada, the Crown corporation appears to
serve this purpose without creating the contro-
versy that can flow from transterting what is
often perceived 10 be a public service to the
private sector

« Tacltly privatize some operations. Aithough
Canada Post is owned by the government, 75
percent of CPC's retail outlets are operated by
private businesses. In addition, CPC offers
discounts o encourage bulk mailers to prepare
letter mait for processing. The tacit privatization

of some operations reduces the controversy
associated with privatization.

Operate on a seli-sustaining financial basls. This
imposes discipline on corporate managers,
particularly when there is a limit imposed by
competitors and public opinion on rate in-
Creases.

Prepare financial statements in accordance with
generaily accepted accounting principles. This
provides a universal benchmark for judging
whether or not operations are self-sustaining.

Rate reguiation should not be onerous. In a
competitive and rapidly changing communica-
tions environment. the postal administration
should not be hamstrung by a lengthy regula-
tory process. In addition, competitors shoutd
Aot have access 1o commercially sensitive
information through the regulatory process.
Canada Post has the flexibility to negotiate
discounts outside the government’s rate review
process for bulk mailers who prepare letter maif
for processing. Although a timely and flexible
rate review process is key, rates must also be
seen as lair and reasonable in light of the
postal administration's monopoly powers and
market dominance for certain senices.

. Accept competition as a faet of iife. Rather than

trying to prevent competition through heavy-
handed enforcement of the monopoly provi-
sions, postal administrations should adapt to
the competitive marketplace. For example,
most of CPC's retail outlets are operated by
private businesses, providing more conven-
tence for custorners. In addition, Canada Post
has developed new services to meet the mar-
ketplace’s demand for time-sensitive delivery.

Embrace nsw communications and mall processing
technology. Postal administrations must be-
come efficient and productive o meet the
challenge of altermative communications meth-
ods. For example, Canada Post offers "hybrid”
mail service — a combination of electronic and
traditional hard copy mait.
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France

A. Corporate Profile

Etablissement Public La Poste (La Poste) is the
French national postal service and is one of the ten
targest organizations in France. In 1991, the French
postal service separated from its telecommunica-
tions counterpart and feft the French Administration
to become an Etablissement Public. La Poste
employs 300,000 staff and handies approximately
23 billion pieces of mail per year.

In FY 1994, total revenues of La Poste were FF 75
bitlion ($14.3 bilion U.S.),* of which FF 55 billion
{$10.5 billion U.S.) was generated by Mail Services
and FF 20 million {$3.8 billion U.$.} by Financial
Services. Financial Services inchuces banking
deposits and insurance sales. Net income was FF
60 million ($11.5 million U.S.).

The standard letter mail rate is FF 2 80 (53¢ U.S.}).

As a result of the 1991 reorganization of La Poste
as an Etablissement Public, the organization is “off
budget,” allowing La Poste additional freedom to
manage its own finances. The French state,
however, is the sole owner of the carporation and
generally maintains closer control ovet ils activities
than in many other countries surveyed,

In spite of the wave of privatizations sweeping
through France's state-owned industries, there has
been little talk of privatizing La Poste.

B. Ownership, Structure, and Organization

Corporatization

La Poste is managed by a Board of Administration.
The Board includes seven representatives
appointed by government, seven “qualified"
representatives, and seven representatives from
the work force. Qualified members are designated
by the govermnment based upon their specific skills

* Based on January 25, 1935 exchange rate of $0.1910 (U S.)

and typically include business executives (e.g., the
CEQ of a bank or insurance company).

Although its reorganization as an Etatlissement
Public separated it trom the central French
Administration, La Poste remains under the
oversight of two French ministries: the Ministry of
Industry and the Ministry of Finance.

The Ministry of industry, through its Direction
Généraie des Postes et Télécommunications,
exercises the regulatory role. The Finance Ministry
retaing considerable control over financial
performance. Financial performance is determined
thiough ratio targets (e.g., debVequity ratic)
defined in a “Contract Plan™ signed between {.a
Poste and the French Budget Department.
Compared with a number of other postal services
throughout Europe, La Poste is controlled quite
restrictively by government. There are no plans to
fiberalize the existing regulatory structure,

€. Social Responsibility

Saocial obligation defined

La Poste must provide basic mail delivery service
throughout France at a unitorm price. As a public
service provider, it is required to show no
discrimination between users. Any new Financial
Services must be provided universally.

France has rural regions with low population
density. Despite a number of attempts to limit the
number of postal counters within rural districts, La
Posle is stilt obliged to maintain rural deliveries and
a minimum number of community post offices.

As elsewhere in Europe, the issue of community post
offices generates much public interest. Public
opiriion in France strongly supports the maintenarice
of the status quo. The Prime Minister has made
personal statements guaranteeing commitments to
community post offices. Nonetheless, the obligation
1o maintain community post offices has been diluted
in some areas by a reduction in the hours of rural
post offices and the delivery of postal services from
agents hased at home.
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La Poste's retail network, including the number of
autlets, has not changed significantly in the tast 10
yours,

Mail defivery is required to be provided six days per
WOeK.

The obligations of La Poste can be traced through
to the French constitution which requires equal
treatment for all citizens by the French state,
Through a number of court decisions, this
constitutional obligation has been interpreted to
require that La Poste provide good quality postal
services at prices that refiect the costs of providing
these services. A 1990 law explicitly defined the
social obligations of the public postal service
provider. The three year plan ("Contract Plan},
which La Poste negotiates with the French Budget
Ministry, sets ouf these obligations in qualitative
and financial terms.

D. Scope of Monopoly

The monopoly is defined by law and applies to
{etters and parcels weighing less than one kilogram
{2.2 pounds). Newspapers and unaddressed
advertising mail are not included in the monopoly.

The monopoly over tefter mail is limited to “private
correspondences.' However, since letters are
sealed against inspection, it is impaossible to
determine whether or not the contents are privale
correspondences. La Poste has complained that
this loophole in the statutes has made enforcement
of the monopoly difficult and has led to the
{possibly illegal) entry cf international and domestic
competitors.

In response 10 competitive entry, La Poste formed
Chronopost in 1986, a partnership with a private
sector airiine (TAT European Airlines) which is now
the leader in express mail with revenues of FF 1.7
pillion ($324.7 million U.S.). La Poste is the main
shareholder with 66 percent of equity. This
partnership between the public and private sectors
has allowed the joint venture company to operate
largely free from administrative rules regarding

finanang and personnet. The oint venture has
been a commercial success

La Poste has a monopoly in its use of postal
network counters {retail outlets}. The exception to
this rule is Chronopost who may also use La
Poste's retail network for its express mail collection
and delivery.

Malibex exclusivity
There is no mailbox exclusivity.

E. Competition

Prasance of competiiion

The arrival of international couriers in the mid-
1980s obliged the French authorities to open up
first the international express delivery market and
then the domestic express market, although the
one kilogram (2.2 pound) monopoly fimit still
applies to parcels.

The competition which has emerged over the last
ten years COmMprises;

« international competitors like DHL, Federal
Express and UPS (which has also acquired a
number of domestic French delivery agents);

« French delivery and transportation cormpanies
in parcet delivery over the 2 2 pound fimit; and

« competition from alternative forms of commu-
nication. La Poste astimates thal revenues of
FF 2 pillion ($382.0 million U.S.) are lost each
year to the use of faxes

Presort discounts

Within the reserved service area, reduced tarifts are
available from La Poste tor companies that presort
thewr malil. La Poste and France Telecom also lease
address lists and customer lists 10 private sector
companies.
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F. Reguiation/Manageriai Freedom

Pricing and reguistory oversight

Taritfs for monopoly services (letters and parcels
up to 2.2 pounds) must be consistent with the
objectives defined in the Contract Plan and
authorized by the Ministry of Industry (DPT).

Thers is no reguiation defiring hmits on prices
charged for monopoly sersces, however, under the
current agreament with the Ministries of industry
and Finance, increases in these rates will be
pegged to the retail price index through 1997.
Tariffs for non-monopoly services are not
regutated; however, the two ministries must be
~advised of prics changes.

La Poste admits to the existence of cross-
subsidies from the protected letter market to the
competitive newspaper delivery service. Competi-
tors in the expedited delfivery industry also argue
that La Poste does not cherge its joint venture,
Chronopost, ail of the true costs of providing
express mail services {.e., the transfer pricss are
‘cooked”). La Poste disputes these claims. La
Posts has also faced an antitrust comptaint
regarding the issuance of insurance policies. The
compiaint was rejected by the EC in January 1995,

Major management initiatives must be included
within the Contract Plan and are therefore
effectively subject to review and agreement with the
govesrnment. Purchasing is subject to public sector
rules requiring a process of open bidding.
Purchases above a certain level must be done
through a competitive process.

Joint ventures, subsidiaries, and companles purchased
While there are considerable restrictions on La
Poste's managsment freedoms, the service has
nonetheless been able to participate in a number
of joint ventures. Chronopost is the most significant
exarmpie. La Poste is also a member of Giobal
Distribution Express Worldwide (GDEW), an
international express and remail company which is
a joint venture between five postal administrations
and TNT.

Other joint ventures have been undertaken with a
mix of private sector and public sector companies
including:

« Mediapost - direct mail marketing through mail
databases in partnership with GMF (an insur-
ance company),

o Sornepost - distribution of postal equipment
and export of postal technology.

« Sogepost - financial products and manage-
ment of mutual funds; and

« Dynapost - an integrated processor of
corporate mail. .

G. Employment

Waga settlement

La Poste empioys 300,000 people throughout
France and its overseas territories. The rural and
urban post office retail outlets are staffed by La
Poste smployess, which inflates the numbers
considerably relative to other postal administra-
tions who have franchised out their domestic retail
network.

Most of these employees are civil servants subject
to all public sector fules regarding terms and
condtions and salaries. There are some incentive
programs that are uniquely available to postal
employees, including performance premiums and
commissions on the sale of financial and
insurance-based products.

La Poste employess can strike as a last resort if
labor negotiations fail. A particularly damaging,
postal strike in 1974 substantially interrupted the
sconomic life of the country over a period of
several months and is still uppermost in the minds
of decision makers when there are any negotia-
tions on pay.

Job protection
Employees of La Poste are viewed as having job
security.
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H. Financial

Fensions

Pensions for employees of La Poste are the
responsibility of the State and there is no separate
pension fund. La Poste is charged the current cost
of pensions (approximately 27 percent of total
salary expenses}, rather than the charge being
based on a funding of current and future commit-
ments.

The unfunded balance of pensions has not been
estimated but would be substantial. It could not

possibly be absorbed within La Poste's balance
sheet without creating considerable negative net
equity.

There is a specific private fund for medical liabiities
shared between La Poste and the telecomns
cormpany, but the bulk of medical liabilities falls within
the national sodial security system.

Balance sheet

La Poste is not profitable, having registered
negative net eamings in two of the last three years.
The financial services aspect of the business is
particularly unprofitable. The mail side of La
Poste's business is now (1993-94) generating
relatively small profits, but not sufficient to balance
the losses encountered by Financial Services.

There is no provision for the payment of dividends
to govemment.

Taxes

L.a Posts is liable for income taxes, but has not
historically paid any significant amounts due toits
financial losses. La Poste must also pay local taxes
— real estate taxes and a “professional tax” related
to the industrial activity of the company.

Postal and financial services are not subject to the
Value Added Tax (VAT) in accordance with current
EC guidelines.

Access to capitsl markets
La Poste is able to access private capital markets
to manage its significant cash flow fluctuations.

L. Best Practices/Lessons Leamed

Although there have been moves to transfer power
from central government to the postal agency, in
practice the influence of the govemment over major
managerial decisions remains strong.

The scope of the reserved area is quite large (up to
2.2 pounds), but La Poste's statutory protections
are limited by the practical difficulties of enforcing a
monopoly only on private correspondences.

The French government has taken a generally
conservative approach to liberalization of the
postal sector and to reductions in the bureaucratic
controls over its postal operator. interestingty, the
government has, however, allowed La Poste to
pursue an aggressive policy of responding to
competitive entry, particularly in the expedited
services market. La Poste has formed a number of
joint ventures with private sector firms which have
been permitted to operate freely. Chronopost, in
particular, has become the market lsader in
exXpress senvices.
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-Germany

Q! Postdienst

A Corporats Profiie

On January 1, 1985 the German postal service was
commercialized and renamed Deutsche Post AG
{Deutsche Post). Dewtsche Post is the fargest
empioyer in the German senvice sector employing
more than 360,000 people. in 1993 its predecessor,
the Deutsche Bundespost Postdienst (Postdienst),
handled 18,948 million iterns of mail including 646
million parcels and 8,385 miilion letters. Postdienst
maintains 20,000 post office retail outiets.

in 1993 Postdienst recorded an operating loss of
DM 173 miillion ($114 million U.S.).° due mainiy to
lossas in the new federal states which joined post
unification in 1990. The loss is increased substan-
tially to DM 1.7 billion ($1.12 billion 1U.S.) when
account is taken of the spedial tumover tax (a
contribution 10 the federal budget) of 10 percent.
Though details on the performance in 1994 are not
yet released, the chairman has indicated that there
have bean improvements in turnover and costs
which are expected 10 result in a "good” operating
profit.

The letter monopoly currently covers ali letters and
posteards charged less than 10 times the standard
letler rate, which is currently DM 1 {66¢ U.S). A
standard fetter is defined by size and must not
weigh more than 20-grams {0.7 ounces).

B. Ownership, Structure, and Organization

Corporatization
The German postal service is undergoing a period
of fundamental organizational change.

The first reform initiative, which was launched
under the heading “Postreform |” in 1989, resulted
in the organizational separation of postal services,
postal banking, and telecommunications. The
operational management was delegated to the

*Basad on January 25, 1906 exchangs rate of $0.6614 (US ),

newly created entities which remained, however,
part of the federal administration.

After Postreform 1, a new Board of Directors with a
number of new members from the private sector
initiatad the movement towards financial account-
ability, with private sector management and
accounting practices.

A number of commercial reforms have occurrad.
Deutsche Post AG has been reorganized into four
groups: lstters, cargo, post offices, and new
business segments. A significant reclassification
effort simplified the letter service offerings. A new
parcel network, including 33 break bulk facilities
and 480 delivery bases, is currently being built.
Post offices are now afiowed to offer a wider range
of products. In a recent pilot project, 500 postal
agencies were opened in grocery shops and gas
stations.

At the beginning of 1995, "Postreform I trans-
formed Postdienst into Deutsche Post AG, a public
corporation which, for now, is 100 percent
government owned. The explicit aim of the
government is to prepare Deutsche Post AG for
privatization, which could occur as soon as 1997.

The conmerdcialization of Deutsche Post required a
two-thirds vote of the German Bundestag to modify
the Constitution. The new wording of the Constitu-
tion guarantees the provision of universal postal
services which are appropriate and sufficient.
Clarification of this and other policies governing
postal activities is found in the Law for the
Restructuring of the Postal Service and Telecom-
munication.

Al lsast until 1997, the main responsibility for
regulating Deutsche Post remains with the federal
Ministry for Post and Telecommunications (BAPT).

Retsil Qutiots

All of the 20,000 post offices in the retail network
are owned by the Deutsche Post AG. Dueto a
reduction in the demand for retail services
(estimated at 30 porcent from 199¢ {o 1983), the
postal adminisiration has been gradually dosing
post offices for some time. However, its stated
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policy is to ensure that the radius for each post
office will be no greater than 2 kitometers (1.2
miles). Deutsche Post has also begun testing
postal franchises, for example those in grocery
stores and gas stations. to reduce the cost of the
retall network.

C. Social Responsibility

Soclal obligation defined

The universal service obligation is included in the
Constitution and defined by federal iaw which
requires Deutsche Post 10 ensure equal access to
postal services for customers in both rural and
urban areas.

All monopoly services must be offered at a uniform
rate. However, prices for these services must, to
the extent passible, refiect market conditions.

The BMPT defines alf other social responsibilities of
Deutsche Post. Currently these include defivery six
days per week and special rates for books and
blind persons. The only mandatory, non-reserved
service is acceplance of parcels at all post offices.

0. Scope of Monopoly

The definition of the reserved area {the monopoly)
has historically been fairly broad by international
standards, covering virtually all mait delivery except
parcels. in part due to the efforts of the European
Commission, it has been narrowed in recent years.
Although private sector couriers have operated in
both the international and the domestic markets for
many years {UPS's strongest focthold in Europe is
in Germany}, they were only legally recognized in
the late 1880s. Armed with the Treaty of Rome and
other European laws that restrict anti-competitive
activity, these companies have worked for many
years o pry open the jucrative German postal
market. Due to their efforts, and to the efforts of the
European Commission, the scope of the monopoly
has been narrowed somewhat in recent years.
Deutsche Post has fought to maintain its monopoly
protections. in fact, the corporation recently fled a
suit against a number of companies (Federal
Express, DHL, some postal administrations, and

others) 10 protect what it views as its monopoly on
outbound international mail. The suit also named
GDEW, of which Deutsche Post is a founding
member Thus, Deutsche Post is, in eftect, suing
itself for violation of the monopoly.

The cuirent monopoly includes the delivery of all
letters and postcards priced up to 10 times the
standard letter rate (DM 1, 66 ¢ U.S ). Parcel
deliveries are not protected.

Direct il

The Minister for Post and Telecommunication can
grant licenses for private companies tc offer
services within the reserved area. In late 1994, the
BMPT for the first time licensed private companies
to deliver advertisements and printed matters (bulk
mail} pieces that weigh more than 250 grams (8.8
ounces). The action opened approximately one-
quarter of the estimaled DM 3 billion ($2 billion
U.8) market in butk printed matter to competition.
There has also been talk of lowering the minimurn
weight threshold 1o 100 grams (3.5 ounces) in
1996. This would expose approximately 10 percent
of Deutsche Post's revenues to competitive entry.

Malibox exclusivity
Access 1o maitboxes is not restricted in Germany.

E. Competition

Prasance of compstition

The liberalization of bulk mail was a result of the
lobbying of the delivery warehouses
(Versandhauser} which now hoid the ficenses.
However, additional pressure has been exerted by
the remailing activities of international carriers and
neighboring postal senvices, mainly the Nether-
lands and some east European countries. As a
reaction to this increased competition and in
anticipation of the liberalization, Deutsche Post has
already begun to offer generous discounts toits
brjgest mailers.

Cross-subsidization from the reserved services to
the competitive sefvices is allowed as long as it
does not undermine competition as a result of long
term and significant pricing below costs. in the
latter case, BMPT can instruct that appropriate

%
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changes are made to the tarift and may ultimately
refer the issue to the Federal Artitrust Commission,

Direct competition in the postal core business has
previously been limited as there was {and still is)
no downstream access for private camiers.
Deutsche Post does however see a major threat in
alternative forms of communication. in 1983, an
astimated one mulhon fax machines sent approxi-
mately three tilion taxes. This compares to a
delivery volume of nine billion letters and post-
cards. With the accelerating liberalization in the
telecommunications sectors, other services, such
as e-mail, video conferencing, and voice tele-
phons, will become more sophisticated and
cheaper, further eroding the postal service's market
share.

F. Regulation/Managerial Freedom

Pricing and reguiatory oversight

As regulator, BMPT defines the reserved service
and the infrastructure obligation and approves
tariffs. There is no dear pricing palicy in place, with
the Ministry currently considering the introcuction
of a price cap.

While BMPT has the main responsibility for
regulation of Deutsche Post, BAPT controls the
ownership rights and is responsible for organizing
the transition o the private sector. BAPT was
created and is supervised by BMPT and is the
body which would be responsible for any capita
market transactions of Deutsche Post. It also
negotiates with the unions. Hence, in terms of
empioyment and wage setting, Deutsche Post is
not yet completely independent.

Authority to purchase suppiiers, competitors, and
customers

In terms of procurement, mergers, and acquisi-
tions, Deutsche Post may act as though it were a
private sector company. It is not clear yet how
boldiy this freedom will be used in the future. To
date there have been no acquisitions and the only
strategic move has been the formation of EMS
Kurierpost which now competes with private
courier services.

Deutsche Post AG usas open bidding processes
for procurement. However, it is not subject to
governmaental procurement policies.

G. Empioyment

Wage seltlement

The responsibility for industrial retations currently
lies withs the Agency for Post and Telecommunica-
tions. Civil servants are not allowed to strike, Other
employess, however, can and have.

The power of the unions in the postal sector has
traditionally been strong. Even after the separation
of the postal senvios, the telecom, and postal
banking, the postal union continued to represent aft
three comparnies' employees.

Overall, empioyees have secured a high level of
benefits since Postreform 1. The unions used
strikes and political pressure on the opposition
party, the Social Democrats, to achieve this aim.

H. Financiei

Pensions

The German postal adminisiration has a large’
unfunded pension liability, estimated at over DM 60
bitlion ($40 billion US). i all the pension fiabilities of
Deutsche Post were 10 be put on its balance sheet,
the postal service could not have become a public
company dus to a significant negative net asset
position. To solve this problem, separate funds
have been created which are liable fof pension
payments and support payments._ The funds will be
financed by dividends and proceeds from
privatization. After a transitional period, Deutsche
Post will have to contribute payments at a rate
which is capped by the rate of payments typically
experienced in the private sector. The government
ultimately guarantees the payment of pensions and
support by the Fund.

Taxation

Beginning in 1996, the special tax {10 percent of
turnover) wilf be abolished and normal taxation of
profit wil apply. However, the postal service is not
subject to the Value Added Tax (VAT) and, under
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present European Commission legisiation, is
unlikely 1o be subject to VAT in the foreseeable
future.

Access o capiial markets

The company can access funds on the capital
market bul its actions are subject to agreement by
the annual General Assernbly. The post's subsidy
trom Deutsche Telecom AG will be elrmunated in
1996.

Dividends

In principle, Deutsche Post AG will eamn a profit and
pay dnadends like any other public company.
However for the foreseeable future, the corpora-
tior willt commit any profit it earns to finance its
pension and support liabilities.

Antitrust

The postal service in Germany has not been
challenged by the German antitrust agency.
However, extensive lobbying by the European
Commission and industry associations in Germany
has put pressure on the Ministry for Post and
Telecommunication to liberalize.

1. Best Practices/Lessons Learned

There have been substantial changes in Germany
over the past six years. Pressure for change has
come from increasing competition resulting from
improved and innovative telecommunication
services, the remail activities of private operators
and neighboring postal senvices, and through
pressure from the Europears Community.

Despite the uncenain environment, the German
postal service has been considerably restructured
and the management is endeavoring 1o transtorm
the biggest Gesrman service company from an
organization of civil servants into a private
company. The new regulatory structure is not clear
and is a compromise, resulting from the required
broad consensus needed for changing the
constitution.

The use of a special pension fund, to avoid the
significant impact on Deutsche Post's balance

sheet of camying the unfunded liabiiity, is a

particularly interesting feature of the restructuring.
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The Netherlands

.W nederland

A. Corporate Profile

The Dutch Postal Service, FTT Post BV, is one of
two divisions {the other being PTT Telecom BY) of
the holding company Koninklijke PTT Nederland
NV {"KPN"}. Currently, the government owns 70
percent of KPN's shares. The other 30 percent of
the shares are traded on the Amsterdam Stock
Exchange.

PTT Post BV maintains a monopoly over the
delivery of letters via its exclusive concession with
the government. Approximately 55 percent of PTT
Post's reveriues are earned from services outside
the scope of the exclusive concession.

Total revenues of PTT Post increased from NLG
4,700 million {$2 774 miliion U.S.)G in 1991 to NLG
5,400 milhon ($3 187 million U $.1in 1993, in the
same penod, operating income and net profit
mcreased from NLG 355 million ($210 million U.S)
and NLG 260 million ($153 milion U.S.) to NLG 460
milfion {$271 million U.S.) and NLG 370 mittion
{3218 million U.S.), respectively.

The number of employees decreased by 4,000 full
time equivalents to 56,000 in 1993. Total mail
volume increased from 6,150 million items in 1981
to 6,225 miilion in 1993. The basic rate for a
domestic tetter of up to 20 grams (0.7 ocunces) is
NLG 0.80 47¢ U.S.).

B. Ownership, Structure, and Organization

Corporatization

KPN became a wholly government-owned
corporgtion on January 1 1989 in June 1994, the
corporation issued shares equal 1o 30 percent of
equity on the Amsterdam Stock Exchiange. The
Dutch postal service is the first postal administra-
tion in Europe to be partially privatized. A further
issue of approximately 30 percent is due in 1996~
97, reducing state ownership to less than 50

® Based o January 25, 1995 exchange tate of $0.5002 (1. 5.)

percent. The government has stated that  plans 1o
hold at least 30 percent of the sharues in PTT Post
untit 2005. The government also retains an option
t0 acquire preference shares in order to retain a
maijority of the voting rights.

Finaneial mandate

PTT Post is a profit-making corporation. However,
its ability to earn profits is to some extent limited by
a cap on monopoly {concession) prices equal 1o
the increase in the Dutch national wage index.

Management structurs and board cversight

The Beard of Directors consists of five persons and
the supervisory Board comprises seven to nine
persons. The Minister of Transport has the right to
appoint three members, of which oneis to be
appoirted in agreement wilh the Minister of
Finance and one in agreement with the Minister of
Economic Affairs. The other members are elected
by the government appointees. PTT Post reports
annually to the Ministry of Transport onits
execution of concessionary activities.

Retail outiets

There are two kinds of retail outlets: official post
offices and representative offices (small offices
often located inside shops). Al outlets are
organized in a joint venture called Postkantoren
BV. The joint venture is owned by PTT Post (80
percent) and the Postbank (50 percent}, a 100
percent subsidiary of a leading Dutch financial
institution, ING. The small representative offices are
operated on a franchise basis.

Cooperation between PTT Post and Postbank
dates back to when both companies were fully
slate owned. Postbank was privatized in 1986 and
merged with the NMB Bank in 1989 into NMB
Postbank which merged with the Dutch insurer
Nationale Nederlanden into intemationale
Nedertanden Groep (ING} in 1993

Postkantoren BV receives a fee for each transac-
tron according fo the added value it provides. Apant
from Postbank (50 percent of alt transactions) and
PTT Post {30 percent), government depariments
are important contributors to transactions (e g car
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rogistrations}. The two shareholders supply a fixed
sum as an infrastruciure fee.

The joint venture was sef up as a separate entity (o
allow for a more market-oriented management
approach. Recently, there have been efforts to
upgrade the post offices by improving the interiors
and adding more functions {e.g., travel agencies}).

C. Social Responsibility

Social responsibilities are sst out in the general
niles for PTT Post. These responsibilifies include
the pravision of universal service at uniform tariffs
and domestic delivery six days a week. These
social obligations are expliatly defined in the
concession agreement.

Obligations to investors are defined by the general
rules of the Amsterdam Stock Exchange.

" D. Scope of Monopoly

Extent of monopoly

Dutch law defines specific mandatory services
assigned to the postal administration. These
mciude:

« the obligation to carry ali postal items up to 10
kilograms {22 pounds}, including those from
and to other countrias;

» public services shoutd be oftered on the same
condiitions and tariffs nationwide;

= minimum requirements regarding the density of
post offices and boxes in urban and rural
areas,

» delivery every day except Sundays; and

« next day delivery for domestic mail.

The exclusive {monopoly) rights, which are granted
under the terms of the concession, incdlude:

» the camiage of letters up to 500 grams (1.1
pounds);

» thae instaliation of post boxes on public
grounds; and

s the issuance of stamps with the portrait of the
monarch and the word 'Nederand'.

Courier services are exciuded from the conces-
sionary benefits and exempted from the mandatory
obligations in order to comply with European
Community competition rules.

Direct mail is not part of the monopoly.

Malibox exciusivity
There is no exclusivity regarding delivery to
mailboxes by PTT Post.

E. Competition

Like other postal administrations, PTT Post BV
faces significant competition from traditional and
electronic services. However, PTT Post is generally
viewed as an aggressive competitor, particularty in
the international market, probably the most
aggressive of all European postal administrations.
in fact, PTT Post has been vocal in its support for
other remailers' and exprass carriers’ attempts to
pry open the European international mail market.

Currently, PTT Past faces competition in several
areas:

« Letter Mail - Above the concession threshold
(500 grams, 1.1 pounds), PTT Post faces
competition from so called City Mail compa-
nies. These companies have also attempted lo
bypass PTT Post's exclusive concession by
delivering lighter weight pieces. The govern-
ment has responded with lawsuits that have
effectively reduced the market share of City
Mait companies to approximately two percent.

« Direct mail and periodicals - PTT Post faces
competition from local delivery companies who
also defiver newspapers door-to-door, PTT
Post's market share in direct mail is only 15-20
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percent but this type of mall accounts for less
than 15 percent of total mail volume. PTT
Post's market share in periodicals is 60 per-
cent. Most remaining periodicals are delivered
by a subsidiary of a large publishuing company
(VNU)

« Parcels - PTT Post’s market share in parcels up
10 30 kitograms {66 pounds) is 40 percent. A
competitor services approxmately 30 percent
of the market. In the long run, competition from
non-Dutch competitors is expected.

« Courier services - Competition is fragmented,
with more than 1,000 companies active. PTT
Post's market share is 40 percent.

» Logistics - PTT Post owns a warehousing and
tutfillment company. This subsidiary faces
competition from a number of other logistics
companies.

Further liberalization of the market by the
government will lead 10 a reduction in the tarif! leve!
above which rival companies are aliowed to offer
courier services — from approximately NLG 11.90
{$7.02 U.5.) to about NLG 7.50 ($4.43 U.S.). The
European Union may also introduce more
competition into cross-border mail traffic in the
rnedium term.

F. Regulation/Managerial Freedom

Pricing and regulatery oversight
The following restrictions on PTT Post's concession
apply:

« Tanficontrol system - Price increases may not
exceed increases in the Dutch national wage
index. Within this imit, PTT Post can set prices
freely.

« Announcement of general conditions -
Changes in the general postal conditions are
subject to consuitation with a committee, which
comprises representatives of consumer, em-
ployee and employer organizations as well as
representatives of large customers.

« No cross-subsidizing - Prices charged for
CONCession {i.e., monopoly} services may not
subsidize ron-monopoly services. PTT Post is
also subject to European Union antitrust tegis-
lation

« Universal service delivery - Postal services
must be offered af a unitorm rate across the
Netherlands. Volume discounts are permitted
as well as discounts to individuat farge users.
PTT Post is obliged to operate a network of
post offices throughout the Netherlands. An
agreement has been drawn up with the Ministry
of Transport regarding the spread and density
of this network,

» Post concession reporting - Every year PTT
Post must supply the Ministry of Transport with
areport regarding the activities executed
concerning the concession. Every two years
PTT Post supplies the Ministry with the pros-
pects for the next five years.

Authority Yo purchase suppliers, competitors, and
customers

The liberal regime in the Netherlands provides few
it any restrictions on the activities of PTT Post. #t
can act like any other private company with respect
to purchasing. PTT Post is also allowed to
purchase suppliers, competitors, and customers.
Below is a partial list of joint ventures and
subsidiaries currently held by PTT Past:

» Courier services - City courier Nederland BY;
Wini Traffic Couriers (100 percent); Geldnet BV
{50 percent) {money transport); GD Net BV {18
percent); and Global Distribution Express
Worldwide {9 percent).

« Parcels - Leerdams Vervoers Centrum BV (100
percent).

« international mait handiing - PTT Post
Caribbean NV (100 percent); Interpost Group of
Comp BV {50 percent); and International Mail
Handling {60 percent).
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» Postoffices - Postkantoren BV {50 percent):
joint venture with Postbank, a subsidiary of ING
Bark.

» Market Research - Geo-marktprofiet (35
percent}

» Direct Mail - Independent Mail BY {35 percent)
and Maifprofs BV {50 percent).

« Logistics - Logistiek (100 percent).

6. Employment

Wage settiement

Prior to its commercialization, wages within PTT
Post were sel by the government at relatively high
levels compared to industry norms. The working
conditions and wage levels were not atiected by
the commerdialization. The pension fund was
fransterred in the commercialization fom the
governmental Algemeen Burgerlijk Pensioenfonds
(ABP) to a new corporate pension fund. The
pension tund is fully funded and is external to the
parent company

KPN is the largest employer in the private sector
and its wage increases are an unofficial benchmark
in the Netherlands. Large comparies in the
Netherlands operate under Collective Labor
Agreements (CLA), for which the management
bargains with unions. A total of 99 percent of the
workers are covered by this CLA.

In the event labor negotiations fail, a strike may
occur. The employer can go to court and ask the
court to force the workers back 10 work, Histori-
cally, the counts rule in favor of the empioyees' right
to strike but they can force the parties to reenter
negotiations.

Job protection

Labor refations in the Nethertands are based ona
much higher degree of consultation between
managemert and unions than is the case in, for
example, the UK. or the U.S. In general, the record
of relations with unions is good, aithough the
company did suffer a strike among postal workers
in December 1989. There are no regional variations

in compensation. Employees were offered shajes
in the 1994 public offering but the take up is not
publicly knowrn.

Compensation

A stock option plan for the Board of Directors and
a number of senior managers has been in place
since June 1984. A maximum of 1 miilion options
for ordinary shares can be distributed among these
officials.

The KPN empioyees were granted the possibility to
subscribe 1o convertible bonds up to NLG 10,000
($5.902 US) per employee in the June 1994 public
offer. The bonds could be converted immediately
thereafter into ordinary shares.

H. Financial

Services provided by PTT Post are not subject to
the Value Added Tax (VAT), but PTT Post is subject
to income tax. On January 1, 1996 PTT Telecom,
the other main subsidiary of KPN, wiil be subject to
VAT.

Investment dedisions are made by management.
The Dutch government can only exercise control
through its Supenvisory Board members’ influence.

The management board of KPN can issue shares
but needs approvat of the Supervisory Board and
the shareholders.

Dividends

The dividend payout ratio was 50 percent in 1993
{40 percent in 1992). The company has stated this
level wilt be maintained or may even increase
further in the future.

Antitrust
No antitrust measures have taken place

1. Best Practices/Lessons Learned

PTT Post is recognized as being one of the most
commercial and competitive postal administrations
in Europe. Privatization, albeit only partial so far
and under the umbrrella of a joint telecom and
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postal holding company, has allowed PTT Post to
enjoy commercial freedoms which have few
equivalents in Europe. These freedoms have
helped PTT Post aggressively pursue and capture
remail business in neighboring countries.

Itis not entirely ciear why the postal and telecom-
munication businesses were not separated as has
been the case in most PTTs in Europe. However,
keeping the two together has certainly increased
the speed of commercialization and privatization of
the postal service. in Europe, telecommunications
reform is significantly ahead of postal reform {e.g.,
Deutsche Telecom will become private well before
Deutsche Post). .
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New Zealand

New Zealand Post {24

A. Corporate Profile

New Zeaiand Post Limited (NZP) is a State-Owned
Enterprise (SOE) serving 3.4 million New Zealand-
ers. In FY 1993-94, NZP collected and processed
724 million fetters for delivery to 1.4 million delivery
paoints, an increase in volume of 5.9 percent over
1882-93 NZP owns 245 "Post Shops” {retail
outiets) and postal senvices are also availabie rom
an additional 644 Post Center franchises. NZP
empioys 8,670 people full-time and pari-time, a
reduction of 40 percent since 1987

For the year ended March 31 1294, NZP revenues
were NZ $620 million ($399 8 million U.S.),7 with
net pre-tax earnings of NZ $99 7 million {$64.3
miilion U.8.). NZP has total asseis of NZ $425
miltion ($274.0 million U.S.,.

The standard letter price is NZ 45¢ (29¢ U.S,) for
delivery anywhere in New Zealand. Standard letters
of farger size cost NZ 80¢ (52¢ U.S.), and
envelopes above 1 kilogram (2.2 pounds) in weight
are classified as parcels

B. Ownership, Structure, and Organization

Carporatization

New Zealand Post Ltd. is a "State-Owned
Enterprise” (SOE) with shares held by two Ministers
of the Crown, the Minister of Finance and the
Minister of State~-Owned Enterprises. Ministers
cannot seil or allot any of the 120 million $1 shares
(64¢ U.S.). It operates as a limited company under
the 1955 Companies Act, the 1986 State-Owned
Enterprises Act (SOEA), the 1987 Postal Services
Act {PSA)}. the Commerce Act, and the Fair Trading
Act, as well as its own Asticles of Assocation.

Prior to the 1987 corporatization, NZP was
classified as a Trading Depantment, was combined
with telecommunications and banking operations,
and was highly regulated. The 1987 reform was

" Basad on January 25, 1995 exchange rate of §0.6448 (U S )

part of the Labor government’s microeconomic
reform program.

Currently, there appears to be little pressure trom
any political party to privatize NZP. There has been
discussion of privatization in recent years,
particularly in connaction with the government's
“assets sales program.” However, the NZ
government announced in November 1994 that it
has absolutely ne intention of privatizing NZ Post.
Incteed, the 1980s liberalization moves appear 1o
be lesing momentum, with the recent government
announcement of tull postal deregulation being
contested both by the opposition and by members
of the government.

NZP's objectives derive from the 1986 State-
Owned Enterprises Act, which states that the
principal objective of an SOE "shall be to operate
as a successiul business and, to this end, to be:

» as profitable and efficient as comparable
businesses that are not owned by the Crown:

« agood employer, and

«  an organization that exhibits a sense of social
responsibiity by hawng regard to the interests
of the community in which it operates and by
endeavoring to accommodate or encourage
these when able to do s0.”

A “good employer” is only defined in terms of a fair
personnet policy and good working conditions, not
in terms of wages or employment levels.

Financial mandale

The financial mandate is to be profitable. in the
1984 annual Statement of Corporate Intent,
required under the SOEA, performance targets are
set for three measures of profitabiiity:

» Operating earnings {after tax) to average
sharehoider funds (22 percent target};

« oOperating earnings (before interest and tax) to
fotal tangible assets {17 percent target), and
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» Operating samings (before interest, tax and
depreciation} to turnover (16 percent target).

in 1994, the return on assets was 30 percent.
Targets for the next three years are envisioned to
crop off to approximately 17 percent in 1997. NZP
pays dividends {o the federal government.

Management structure and board oversight

The Ministers of Finance and of State-Owned
Enterprises appoint the Board's Directors, who
number between five and nine. NZP must report to
the Ministers biannually, and in praclice provides
Ministers with quarterly reports. NZP is also
required under the SOEA to provide a "Statement
of Corporate Intent" to Ministers outiining the
corporation's three-year strategy. The SOE
structure is designed to provide the Board with
considerabie autonormy in operational decision-
making.

A third ministry, the Minister of Communications, is
the regulator, with responsibility for administering
the 1987 Postal Services Act.

The Board sets the strategic direction for NZP and
appoints the Chief Executive Officer. Approximately
50 percent of senior management in NZP now
comes from the private sector.

NZP has had four management structures since
corporatization. initially, a functional structure was
developed with four geographical regions reporting
to the head office. This structure gave prominence
o new areas of strategic and business planning,
finance, and marketing and heiped drive the initial
cost reduction exercise. Then a "divisionalized”
siructure was used, with “Letters,” “Commercial
Services," and “Property” Divisions. This assisted
during the main phass of rationalizing the property
portfchio. The third struclure was a “matrix
organization,” with three cost cenlers (letters, sales
and retail, couriers and parcels) and two marketing
groups, with the purpose of making the organiza-
tion market-driven. From January 4, 1995, NZP wilt
have a profit center structure based on five
business units: letters, "consumer” {retait),
“distribution” (parcels), international, and “Post
Plus” {2.g., electronic services).

Retail outlets

NZP's 245 Post Shops are whoily owned by NZP.
They have been renamed (from Post Office) as an
attempt to change their image. Post Shops are
experimenting with a wider range of products {e.g.,
traveler's checks and mailing tabels} and have
established a service standard that 95 percent of
customers wait no longer than two minutes in ine.

A second tier of NZP's retail network is made up of
644 privately owned outlets, franchised by NZP.
NZP has bean extending the Post Shop computer
network into this privately-owned network and has
provided assistance through training. The third tier
of the network is made up of stamp retailers and
stamp booklet cutlets, which are totally private.

Over the last five years, there has been a small
decrease in NZP-owned Post Shops, a small
decrease in franchises, and a large increase in the
number of stamp retailers (from less than 1,000to
over 3,000 in five years). The number of Post Shops
and franchises are defined in the Deed of
Understanding.

C. Social Responsibility

NZP's social responsibilities are described in
general terms in the SOEA andin a "Deed of
Understanding” which NZP negotiates with the
government in return for a continued level of
monopoly protection. The Deed of Understanding
sets out the requirements that NZP should:

« operate a universal letter service in NZ,

« charge a uniform price for a standard
{"redium"} letter throughout New Zealand;

« maintain specific delivery senices (e.g., six
days per week to 95 percent of households);
and

« maintain its retail network at certain specified
lavels {8.g., the Deed requires at least 240
"postal outlets” and 880 "Post Centers” and
postat delivery centers).
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The Deed of Understanding alsc covers prices and
delivery standards.

The initial idea behind the Deed was that it would
make transparent NZP's obligations and also act
as a device for reducing poiitical interference and
political reaction fo unpopular decisions. NZP's
management believes that the Deed has served its
purpese. They also state that the agreement has
notimposed any obligations on the corporation
thal it would not otherwise seek to ulfill for
business reasons.

However, it should be noted that the Deed has
been renegotiated on a number of occasions.
While this risks the return of political interference,
NZP feels it gives them a voice

One charactenistic of the Deed stressed by NZP is
s fegal status. 1t is a contract, but one that is only
enforceable by the government. If private
individuals of businesses wish ic challenge NZP
about their services, judicial review of NZP is only
against statutory obligations (e.g., in the SOEA).

0. Scope of the monopoly

Exient of the monapoly

NZP's monopoly is restricted to letters below 200
grams (7.1 ounces) in weight and below NZ 80g
{51¢ U.8) in price. This price threshold is quite low
by international standards. it has been reduced in
phases over three years, beginning at NZ $1.75
$113U8)

Within this letter category, there are three key
exernptions from the monopoly:

« “delivery by an employee of the sender”;
+ unaddressed direct mail; and
+ legal document exchanges.

The government announced in November 1994
that it would introduce legisiation to completely
derequiate the postal markst. NZP has welcomed
this proposal. The legislation is expected to be
introduced in Parliament in late February 1995 and
to be implemented by July 1, 1995, However, there
is strong palitical opposition, and the government

only has a majority of one. As in the UK., itis
possible that backbenchers may prevent further
liberatization.

Unaddressed direct mail is not included in the
monopoly. Addressed direct mail below the
thresheld is included in the monopoly.

Although there are no other mandatory services,
NZP believes that, in practice, it would not be
possible to withdraw its parcels service (and it
would not want to as it is profitabie}

Maitbex exclusivity
There is no mailbox exclusivity.

E. Competition

Prasance of competition

NZP has a number of competitors and dereguia-
tion has certainly encouraged this competitive
presence.

In the express documents and parceis market,
international courier companies such as DHL and
TNT are active, as are local companies such as the
Freightways Group.

Companies taking advantage of the monopoly
exemptions indlude “NZ Document Exchange,”
several contract delivery companies, and "Circutar
Distributors.” Varicus local government authorities
and utilities also detiver their own mail.

NZP is preparing for the entry of comipetition into
its core markets. They believe costs of entry are
low, and that existing delivery comparies can
easily move into traditional mait services.

Prasort discounts and downstream access

NZP offers a number of presort discounts for bulk
mailers. Interestingly, however, to limit competition,
NZP will not offer discounts to consolidators who
combine mailings from more than one source

Downstream access is not currently atiowed,
although there is some pressure for this to be
perrmitted.
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F. Reguiation/Managerial Freedom

Pricing and reguisiory oversight

NZP is froe to set prices for all services, except the
price for standard letters which is subject to a
price-cap rule set in the Deed of Understanding.
The price cap is the Consurner Price Index minus
one percent. Since 1987, the price of a standard
letter has increased 12.5 percent, including a tax
rise of 2.5 percertt, while the price index has
increased by 31 percent.

HNathority to purchase suppliers, competitors, and
customers

NZP is frea to invest and acquire other companies,
although shareholder (i.e., government) approval is
needed 10 buy more than 20 percent of another
company.

The Staterment of Corporate intent states that “the
company may invest in the shares of another
business when the shares acquired are consistent
with the nature and scope of NZ Post's business
and considersd likely 10 bring added value to the
business of the company.” NZP may also “invest in
shares of ancther business operating outside the
nature and scope of NZ Post's business. In these
circumstances, specific endorsement by the
Shareholding Ministers will be sought.”

In 1988, NZP acquired shares in Datanet Lid.,
which owns and operates a digital network. NZ
Post has also acquired a whally-owned subsidiary
company, Synet, to develop business in value-
added services, Synet operates a multimedia
network offering electronic messaging facilities.

Antitrust

NZP i1s governed by the Commerce Commission
under the Commerce Act. The New Zealand
requiatory regime was described as "light-
handed.” While NZP has been accused of
predatory pricing and cross-subsidizing by
compatitors, 1o date there has been no investiga-
tion or prosecution.

Procursment flexibiiity snd oversight

Procurement policy guidelines are drawn up by
NZP's Chief Financial Officer and agreed to by the
Board,

Capital expenditures tend to go o the Board,
although the CEO and senior managers have set
authorization limits.

Oversight is provided by an internal audit team and
ultimately by the Board, plus reviews at a
company-wide level by the Auditor-General and the
Crown Company Monitoring Unit.

Joint ventures and subsidiaries

NZP is free to enter into joint ventures and operate
subsidiary companies. For example, it has a joint
ownership, 50/50 venture with Gallagher Mailing
Services, L1d. in a company called GMS Fulfiiment
Services which provides inventory and warehous-
ing services and just-in-time delivery services for
corporate clients.

G. Employment

Wags ssitiement

Wagss for most employees are negotiated in a
coliactive agreement on an annual basis. The 1994
agresment, howaver, is for two years. This
agreement is binding and is registered with New
Zealand's Lapor Court. industrial relations have
generally been good, and there have been no
strikes for many years.

Compensation and wage pramiums

Betora the recent wage negotiation, NZP undertook
a survey of "market rates,” comparing the wages of
its employees with employees in similar jobs in
other firms, and will gradually aim to adjust its
salariss 1o these market rates,

A delivery carrier (“postie”) earmned approximately
NZ $23,200 ($14,955 U.S.) in 1994, which is
approximately NZ $3,000 (81,934 U.8 } less than
the market rate. A teller in a Post Shop sarned NZ
$26,400 ($17,023 U.S ), around NZ $1,500 ($967
U.S.) above the market rate. A driver was paid NZ
$23,700 ($15,282 U.S }, around the markst rate.
Incentives exist for superior performance, though
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they are being reformed Currently, anyone who is
judged to have performed well may be promoted
two steps on the pay scale in a year, rather than
one. There is also a company-wide profit-related
bonus.

Senior managers have individual contracts. When
specialists were brought in after 1987, some
salaries were tied to market rates, but, in general,
management pay levels are still below private
sector levels. Bonus schemes are tied to a formula.

Job pretection

The main employment change after corporalization
came m smployment numbers rather than wage
rates. NZP has shed approximately 40 percent ot
its labor force since 1987

NZP avoided disputes by seeking voluntary
redundancies and by providing incentives for early
refirement and vanous other attractive redundancy
packages. it also consulted closely with the unions,
who saw change as inevitable, and blamed the
government rathet than the management.

Betore corporatization, employees were public
servants, with some job protection. There is no
permanency of tenure in the new NZP contracts,

H. Financial

Pensions and negative balance sheet
NZP has no unfunded pension or medical
liabilites. its balance sheet is heaithy.

Dividends

The Staternent of Corporate intent specifies a
dividend targe! level for NZP each year The
dividend s payabie 10 the government In 1994 1he
{otal dividend payment was NZ 350 mithon {$34 2
million U.8.). This represents 75 percent of
operating earnings after tax and is signihcantly
higher than the 50 percent target level in the
Statement of Corporate Intent.

Taxation

NZP pays the same {axes as any company. in
1993-94 it paid NZ $33.7 miltion {$21.7 milion U.S )
on the year's earnings.

Access to capital markets

NZP is free 10 raise capital and borrow at
commercial rates and on commercial terms. It has
iines of credit with four banks, and can sven issue
equity bonds

Controt of Treasurer over investments

NZP's Chief Financial Officer recommends the
guidelines for treasury policy and managing cash
flow ta the Board

I. Best Practices/Lessons Learned

NZP's experiences in postal reform indicate hat an
appropriate political climate can be an important
driving force for change

Postal liberalization in New Zealand must be seen
in the context of the economic policy of the
government at the time of corporatization in 1987
It was a government with a clearly definec anid
radical program of economic reform, and NZP was
simply one element of that reform program.

As part of this reform program, the State-Owned
Enterprise Act drew up the framework for all the
corporatizations of government-owned organiza-
tions in New Zealand. This framework enabled
postal reform to be pushed through quickly within a
tavorable political environment

After the Act was passed. Ministers appointed a
op class, commercially minded Board, with an
ambiticus Managing Director. With political
inlederence al @ minmum during the first years,
managemént was able to introduce a program of
rationakzation and 1o be innovative in all aspects of
the business

Thus, the key ingredients of success were the
external political environment and the quality of
management.

7



Qutside the palitical context, the lessons learned
from the NZP experience include:

+ Seek to operate as a commercial organization
(8.g.. acoounting principles, pricing competi-
tion} even if wholly owned by government.

+ Deregulation may not be a threat if manage-
rment freedoms come with it, and if manage-
ment is allowed several years to reform prior to
deregulation. Pians for future deregulation are
a useful tool for promoting change.

« Rate regulation and other forms of regulation
will be counterproductive if a postal admini-
stration is alfowed to act commercially. The
NZP experience incicates thal rates are best
kept iow through commercialization rather than
direct regulation

« Major change need not be done through
privatization.

« Social obligations may not be as onerous as
originally believed by management, once the
fresdiom to manage is established.

» Cost controt is a priority in the early days of
reform. Changes to work force size may be
easier than changes to wage rates and will be
borne more stoically if wage rates are main-
tainad or impraved.

« Innovations in the basic product/service
portfolio can assist the process of change by
signalfing a new confidence.
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Sweden

A. Corporate Profile

The Swedish postal administration, Postverket, was
changed from a public corporation inlo a state
owned corporation on January 1, 1983. Sweden
Post (Posten AB} is the fargest service and
communications organization in Sweden. In 1993
Sweden Post' s revenues were £2 titlion UK
sterling ($3.2 mitfion U.S)® trom volume ot 4.2
billiont mait items. Customers can deposit their mail
at 1,900 post offices, 40,000 letter boxes, and 350
private retailers. Posten AB employed 50,213
employees in 1983, a decrease from 56,415 in
1991,

in the financial year 1982-93, Sweden Post's profit
was SEK 1,363 million {$183.1 million U.S.), down
from SEK 1.413 million {$189.8 millicn U.S) in
1991-92. Total revenues decreased from SEK
22,096 milliors ($2,967.5 milion U.S.}in 1991-92to
SEK 21,644 million ($2,906 8 million U.S) in 1992-
a3.

The price of a standard ietter for domestic delivery
weighing less than 50 grams {1.8 ounces) is SEK
3.70 (50¢ U.S.), which includes a Value Added Tax
{VAT) of 25 percent {changed from 12 percent after
Sweden joined the EU). The rate is uniform
throughout Sweden

Discounts are available to bulk mailers and are
negoliated on an individual basis, but under
Sweden's compeltition law, they can only be given
in relation to expiicit critena, even if these discounts
are not published.

B. Ownership, Structure, and Organization

Corporatization

Sweden Post is a public limited company. The
company's only shareholder is the State of
Sweden. The owner's requirements are that Posten
AB shall operate commercially under market

* Based on January 25, 1985 exchange rate of $0.1343 (U.8).

conditions and generate a return on capital
comparable with that of major well-managed
Swedish companies in similar industries. The
postal market is completely deregulated, after the
abotition of the monopoly on standard letters on
January 1, 1993,

Financial mandate

The Postal Law does not state any formal financiat
mandate for Sweden Post. Prior to corporatization,
it was required to be profitable, finance its own
investments, and survive on its own resources. An
internal management objective is for a 5 percent
return on sales to cover future investments.

Management structure and board oversight

The government appoints a 10 member Board of
Directors which consists of a Chairman of the
Board, three representatives from the unions, a civit
servant, and five members from the privaie sector.
The Board appoints the senior ianagement.

Organization

Sweden Post is made up of six business areas:
Postgirot, Sweden Post Banking and Cournter
Services, Sweden Post Letters, Sweden Post
Parcel, Postnet, and Sweden Post International.

Postgirot handles payment transrmissions and is
responsible for the nationwide cash handling
service. Post Banking and Counter Service is
responsible for Sweden Post's counter netwark,
offering the entire range of mall services 10 private
individuals and small businesses as well as
banking services. Swedsn Post Letters delivers
individual and mass-produced messages,
newspapers and periodicals throughout Sweden.
Sweden Post Parcel is responsible for standarg-
ized, nationwide transport services for packages
up to 35 kitograms (77 pounds). Sweden Post
International is responsible for marketing and
distribution of letters and parcels destined for
delivery outside Sweden's borders, customs
clearance, and distribution of all letters and parcels
arriving in Sweden from abroad. Postnet provides
electronic messaging and information services 1o
corporate customers and consumers.
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Each business area is responsibie for products,
sales, production, and profitabiity within its area of
acoountability. Posten AB is the holding company.

Range of business

Posten AB provides traditional postal services,
such as. delivery of letters and parcels, as well as
banking and electronic messaging sefvices.
Posten AB is the market leader in hybrid mail
services, currently with 10 percent of all ransac-
tions maiil originating as electronic mait.

C. Social Responsibility

Social obligation defined

Posten AB's social responsibility is defired in the
Postal Service Act of January 1, 1993. An overview
of these obligations is provided below.

Universal service

The new Postal Act guarantees the general public
a universal service at a uniform price. The state has
a contract with Sweden Post for the Post to provide
that universal service. This will be reviewed in a few
years and, it competition has agvanced sufficiently.
other operators will also have an obligation to
provide universal service.

The cost of this social commitment (loss realized
by providing the services) amournted to SEK 400
million ($53.7 million U.5.) in 1993 and was partly
covered by government payments. The l0ss results
from the distribution of cerlain newspapers,
discounts on association letters, free defivery of
literature to the blind, defense planning, and
services in low population areas for the eiderly and
the ciisabled. {No compensation is paid by the
State with regard to the deficit on newspaper
delivery and discounts for associations' letters.}

Delivery frequency

For the mast part, letters and parcels are delivered
five days per week. However, Sweden Post is not
required to maintain this delivery frequency to the
mast remote areas in Sweden, aithough in practice
it does.

Retall network

Sweden Pest is not required o maintain a specific
number of retail outlets. Posten AB is free to close
postal outlets in remote areas, although itis
recognized that Posten AB has a duty to manage
the process caretully. The regulator (National
Postal and Telecom Agency) does monitor
Posten's palicy regarding post office closings. in
practice, Posten has adopted a policy of franchis-
ing post offices. :

Sweden Post providsd retail service in 1,878 post
offices in 1994. This is down from 2,169 in 1989,
Retail outiets include Posten AB wholly-owned post
offices (1,341), fully franchised outlets owned by
individuals {363), “trial” post offices such as mobile
autlets (92}, and franchises with limited services
(82).

D. Scope of Monopoly

No monopoly on defivering letters and parceis to
addresses has existed in Sweden since January 1,
1993,

A new authority, the National Postal and Telscom
Agency (Post- och Telestyrelsen), has been
established to regutate competition and service
quality. The regulator will be responsible for
overseeing the activities of all letter delivery
companies, not only Posten AB.

Mailbox exciusivity
There is no mailbox exclusivity.

E. Competition

The Postal Services Act allows for full compstition
in postal and counters services. For now, however,
Posten AB is the only operator required by contract
to provide universal fetter service.

Competlition prevails in the market for the
distnbution and transportation of goods (market
share data is collected but considered confiden-
tal). In this sector, main rivals are ASG and
Bilspedition haulage companies. However, in the
distribution of parcels up to 35 kilograms (77
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pounds), Sweden Post Parcels is the dominant
playsr. In the distribution of letters, Posten AB's
biggest competitor is CityMail, In unaddressed
Direct Mail, competitors include SDR and several
smalter, regionally based companies.

F. Regulation/Managerial Freedom

Pricing and reguiatory oversight

Pasten AB is free to set all its prices, except for the
standard domestic tetier. The government and
Posten AB have agreed to a price cap on the
domnestic letier rale equal to the standard
consumer rate of infiaon. The charge to private
individuals for delivery ot a letter up to 500 grams
(1.1 pounds} may be increased by a maximum of
the average change in the net price index over a
three-year period

While the price cap on Istter mail is not itselt
unique, it s interesting to note that, even though
Sweden Post has no monopoly over letters, lefter
rate increases are stili imited by an agreement with
the government.

Authority to purchase suppliers, competitors, and
customers

Posten AB is free to acquire and invest in other
companies. Pasten operates an open bidding
procsss for many purchases, but there s
discretion, especially when managers are
developing long-term links with suppliers.

Joint ventures and subsidiaries

Posten AB is free to enter into joint ventures and
form subsidiaries. For example, Sweden Post
International has formed Nordic Postgroup BV and,
through this subsidiary, participates in a joint
venture with four other postal organizat.ons and
TNT.

Sweden Post Parcels has several subsidiaries
including Hultbergs Inrikes Transporter AB, which
operates as a sales company for nationwide
deliveries of newspapers, magazines and spare
parts, and Posten Express AB which produces and
sells express services and operates a meassenger
servica in Stockholm.

Antitrust

Posten AB is governed by the normal competition
laws of Sweden. Sweden Post has been the
subject of antitrust complaints. A compatitor
successiully argued that ePost (hybrid mail service)
was engaging in unfair competition through cross-
subsidization. A court required that Sweden Post
charge a higher price and alter its accounting
practices for ePast services,

G. Employment

Wage seftiement, compensation, and premivms

The number of employees has fallen from 56,500 int
1989 10 50 200 in 1893. Posten AB worked closely
with Ihe two unions during this period

The annual wage negotiation process involves two
steps. First, there is a central collective bargaining
process between the government and a body
representing the two unions. This step deades
general public sector wage rates. Second, there is
negotiation between individual unions and
management.

i collective bargaining fails at the national level
there is the possibility of a strike. Qutside
arbitrators may be used to broker a settlement but
this process is not binding. Strikes are forbidden if
collective bargaining fails in the second step.

The wage structure of Posten AB is analogous to
industry norms of companies of comparable
markel orientation. There is scope for performance-
related pay and incentives relating to corporate
performarice, individual performance, and quality
of service. Minimum pay for an employee of 18
years of age is SEK 9600 ($1.289 U.S.) per month
Posten employees are regarded as earning
approxmately five to ten percent above the market
average

Job protection

Employees in Posten AB have no job security and
can be laid off at any time. However, 3,000
employees are stift covered by the public corpora-
tion employment law, and will automatically be
guaranteed a new job if made redundant in their
present position in Posten AB. Beginning July 1,
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1995, Posten AB's conditions of employment will
be regulated by a new empioyment code
speciically formulated to suit the new role of the
State Owned PLC.

H. Financial

Pensions

Posten AB employees were previously covered by
government pension plans, but Posten has now
established its own plans. During the recent
transition, Posten AB agreed to take on pension
liabilities for its employees. in return, Posten AB will
not have 1o pay a dividend 1o the government for
several years.

Balance sheel

Posten AB has no access to government funds or
capital for operating shortfalls. In recent years,
Sweden Post has been profitable (see Corporate
Profile section) and its balance sheet has been
improving

Dividends

Posten AB will eventually pay dividends. but will not
do so until the equity/assets ratio improves. The
current ratio is weak, owing mainly to the pension
commitments taken on by Posten AB.

Taxation

Posten AB is subject 1o income taxation as taid
down by the Company law. As part of the
transtormation into a commercial corporation,

. exemption from the duty to charge VAT on fefter,

newspaper, and parcel defiveries ceased. The
standard universal VAT rate on all services
amounts to 25 percent.

Actass to capital markets

Posten is free 1o borrow in commercial markets.
Despite 100 percent public ownership, Sweden
Post no longer enjoys a government guarantee and
can raise money an a fully commercial basis.

I Best Practices/Lessons Learned

Posten AB is one of two postal administrations in
the European Union {the other being Finland Post}

that has absolutely no statutory monopoly. As
such, it is watched with interest by other postal
administrations facing deragulation. Although it is
too early to assess the extent of competition in the
letter market, there are iessans to be tearned from
this case. Sweden Post has faced competition in
s lettar market from CityMail, a private delivery
firm that operates primarily in Stockholm and
handies only presorted, low cost pieces. In spite of
lower prices, CityMail has not yet earned significant
market share. Even with competition in its core
market, Posten AB believes that full dereguiation
has not darmaged its ability tc compets.

The threat of competition has cerlainly created an
incentive tor Sweden Post to diversify into new
markets. Posien AB is a Jeading producer of hybrid
and fully electronic services, with 10 percent of its
transactions mail originating in etectronic form.
Pasten AB offers electronic mail services, ePost,
enhanced fax services, and electronic stock market
data. It participates in joint ventures and owns
subsidianes.

Posten AB believes that deregulation is not
passible without corporatization. Without the
managerial fiexibility to compete. the company
wouid nol be able to survive entry from new
competitors.

2
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United Kingdom

—

A. Corporate Profile

The Post Office is a statutory corporation serving
58 million people in the United Kingdom. The Post
Office coliects and processes 17 billion pieces of
mait annualfy for delivery to almost 25 million
addresses in England, Scotland, Wales, and
Northern ireland. The Post Office has 19,000 retail
autlats, over 100 major mail processing centers,
and empfoys 183,000 full time equivalents.

For the year ended March 31, 1994 the Post
Office's revenues were £4.8 billion ($7.7 biltion
U5 and operating profits were £280 million
{$447 miltion U.8). The Post Office's financial
statements are prepared in accordance with U.K.
and internationaj generally accepted accounting
principies.

The standard letter mail postage for domestic
delivery, weighing up to 60 grams (2.1 ounces}, is
27 pence (43¢ U.S.). The rate is uniform throughout
the United Kingdom. Significant discounts from the
standard rate are available to bulk mailers who
prepare letter mai! to facilitate processing by the
Post Office.

The Post Office is structured into three operating
divisions: Royal Mail (letters), Parcelforce (parcels),
and Counters (post office retail outlets). Counters
is a subsidiary of the Post Office

B. Ownership, Structure, and Organization

Corporatization

The Post Office is the world's first postal admini-
stration {established 1657). Originally, the Post
Office was a department of the government and
included the telecom operator; the |atter was
privatized in 1988, Banking services provided
through the retail outlets were also separated from
the Post Office and privatized in 1980.

° Based on January 25. 1995 exchange rate of $15962 (US ).

in 1992, the government announced that it was
reviewing the potential to privatize the Post Office
and Parcelforce in two separate sales.

The original plan proposed by the Depariment of
Trade and Industry (DTI) was to seli 40 percent of
the Post Office (minus Counters, which would
remain govemnment-owned) in an initial public
offering. This plan faced considerabie opposition,
particularly from “packbenchers® in Parliament who
feared a reduction in rural service. The unions also
opposed the privatization plan. As obposition
mounted, DT proposed an alternate plan that
would have included a sale of shares to smpioy-
ees. Eventually, opposition to DTVs proposal grew
{00 strong and it was withdrawn

Financinl mandate

The Post Office therefore remains a governrhent-
owned statutory corporation. Principle features of a
statutory corporation are

« it propares and publishes financial statements
to the same standard as maijor listed compa-
nies;

« it pays taxes like a normal commercial
company;

« the Chairman and Board members are
appointed by the government, but responsibil-
ity for running the Post Office rests with the
Board in its corporate capacity; and

« the government can and does require
wathdrawal of cash from the Business and
expenditure by the Post Office is counted within
the Public Sector Borrowing Requiremsnt,

C. Social Respongibility

Social obligation defined

in return for the monopoly, two social obligations
are currently required by the Post Office. These are
confirmed in government policy documents
{Citizens Charter) rather than as statutory faw.
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The two obligations are:
« uniform postal rates across the country, and

» nationwide collection and delivery of mail {six
days a week}

In addition, when announcing plans to privatize
Parcelforce (now abandoned) the govemment
made it clear that it regards universal service inthe
carniage of parcels as an obligation. In practice,
therefore, the Post Office offers universal service up
to a weight limit which is practical for cotiection ~
around 30-40 kilogram (66-88 pounds) in larger
collection centers.

Other sbligations

There are other self-imposed obligations which
would be difficult tor the Post Office o withdraw
such as two deliveries each working day and a
requirement 0 publish delivery standards. In 1893-
94 the target for delivery of first class letters next
day was 91 percent (achieved 91.2 percent). The
delivery standards tor first and second class mail
are independently audited and published with the
annual accounts. {In the U K. second class mail is
not publications mail but deterred letter mail).

While there is no formal requirement 1o maintain
retail counters {cormmunity post offices) there
would be political opgosition to significant
reductions in the network. There is substantial
cross-subsidization, mostly from the urban post
offices and mail coflection recharges to rural post
offices.

Retail outlets

With the exception of 800 larger urban branches
which are fully Owned, retait branches are
franchised out — typically to smalt grocery
storekeepers who operate the Post Office Counter
as only one part of their retail businesses.

Approximately 75 percent of retail revenues at
franchise post offices comes from non-mail
services, for example fees from handling govern-
ment checks.

D. Scope of Monopoly

Extent of monopoly

Under national law, the Post Office has an
exclusive “privilege” over the carriage of lefters,
although the govemment could license others to
carry fetters and could suspend or limit the Post
Office’s privilege. The monopoly is value limited
rather than weight limited (.., up to €1 or $1.60
U.8.). Letters and parcels with a value in excess-of
£1 {31 60 U.S ) are outside the monopoly bul within
the universal service obiligation

Direct mai

Addressed direct mail is within the monopoly.
Private companies are permitted to do a genexal
door to door delivery of unaddressed mail —
although gensrally this is accomplished by
enciosing acvertisement Jeaflets within focal free
newspapers delivered by schooichitdren.

There are no proposals 1o reduce the monopoly
firmit, although this would have been considered as
part of privatization. Indeed, the management of
the Post Office had volunteered during the
privatization debate that the monopoly limit could
be reduced ta 50 pence (80¢ US) aspartofa
trade-off to maintain the network and a basic letter
monopaly intact.

Maiibox sxclusivity
There is no Mailbox exclusivity.

E. Competition

Prasence of competition

As notedt above, there is effectively no competition
at price levels helow £1 {$1.60 U.S)). Above this
limit there are highly competitive markets in the
following:

.

International courier mail. The Post Office’s
products struggle to compete against heavily
advertised offerings from the likes of DHL. The
Post Office’s market share is minimal,
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« Domestic packsts and parceis. Parcelforce
operates n a price competitive market in which
most operators suffer losses. While it has a
one-third share of the “later than next day
market”, its share of express domestic parcels
is considerably less than this.

« Domestic couriers (typically business ietters
and packets). This is a highly competitive and
fragmented market with national and interna-
tional players and many hundreds of local bike
courier firms. The Post Office’s share of this
markel is minimal

The Post Office has suffered from the remait
activities of the Dutch Post, which has established
itself in the UK and aitracled large corporate
customers. The Post Office is not presently

arequirement to approve the Corporate Plan
including the cash withdrawal target for the
year;

a requirement to approve maijor capital
expenditure items;

restrictions on contracting freedoms. As a
broad generalization, the Post Office must
submit purchasing and service related con-
tracts above a certain value {about $100,000
U 8.} to competitive tender; and

restrictions on the range of activities imposed
by government. The Post Cffice is basically
restricted to postal-related activities

The debate on the tuture of the Post Office

permitted 10 respond by opening for business in
other countries. Recently proposed increases in

following the failure of government privatization
plans revolves around pressure from the Board
and unions to allow greater commercial freedom

terminal dues may gradually erode the threat of
remail.

Presort Discounts

There is no fight of downstream access for other

mailers io Royal Mail or Parcetforce. But discounts

are available to high volume mailers who presort or
~ who can send their product to specialized presort

distribution centers.

. Regqulation/Managerial Freedom

Pricing and regulatory oversight

The Post Office is regulated by its ownership
government departiment, the Department of Trade
and Industry. There has been discussion of
separating the ownership and regulatory functions
and creating a semi-independent postal regulator,
but there are no formal proposais

even withint the public sector. Our interpretation of
this is that the Post Office would wish to see:

.

a structured agreemant on cash withdrawn nto
government funds to peg withdrawais to prof-
ils. rather than a discretionary take {which is
unpredictable);

relaxation on control over the range of activities
particularly to permit joint ventures with the
private sector and an ability to market remail
SENVICes overseas;

refaxation of capital investment
fimits; and

a more structured approach 10 tariff sefting with
perhaps a price index formula

in practice, day-to-day operations are left to the

Board The principle interventions by government

come through:

« arequitement to seek government approval for

taniff increases;

There is no set approach to agreement on tarifts
and there have been occasions when increases
above the rate of inflation have been allowed to
finance a greater cash withdrawal by government
from the business. Government, in most cases,
seeks 1o restrict tarift increases 10 below the rate of
inflation and the Post Office has had to rely on
volume increases to finance new investment.
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G. Employment

Wage settiement

The Post Othce is one of the largest employers in
the UK and s heawily unionized. Unions in general
had their powers curbed by the Thatcher govern-
ment in the 1980s and there has been fittie
militancy or strike loss in the last 15 years

There is a government sponsored independent
review body 10 which both sides can refes disputes
for binding arditration. Both sides, however, must
agree to refer. The government can also announce
an independent inquity into sector pay levels. is
findings would be strongly advisory but not
binding.

The union's success in fighting off recent
privatization efforts appears to have increased its
confidence. It is notable that strikes in the postal
sector have shut down some postal areas in the
last three months.

Wage promiums.

Postal workers are generally poorly paid relative 1o
the industry, having sultered from government
inspired sub-inflation wage increase pressures.
Much of the postal private sector is however also
generally low skillec/tow paid. On the other hand,
Post Office pensions are relatively high by private
sector standards

H. Financial

Pensions

Pensions are fully funded in a separate and
independent pension fund. There is no provision
for future medical liabilities but postal retirement
medical benefits are not provided and private
health care is limited to the most senior execulives.

The balance sheet

The Post Office has a strong balance sheet. Having
been profitable tor several ysars. the organization
has no debt and significant cash and deposit
balances. The Post Office pays alf income and real
estate taxes that an equivaient commercial
organization would bear. Postal services are,

however, exempted from VAT by virtue of European
Community Law

Dividends )

The government takes cash out of the Post Oftice
by a mechanism called the “external finance imit
Essentially, the Post Office is required to deposit
surplus funds or repay borrowings to the Treasury.
‘There is no share capital and no mechanism for a
dividend to be paid without a change in the law.

Access o capital

Freedom to raise capital and control investments is
strictly limited, Basically, liftle can be done without
Treasury {the Finance Ministry) approval.

The Post Office is not able to raise debt capital
{there is nG equity capital) without the approval of
government, The government has encouraged
state owned corporations to identify private sector
partners who would take on project nsks and
private risk debt capital for major investment
projects. This new policy is known as the Frivate
Finance initiative. 1t is not yet clear whether the
Post Otfice will take advantage of these develop-
ments tor mail services, but, within the retail
business, a private finance project for the
development of a new information technology
network (o detiver social benefit payments is under
contract negotiation

Antitrust

There have been no antitrust or other competition
authority investigations in modern times. Private
sector carriers continually complain about the
monopoly power of the Post Office but they appear
1o be a relatively ineffective lobby.

i. Best Practices/Lessons Leamed

The UK has been in the forefront of the trend to
privatize state industries and privatization of the
Post Office would have been a natural progression.
Senior management of The Post Office was keen to
transter 1o the privale sector to get away rom what
they saw as a greedy Finance ministry and overly
restriciive sponsonng ministry.
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Privatizaton failed because the unions ran a good
campaign against it, focusing on fears in the
poputalion that service fevels would be reduced
Governmeni has ridden over similar public
concerns in the past when forcing through
unpoputar privatization but their parhamentary
majority, I this instance, was 100 weak 10 nsk a
political defeat which would have prompted an
election.

It is not clear what happens next The Post Office
desperately wants greater commercial freedoms,
and needs to quickly catch up in technology use
(e.g.. electronic mail is well behind postat
administrations in Sweden and ltaly). The Minister
responsible tor the Post Office does not believe in
public organizations competing with the private
sector and the Finance minister probabily will not
aliow greater financial freedom. in short, there
appears to be an impasse within the government.

Price Waterhowre e @)

a1



239

Argentina

encoto|
ARGENTNA

A. Corporate Profile

Correc Argentino {CA), also known as ENCOTESA,
has been a government-owned corporation since
1993. The government has announced plans to
privatize CA, through a 100 percent sell-off, later
this year. CA serves 33 mulion Argentineans in
competition with over 270 private postal operators.

trn 1993 CA delivered 312 million letters (standard
and registered), out of a total basic mail market of
433 million items. it also delivered 170 mittion other
pieces, including express mail and parcels. CA has
5,480 post offices and 20,000 employees. s
annual revenue in 1993-94 was 450 million pesos
(8418.5 million U.§)."°

The basic stamp price for a "canta simple” is 75¢
{U.S.). A number of possible discounts can be
applied which different levels of management can
determine. With a large customer, the Board may
ask to grant the maximum discount of 40 percent

8. Ownership, Structure, and Organization

Corporatization

The legislation to privatize CA will appear before
Parliament when it reopens in March 1995. The
original schedule was for the sell-off to take place
n June, but CA believes that it may not now occur
until the end of the year, although the Ministry of
Economy is pushing for the sale as soon as
possible.

The main debate regarding privatization surrounds
the provisions to prevent the formation ot a private
monopoly There is areal danger s Argentina's
fiberalized markel because while there are four
private postal operators of sigmhcant size, they are
actually owned by one individual

**Based on February 15, 1995 exchange rale of $0.9300 {U.5.1

Financlat mandate

The current financial objective in the run-up to
privatization is 10 reverse large historical losses
and o make a proht. The deficit was halved in the
current year, and CA is projected 1o be profitable in
1995.

Management structure and board oversight
Currently, a Board of five members operates CA.
Eight regionat managers report directly to the
Board. There are several central deparftments
covering national areas such as Operations,
Marketing, and Technology. These are organized
as Strategic Business Urits SBUs). in addition,
there is an SBU for “corporate customers.”

Assuming the provisions to prevent a controling
shareholder emerging are successiul, itis
expected that this basic structure will survive the
sefi-off. However, the Board of Directors would then
have the power to decide upon any new structure

Range of business
CA offers traditional mait delivery services plus
services such as fax and money transfers.

C. Social responsibility

CA must provide a universal letter mail service at a
unitorm price. it also must deliver the government's
mail. In addition, it must supervise the distribution
of ballot boxes during elections. in return for these
social obligatians, the gavernment currently covers
CA's losses. Financial losses will not be covered
after privatization.

fetail outiets

No imit is put on the number of postal outlets that
CA must maintain. its policy in recent years has
been to reduce the network it runs directly using
franchising and agencies (e g.. making postal
services available through local libraries)

4
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D. Scope of Monopoly

Extent of the monopoly

CA has no monopoly in delivery services. The
Argentinean mail market was completely deregu-
lated in 1979 by a systern of licensing. In order to
become a licensed deliverer of letters, a firm must
buy a license from the National Commission of
Postal and Telegraph Sérvices, the reguiator of CA
and the postal industry, for 5,000 pesos {$4,650
us}

Malibox exclusivity
There is no mailbox exclusivity,

€. Competition

Presence of compelition

There are over 270 licensed postal operators,
though only four of any size; OCA, Andreant,
Autobuses, and OCASA. These tour main private
operators tend to concentrate on higher-value
letters, that is, where proof of delivery is given lo
the sender. While they could tegally undercut the
high stamp price of CA, they appear to have made
no serious attempt te do so.

Mailing practices and traditions in Argentina may
partly explain the dernand for registered ietters:
people prefer to have acknowledgment that their
ietter was actually delivered. This practice may
relate to problems of reliability and integrity in the
past.

F. Regulation/Managerial Freedom

Pricing and regulatory oversight

CA has the freedom 1o set its own prices in a totally
competitive market. After privatization, it is
assumed that all the freedoms of a normal
commercial company wilt apply.

G. Employment
No detailed, refiable information was received. CA

has recently reduced staff numbers from 27,000 to
20,000

H. Financial

CA has never operated its own pension plan, and
empiloyees have relied on the government-run
plan.

The government has funded CA's losses in the
past

I Best Practices/Lessons Learned

Argenting’s postal privatization will be the first 100
percent postal sell-off in the world. Unique
conditions such as low mail volumnes, the high
stamp price, national mailing practices, highly
dereguiated markets, and the presence ot a
potential monopolist make Argentina a particufarly
unusual case, and it is not clear whether its
experience is directly retevant to postal administra-
tions such as the USPS.

PriceHaterhouse e )
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Denmark

e
<X P&T
A. Corporate Profile

Denmark is a relatively small country {population of
five million) but recent developments in the Danish
Post provide an interesting perspective on
commercaialization within the public sector.

Danish Post forms the remaining public sector part
of Danish PTT. Telecommunications companies
and postal bank services have already been
privatized.

The basic stamp price is DKr 350 (59¢ U.S )" for
first class mait

B. The Move to Commercialize

Danish Post has taced the same restrictions which
have frustrated many of the worid's postal
administrations:

« approvals are needed lor new services and
investrments in new ventures, often requiring
Parliamentary authority;

= investments are severely restricied by
government with no access to external finance;

» constrictive employment rules and civil service
collective bargaining;

= setlting of tariffs requires Parliamentary
approval;

« cumbersome decision making processes; and
+ surplus funds are taken away by government

As a separate issug, the distinction between the
postal service provider and regulator has not been
dear, Resolutions passed by the European
Commission have made non-separation increas-
ingly untenable.

¥ Based on January 25. 1985 exchange rate of $5.1679 (U.§ )

After years of debate, there has been no clear
political mandate in Denmark to corporatize, much
less privatize. It has, however, been recognized
that the postal service needs greater freedom in
order to survive in an increasingly competitive
communications market. Accordingly, in Qctober
1994, a political agreement was reached to create
a hybrid entity within the public sector that shares
many ot the freedoms enjoyed by private sector
companies.

Distinguishing features of the new Post Danmark
are:

« anindependent publicly owned entity, not
included within the national budget;

» Board appointments by the Mimisler of
Transport but with some empioyee appointed
representatives;

» crucial aspects of the delivery of postat
sefvices, including profitability, quality of serv-
ice and basis for tariffs are set in a new con-
cession;

» substantial reedorm to act in a commercial
manner including the introduction of new
services {(n practice Post Danmark would
inform/consull the government on all major
decisions};

« amove towards a predefined price cap model
for tariff setting;

= direct mail, if the content is not personalized,
can be delivered outside the monopoly;

«  preparation of financial statements along fully
commercial lines,;

+ the government Minister approves the financial
statements and receives the five year plan, but
budgets and business plans are the Board's
responsibility;

PriceWaterhouse e @)
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« Post Danmark moves to an income taxpaying
basis;

+ no change in civit service employment terms;

« dividends are predetermined as a formula of
profit after tax or on a returmn on investment
approach, rather than at government discre-
tion;

» capital can be raised outside of government:
and

« investment and alliances up to DKK 100 million
{$16.8 million U.S ) are allowed without gov-
ernment approval.

Retall outiets

Five years ago all retail branches were owned by
Post Danmark. Following a process of commer-
cialization which is ongoing, approximately half are
now typically franchised out to grocery store
owners. Financial viability of the retail network is
difficult to determine, because it relies on cost
allocations between the postal and retail business
and there are no separate accounts for the retail
business. in general terms, urban retail outlets are
thought to be profitable and rural cutlets unprofit-
able

Antitrust

There has been a recent antitrust complaint to
competition authorities. Post Danmark set up an
operation which collects electronic mail for
assembly and delivery. Private sector operators
nave compiained to the Competition Councit that
this service is being cross-subsidized by monopoly
products. A decision on the complaint is pending

Labor relations

Atotal of 70 percent of postal empioyees are ciwl
servants, for whom strike action is illegal
Nonetheless, the remaining 30 percent may strike
and they are, therefore, used as a negotiating tool.
There is a separate independent arbitration body
for dispute sefilement and it is generally accepted
within Denmark that unresolved disputes should go
to arbitration. The fincings of the arbitration body
are not mandalory but must be put 10 a vote

among members of the empioyers councils
{industry sactor wide rather than postal specific)
and employees {postal and general transport
workers unions). The recommendation of the
arbitration body can only be lurned down if more
than 50 percent of all members on both sides vote
against the result. In practice this makes it difficult
{through no-shows) to resist the final recommen-
dation

C. Commentary

it is too early to judge how these new freedoms will
work out in practice but Denmark offers an
interasting alternative to privatization in a political
environment where the final step to private sector
ownership is unacceptable

The dividend formula, access to private capital,
and investment alliances are particularly interesting
and are not common features of state enterpnses.
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March 13, 1996

The Honorable John M. McHugh

Chairman, Subcommittee on the Postal Service
Committee on Government Reform and Oversight
United States House of Representatives
Washington, D.C. 20515

Dear Chairman McHugh:

Enclosed are answers to the 13 questions regarding postal reform you asked of us
in your letter of February 7.

Please let me know if any areas need clarification or elaboration.

Sincerely,

James A. Waddell
Partner

Enclosure
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1. Of the ten progressive postal administrations that you have studied, which model would most
suit the needs of the U.S.A.? Does Price Waterhouse have a comprehensive reform proposal”?

Price Waterhouse LLP does not have a comprehensive reform proposal. However, what can be
viewed as “best practices™ on the parts of the progressive postal administrations that we studied
suggust possible avenues for reform for the U.S. Postal Service.

The ten postal administrations have not progressed in different directions with respect to reform,
rather, generally speaking, they tend to be at different points along the same path. In considering
the continuum along which postal administrations fall, those administrations that offer the best
models to the United States are those countries which are furthest along in various areas. Most
notable in offering suggestions would be Germany, the Netherlands, New Zealand, Sweden, and
the United Kingdom. These organizations are instructive in the areas of deregulation of monopoly,
pricing, insurance of universal service, and ownership.

Deregulation of the monopoly. Sweden has proceeded the furthest by completely abolishing the
monopoly. While eliminating the monopoly is probably not a good idea for the United States in the
short term, the theme of reducing the scope of the monopoly has tended to pressure postal
administrations to perform better, as in the case of the Unuted Kingdom, where the Department of
Trade and Industry limited the monopoly only to items valued at one pound sterling or greater. An
appropriate model for the United States might be that of the European Union (EU) overall, which
has proposed that, beginning January 1, 2001, the monopoly will be limited 10 letters weighing 350
grams (12.5) ounces or less. After January 1, 2001, direct mail and incoming cross-border mail
will be ehminated from the monopoly.

Pricing. New Zealand and others present an interesting model for pricing, one based on price
caps. Price caps achieve two benefits: they protect mailers from abuse of the monopoly through
overly high price increases and allow the postal operator maximum flexibility in adjusting prices to
best meet market needs.

Universal service. Sweden, the Netherlands, and others provide a possible model, In these
countries, the government grants a concession to a postal operator, giving a monopoly over letters
in return for providing universal service at a uniform letter rate. Sweden Post and PTT Post BV of
the Netherlands currently have the monopoly concession in their respective countries; this
concession comes up for review penodically. Conceivably, it could be granted to another party if
the government were to become unhappy with the level of adherence to the agreement. The
important element, however, is that the postal operator receives the monopoly in return for
providing universal service at a uniform letter rate. The arrangements are crafted on the basis of
balance; the monopoly is a clearly a benefit granted to the operator but in returmn must adhere to a
“contract” with the government to provide specific services. The costs and benefits of the
arrangements need to be carefully balanced so that the coatract between the postal operator and the
government is a fair one.

Ownership. Germany and the Netherlands are highly progressive in the area of ownership, the
Netherlands government having sold a majority of shares in the postal administration’s holdiog
company and Germany planning privatization for 1998, The United Kingdom planned to privatize
Royal Mail and Parcelforce, but the sale was halted at the last minute due to incomplete political
support. While wholesale privatization of the U.S. Postal Service may be too aggressive a change
in the short term, a clear move in that direction through means such as partial privatization of the
competitive services (through a subsidiary owned partially by the USPS and partially by the
private sector) and corporatization of the monopoly services (corporation with stock owned by the
United States government) could be beneficial in focusing management on minimizing costs and
maximizing Service to customers.
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2. Would you comment on whether the financial mandates of “break-even” and “profit” have an
effect on the various postal administrations which are operated under one of those guidelines?
Is one more efficient or productive than the other?

Of the eight major postal administrations reviewed, a “profit” mandate tends to go hand-in-hand
with corporatization. That is, if the postal operator is a “corporation” then its objective is 1o earn
profits. Those administrations with a profit mandate are: Australia, Germany, the Netherlands,
New Zealand, and Sweden. With the exception of Germany, which only corporatized recently, all
these operators are financially healthy. The remaining three administrations, those of Canada,
France, and the United Kingdom, do not have profit mandates. These, arguably, have been less
successful financially.

We have not explicitly studied the correlation between mandate and “efficiency” or “productivity”,
this task would be fairly time-consuming and should consider not only financial results but also
service performance and other measures of quality to customers. With the exception of Germany,
which only recently corporatized, those administrations with a profit incentive tend to be regarded
as the most successful both financially and with respect to providing innovative, value-added
Services to Customers.

3. The ten administrations studied by Price Waterhouse do not have a mail box monopoly. They
appear to be unaffected by this. Would this open mailbox monopoly work in our country?
How would you suggest that this be addressed? (For instance, a sticker on the box indicating
open or restricted mailbox, restricting access to locked mailboxes, a poll of customers, etc.)

The ten administrations we studied may appear to be “unaffected” by not having a mailbox
monopoly largely because, in most cases, the majority of their revenues are drawn from products
that are protected by product monopolies rather than mailbox monopolies.

To evaluate how an open mailbox monopoly would work in the United States, each of six general
types of mailbox must be considered. Of these six, the only type of mailbox which would be
significantly affected by a rule change is the last, unlocked mailboxes at curbside or attached to a
bouse or business.

Business with employee or mailroom designated to receive mail. Competitors always have had
access to businesses with a receptionist or mailroom available to receive mail. Suspending the
mailbox monopoly would have no effect on such businesses without mailboxes.

Post Office box. Competitors do not have access to Post Office boxes in the United States or in
other countries, so adopting the no-mailbox monopoly rules found in other countries would have no
effect in the United States.

Mail slot on door. Competitors in the United States already have access to mail slots, which are
not considered subject to the mailbox monopoly, so a rule change again would have no effect.

Locked mailbox with a slot for access. While common in parts of Europe, these do not exist in
significant numbers in the United States.

Locked mailbox without a mail slot. This type of mailbox is not common outside the United
States. In areas where it docs exist, such as Canada, competitors generally are not given keys by
the owners of the mailboxes (the apartment buildings) on the grounds of security. If the United
States were to suspend the mailbox monopoly, the same result as in Canada is likely to follow, with
apartment buildings being reluctant to issue keys to organizations other than the U.S. Postal
Service, resulting in little competitor access to these mailboxes. Thus, a rule change likely would
have little effect.
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Unlocked mailbox at curbside or attached to structure (house or business). This is the only type
of mailbox in which suspension of the mailbox monopoly policy would have much bearing for the
U.S. Postal Service. These probably account for less than one fourth of delivery points in the
United States. There could be a variety of ways to address this issue, including allowing individual
customers to handle mailbox access as they see fit. Many postal customers, as daily newspaper
customers, already have demonstrated in interest in permitting alternate delivery companies access
to their dwellings by constructing a second, and sometimes a third, mailbox alongside their
monopoly-restricted postal mailboxes, These types of customers are probably capable of
proactively deciding for themselves how they would wish to treat their postal mailboxes in an
environment without a mailbox monopoly.

In summary, suspension of the mailbox monopoly in the United States likely would have little
effect except for those customers with unlocked mailboxes at curbside or attached to structures, a
minonity of deliver points. Because these customers own their own mailboxes, and in many cases
have permitted access by alternate delivery companies, they may be in a good position to determune
how to react to a suspension of the mailbox monopoly.

4. Generally, the progressive administrations have been able to implement labor/management
reforms. What was the common denorunator? How much emplovee input was considered?

The precise ingredients of successful management/labor reform in any given country vary
depending on the specific history of labor relations. One shared ingredient among postal
admunistrations that have successfully implemented reform is the government’s willingness to
clearly define the postal authority’s long-term mission. Postal operators require the impetus of an
unambiguous commercial mandate from their governments in order to motivate meaningful reform
wn labor/management relations. In New Zealand and Austrahia, the governments’ explicit
legislative agendas recast both postal administrations as commercialized entities that should
compete much like private sector firms. With the commercial framework clearly defined,
management in both nations took bold steps to improve management/labor interaction. New
Zealand Post embarked on an aggressive restructuring plan and encouraged managers to mirror the
entreprencurial outlook of private sector counterparts. Australia Post enacted progressive self-
assessment procedures for employees and pursued management/labor partnership.

The United Kingdom’s experience provides a sobering example of how legislative ambiguity can
erode worker morale and cloud management’s entreprencurial outlook. Beginning in 1992, Post
Office management began preparing Royal Mail and Parcelforce for privatization. The
government reversed its decision to privatize in November 1994, as a result of political discord
with,j\n the ruling conservative party. Since John Major’s January 1996 announcement that he
would pursue privatization if re-elected, the uncertainty surrounding the Post Oifice’s future
mangate and organization has increased still further. This uncentainty has deprived management of
the incentives and foresight needed to enact visionary labor/management reform. The abrupt shift
of policy also may have contributed to weakened worker morale, explaining at least in part the
19935 labor strikes that occurred in Scotland.

5. Of the postal administrations you surveyed, which were products of refonn efforts initiated due
to political or social crisis situations? Ideally, reform of public institutions such as the Post
should occur outside of crisis situations - do you agree?

With the possible exception of Argentina, postal reform in surveyed countries has not resulted from
crisis situations, whether political, social, or otherwise. While “crisis” per se has not be the cause
of postal reform, there have existed distinct catalysts. In most countries sufveyeq, reform
proposals have resulted from the government’s commitment to greater efficiency in the geneml.
economy. In the case of European nations. the need for European Member States to comply with
the EC Treaty has also contributed to progress in reform efforts.
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in Australia and New Zealand, the governments made legislative commitments to remove the
structural and institutional factors that inhibited efficient performance in key industries, including
aviation, telecommunications, and financial services. Reform in the postal sector coincided with
these economy-wide deregulatory efforts.

In Europe, adherence to Article 86 of the EC Treaty is driving many reform proposals. Article 86
of the EC Treaty prohibits economic activity within the common market by, “one or more
undertakings that involves an abuse of a dominant position...” While the European Commission
has attempied to establish guidehines that would apply Article 86 to the postal sector, the process
has been stymied by special interests particularly labor, who view efforts to deregulate the postal
sector as threatening job secunty As Europe migrates towards greater integration, enforcement of
the EC Treaty implies that Member States will eventually erode monopoly protection, tax
exemption, and other non-competitive practices.

In Argentina, the government’s determination to avoid economic crisis is motivating reform. The
Argentine government has committed itself to an austere fiscal package that requires revenue from
the sale of state owned industries, including the state postal operator. Postal privatization is one
component of the government’s overarching movement towards lower government involvement in
the nation’s economy.

As a backdrop to these reform efforts, many postal administrations are increasingly aware of the
competitive threat posed by electronic media. Most postal exccutives view deregulatory initiatives
as needed to afford postal operators the flexibility to compete in the modermn communications
sector.

Reform of public institutions, especially an institution of the Postal Service's magnitude, should
occur outside of crisis situations. Crisis situations rarely afford policy makers the opportunity to
thoughtfully craft long-term solutions to complex problems Instead, crisis mentalities encourage
band-aid solutions that may overlook fundamental issues.

6. Last November, the Subcommittee on Postal Service initiated its reform hearings by receiving
testimony by proponents of legislation which would transform the Postal Service into a fully
private entity wholly owned by its employees. Are you aware of any postal administration
which operates with this type of ownership model?

We are not aware of any postal administration that operates with this type of model. Canada Post
Corporation (CPC) does have an employee share ownership plan which was authorized by the
Canada Post Corporation Act but has not yet been implemented. This plan permits CPC to sell up
to ten percent of shares to employees. In its February 15, 1996 submission for the mandate review,
CPC expressed its interest in exercising the employee share ownership option.

Examples of privatization by transferring ownership in industrialized enterprises to employees has
occurred mostly in Eastern Europe and the former Soviet Union, rather than in the West. This
model tends to be used in situations where the objective is to quickly retum equity held (and often
originally seized) by the state to private individuals in such as way that widely distributes shares to
the citizenry to help build an ecopomic foundation of capitalism that generates popular support for
a Westemn-style, democratic government. To the best of our knowledge, even in these countries,
postal administrations have not been privatized by giving the equity to employees or others.
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7. Labor costs account for approximately 83 percent of the operating costs for the U.S. Postal
Service. How do these costs compare in relation to other posts” Could you describe the
efforts made by the foreign posts your surveyed i addressing labor costs?

Price Waterhouse conducted a survey of postal labor costs as a share of total operating expenses in
the eight major countries we studied. The results of this survey, conducted in December 1995, are
attached.

The attached figures indicate that all postal operators studied have significantly lower labor
expenses than the U.S. Postal Service. Many postal administrations have taken steps to lower the
share of expenses attributable to labor, either by decreasing wage premiums or eliminating
positions. Canada has pursued gradual reduction of the wage premium since 1981 through
difficult labor negotiations and has also reduced staff by 10,000 over the last seven years. Other
operators also have focused on streamlining employment, including Australia Post, which reduced
staff by 6,000 over the last six years; New Zealand Post, which has cut 5,000 positions over the
last nine years; the Dutch postal service, which has lowered employment by 4,000 over the last
three years and recently announced another 9,000 in upcoming cuts; Argentina’s postal operator,
which decreased employment by 7,000 since 1993, and Sweden Post, which lowered employment
by 6,000 between 1991 and 1993.

Table 1
Comparison of Labor Expenditures
for International Postal Administrations

(as a share of total operating expenses)

Unadjusted Adjusted’
Labor Non<abor Labor Non<abor

Australia 59% 41% 63% 37%
Canada’ {figures nof available) {figares not svaltable)
France® 76% 24% 78% 24%
Germany® 7% 23% T1% 23%
The Netherands* 56% 44% 56% 44%
New Zealand® 52% 48% {(igures not avaliable)

Sweden 45% 55% 46% 54%
United Kingdom 83% 37% 70% 30%

Notes:
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December 12, 1995

Comparison of Labor Expenditures
for International Postal Administrations

Methodology

Unadjusted percent labor figures are calculated, for each postal administration, by
dividing labor and associated costs by total operating costs. The unadjusted non-labor
figures equal one minus this result.

Many postal administrations contract out substantial portions of their retail networks. in
these cases, the unadjusted labor figures understate true labor costs because wages
and benefits paid to employees of the outsourced retail operations are considered non-
fabor, rather than labor, costs from the standpoint of the postal administration. To
improve the consistency of figures across organizations, the unadjusted figures are
modified to reflect actual labor expenditures.

Postal administrations that outsource retail operations normally procure these services
by paying an explicit franchise fee. To calculate true labor costs, this amount is divided
between labor and non-fabor based on the estimated comparabie figure for the United
States. The outsourced retail labor amount is added to postal administration labor and
subtracted from postal administration non-labor; the adjusted percent labor figures are
calculated using these revised figures.

Calculations are based on the most recent financial results reported by each postal
administration, usually for fiscal year 1994 or 1995. In most instances, clarifications and
additional information were obtained from sources at the posta! administrations.

it is important to note that these postal administrations have been selected due to their
characterization as "progressive” in terms of competition, commercialization, and/or
deregulation. They should not be considered a representative sample of any kind.
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8 The Chnton Administration recently included in its most recent budget proposal a deficit
reduction provision requiring the U.S. Postal Service to prefund its retiree heaith benefits.
Since the Postal Service is an off-budget entity, this requires the Postal Service to transfer
approximately $9 .85 billion to the U.S. Treasury. Have other foreign posts been used as
similar agents of deficit reduction?

Use of postal revenue as a deficit reduction source has also occurred in countries where the postal
administration generates revenue in excess of costs. The most striking example of this practice
occurs regularly in the United Kingdom, where the Post Office pays the government a 33 percent
income tax on all profits in addition to an after-tax levy of profits. The magnitude of the after-tax
levy varies, depending upon negotiations between the government and Post Office management. In
fiscal year 1995, the income tax amounted to £158 million ($240 million) and the profit levy
amounted 1o another £226 million ($344 million), or 71 percent of after-tax profit Post Office
executives have been highly critical of these ad hoc levies on the grounds that they deprive the Post
Office of needed revenue for capital investments and inflate postage rates. In November 1995, the
Chancellor of the Exchequer’s budget called for the Post Office to pay an additional £1 billion
($1.52 billion) over the next three years, prompting Post Office executives to predict future rate
ncreases

9. How much competition do the “reform posts” actually face in light of the fact that Sweden and
Canada. for example, have acquired ownership of their competition?

The amount of competition faced by “reform posts” must be gauged in each specific product
market. Most face substantial competition in the expedited mail and ground parcel markets
Many. such as the Netherlands, face substantial competition in the area of magasines. In the case
of direct mail, most countries have not lifted the monopoly vet.

Sweden is the only country studied (except Argentina, where competition for letters is intense) that
has abolished the monopoly on letters. In the Swedish case, the competitor, CityMail, entered the
market by offering prices substantially below those of Sweden Post in a single market, Stockholm.
Sweden Post responded by matching CityMail’s prices in those markets. CityMail argued that
Sweden Post's prices were predatory and below cost, subsidizing Stockholm mail prices with
tugher-priced volume from the rest of the country. Due in large part to a price war, CityMail
experienced severe losses and was acquired by Sweden Post for reasons that Sweden Post has not
made fully clear.

Some have suggested that CityMail’s bankruptcy resulted from unsophisticated antitrust
procedures on the part of the government that failed to result in a speedy, favorable ruling for
CityMail. Thus argument would suggest that, if CityMail was correct in alleging that Sweden Post
was engaged in predatory pricing. a comparable competitor in the United States would not be at
nisk to similar anticompetitive behavior, provided the U.S. Postal Service were subject to
traditional antitrust laws.

In mail, a major difference between the Amencan and European markets is density. The U.S.
Postal Service delivers the most mail per capita of any country in the world, and double that of
many European postal operators. For example, the U.S. Postal Service’s 670 annual items per
inhabitant compares with 299 in the United Kingdom and 230 in Germany.’ The higher density
increases the probability of healthy competition in a deregulated market.

Another difference between the United States mail industry and those of other countries studied is
the degree to which downstream access discounts have been made available by the U.S. Postal
Service and the degree to which customers have taken advaatage of those discounts by contracting
to pnivate presort bureaus and transportation companies. These companies, which generally do not
exist in similar size and number outside of the United States, have developed strong expertise and
have the potential to act as formidable competitors to the U.S. Postal Service should the monopoly
be reduced.

' Source: Statistique des Services Postaux, Universal Postal Union, 1994.
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10. What has been the actual experiences of those posts which allow their employees the right o
strike? 1f such a right is exercised, can the post hire replacement workers?

The actual experience of postal services allowing workers the right to strike varies. In countries
such as Australia, the Netherlands, New Zealand, and Sweden, postal administrations have
operated with little significant labor unrest despite the fact that workers have the right to strike. In
other countries, labor relations have been far more contentious. Canada Post faced labor
stoppages in the past decade while trying to negotiate lower wage premiums. Over the past year,
the United Kingdom's Post Office confronted labor unrest in Scotland. In France, workers went on
strike for extended periods to protest government welfare reform and automation programs
threatening job security. In early 1996, management at the French postal service announced that

postage rates would increase in the near future as a consequence of financial losses induced by
labor stoppages. :

While strike periods have proven difficult for postal customers in the affected countries, they can
be argued to have served as necessary means for the postal administration and the union to adjust
to changing market conditions. The alternative, no strike with labor agreements enforced by the
government itself or, as in the case of the U.S. Postal Service, by an independent, binding
arbitrator, can provide greater stability for postal customers in the short-term but can also have the
effect of enforcing a status quo in labor agreements that fail to adjust to an evolving marketplace.
If such a status quo eventually becomes outmoded, the resulting imbalances could ultimately prove
harmful to labor, management, and customers.

In considering the ability of management to hire replacement workers, a distinction must be made
between permanent and temporary replacement workers. While postal administrations in most
countrics do not have the authority to permanently replace striking workers (including Australia,
the Netherlands, France, Germany, and the United Kingdom) in some countries, such as Germany,
the postal administration operates with a provision for temporary replacement of workers during
labor stoppages. Such a provision strengthens the ability of management to withstand a strike,

11, The U.S. ratemaking system with an independent Postal Rate Commission appears to be
unique. Our PRC is charged with both rate and classification responsibilities. How do foreign
posts address the issues of different classes of mail? Do foreign posts engage in
reclassification efforts?

Most foreign posts are subject to some sort of regulatory or oversight agency; however, the degree
to which these operators are regulated is far less than the U.S. Postal Service is by the U.S. Postal
Rate Commission. In general, if a postal administration wishes to introduce a new product or
change a price for an existing product, the organization discusses the proposals informally with the
ministry that regulates it. The ministry may suggest modifications to the product or price changes
based on the informal discussions. When both parties (the operator and the regulator) have
reached an agreement, the operator implements the changes.

This situation can be seen in two major countries in Europe, the United Kingdom and Germany.
The Post Office in the United Kingdom is responsible to the Department of Trade and Industry
(DTI). If one of The Post Office’s business units wishes 10 restructure or reprice a product, it
submits a proposal to DTL. The Post Office and DT then discuss this proposal informally,
without any specified regulatory process; if DT agrees, then The Post Office is free to implement
the proposal following a three month period during which the Post Office Users National Council
(POUNC}) has an opportunity to comment, but not materially affect, the proposal. For example, in
January 1996 Royal Mail proposed a one penny increase in the price of a first class stamp from 25
pence to 26 pence. Assuming that DTT approves this increase, the price change will be put into
effect following the three month comment period.

Similar to the United Kingdom, in Germany, Deutsche Post AG is responsible to its own regulatory
ministry. The ministry must approve any product or pricing changes Deutsche Post desires;
-however, there is no formal regulatory process.
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Given this situation, foreign posts do not engage in American-style “reclassification efforts.”
Generally, if a foreign postal administration wishes to introduce new classes of mail that better
serve the needs of customers, it simply proceeds with implementation following informal approval
by its oversight ministry. However, no long, cumbersome process as exists in the United States
can be found in the reviewed postal administrations.

12, In vour prepared statement, you discuss reorganizing the Postal Service's competitive
businesses nto a deregulated, wholly-owned subsidiary. What role do vou see for a regulator
in this arrangement to ensure no cross-subsidization between competitive and monopoly
products? How would institutional costs shared by the Postal Service and this new entity be
allocated? Would the Postal Rate Commission be the regulator?

The regulatory problems that would be facing the Postal Service if it were to reorganize its
competitive lines of business into separate, deregulated subsidianes are not unlike those faced by
companies in a vanety of rate-regulated industries both in the U.S. and overseas. For example,
regulators in the United States telecommunications and electnc utility industries at both the federal
and state levels have had to face these challenges for several vears as companies have diversified
into competitive lines of business,

Regulators have addressed this problem through a variety of measures. The most progressive
regulatory agencies in both the United States and overseas (particularly in the telecommunications
sector) have implemented alternative regulatory frameworks that deal with the cross subsidization
problem that you address in your question. Frameworks such as "price caps” or "RPI-X" divide
the company's services into different "baskets” (often regulated and non-regulated service baskets)
and aliow the company to change prices in the regulated services baskets as long as the changes do
not exceed the rate of price inflation (RPI) in the economy as a whole minus some productivity
factor (X). Detailed cost studies are required to set the initial prices for the various baskets (thus
protecting against cross subsidization), but once these initial prices are set (and reviewed
peniodically), price cap regulation provides several benefits:

* incentives for increased efficiency by the regulated company because it is allowed to keep all
profits;

* reduced regulatory costs because of reduced administrative requirements by the regulator; and

s increased ability by the regulated company to change prices quickly to address changing
market conditions.

In terms of the allocation of institutional costs across regulated and non-regulated lines of business,
once initial prices are set, there is much less need to perform detailed cost allocation studies under
price cap regulation. As long as initial prices are subsidy-frec and the price cap formula is updated
periodically to reflect different market and cost conditions, regulated and non-regulated rates
should be subsidy-free*

It 15 unclear whether the Postal Rate Commission would remain the Postal Service’s regulator
under various alternative regulatory frameworks. If such frameworks were adopted, however, the
requirements of the regulator would be reduced dramatically, as one of the primary benefits of
these frameworks is their relative administrative easc and decreased need for extensive studies and
hearings.

For these reasons, alternative regulatory frameworks have been embraced by regulators in a vaniety
of industries that have been looking for an efficient, easy-to-administer form of regulation that both
discourages anti-competitive behavior and addresses the problems inherent in regulating a
diversified company.

Many postal administrations overseas have recognized the advantages of alternative regulatory
frameworks in general, and price caps in particular

! The development of initia} prices and periodic updates may require detailed cost studies.
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13. One of the responsibilities of our PRC is to insure against cross subsidization of one class of
mail by other classes of mail. How do foreign postal administrations insure against monopoly
classes subsidizing competitive classes?

In countries without a regulatory body. the government usually charges an executive ministry with
oversight responsibility for the postal administration. The ministry hears complaints of cross-
subsidy from competitors and investigates cases as necessary to assure fair competition. In the
Netherlands, for example, the transport minister overseeing the Dutch postal service is prodding
that organization to remove bulk exemptions given mail order companies because competitors have
alleged predatory pricing. The process is generally less public and less drawn-out than rate cases
in the United States. The judicial system also resolves complaints of cross subsidy, as occurred in
the Netherlands when the Dutch postal service protested the findings of the transport minister
regarding pricing.

In European countries, the European Commission serves as the ultimate authority on competition
and cross subsidy. It investigates private sector complaints alleging unfair competition and rules
on competition issues. Interestingly, the European Commission’s recently published draft
Directive addresses the issue of cross-subsidy between competitive and non-competitive products.
The Commission calls for greater transparency of accounting to guard against cross-subsidy and
suggests that governments transfer oversight responsibility from munistries to regulatory agents.

The proposal that we suggested in our January 25, 1995 advocates separating the competitive and
monopoly businesses of the U.S. Postal Service as a solution to precisely this cross-subsidization
problem. One the one hand, management gains the freedom to pursue profitable non-monopoly
products that provide high value to customers. On the other hand, the monopoly products arg
protected against being used to cross-subsidize non-monopoly activities.
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Question

1. GAQ reported in its Report to Congress “Labor-Management
Problems Persist on the Workroom Floor" that the Kappel
Commission found deplorable conditions, "“a poor work
environment, antiquated personnel policies, limited career
opportunities and training, inadequate system for
supervision and unproductive labor-management relations."
Upon reaching these conclusions and other findings, the
Kappel Commission in June 1368 recommended that the Post
Office Department be replaced. These findings echo what we
are hearing today. 1Is the time right for a
reform/reorganization now?

Response

We believe that it is time for Congress to begin examining those
specific provisions of the 1970 Act that may create obstacles to
more harmonicus labor relations in the Postal Service and consider
provisions that may encourage and facilitate efforts of both
management and unions to improve employee working conditions. Our
belief is based on the conditions we reported to Congress about 18
months ago and the lack of any apparent progress in significantly
improving the Service's labor relations since that time. These
developments include (1) a significant growth in the number of
grievances filed by employees and unions against Postal Service
management, {2) the inability of three of the four major unions to
reach agreement in the most recent contract negotiations, and

{3) the continued dissention and conflict between the two largest
unions and Service management over recent initiatives, e.g.,
Customer Perfect! training and employee opinion surveys, to
improve organizational and employee performance.

Our September 1994 report dealt primarily with noneconomic issues
such as autocratic management styles, poor employee attendance,
difficulties in administering employee discipline, and operating
inefficiencies that affect customer service. However, Postal
Service management and unions often disagree over both economic,
e.g., pay and benefits, and noneconomic, e.g., dependent care and
grievance arbitration procedures, and sometimes refer all issues
to arbitrators for resolution. For example, in their most recent
contract negotiations, the Service and the National Association of
Letter Carriers could not agree on any of the 80 economic and
noneconomic issues at the bargaining table, and all were referred
for binding arbitration.
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To effectively address both economic and noneconomic issues,
Service management and labor unions will need to reorient their
relationships from a "we-they" posture in negotiations to a more
cooperative, "win-win" approach that balances the overall, long-
term interests of postal employees, unions, and management. We
said in our report that management and unions in some other
organizations, e.g., TVA, Saturn, Ford, were able to implement, at
the factory floor level, a cooperative approach after top-level
union and company leadership agreed to make some fundamental
changes in perspectives, values, and relationships. Our
recommendation for a long-term {at least 10 years) framework
agreement by the National Leadership Team for demonstrating
improvements in the workroom climate was based in part on the
positive labor relations experiences of these other organizations.

A number of alternatives exists that could potentially stimulate
stronger management-union cooperation and more fregquent agreement
on issues at the bargaining table in the Postal Service. A
criticism sometimes made of the current legislative provisions is
that binding interest arbitration tends to drive the parties apart
rather than bring them together because, reportedly, arbitrators
tend to "split the difference™ in their awards and allow, to some
degree, both parties to win. Thus, as the argument goes, current
binding arbitration provisions can promote uncompromising behavior
because each party may hold out for the largest concession from
the other party, knowing that the negative consequences of failing
will be minimal--perhaps even rewarding.

Alternatives to these binding arbitration provisions of the 1370
Act include the Kappel Commission's 1968 recommendation that, when
voluntary mediation and binding arbitration have failed,
collective bargaining disputes be referred to the President. The
Commission's report said that "The President would be free to
establish whatever ad hoc methods he chooses to resolve the
matter. The uncertainties for both parties built into the final
stages of this procedure make for more meaningful bargaining and
are, in our view, a source of strength.”

Another form of binding arbitration, "final offer®, has alsc been
suggested. We are looking at the experiences of some governments
and unions at state and local levels that have used this form of
arbitration, and we will provide the results of our work to the
Subcommittee. Still another option, which has been used in one
state {Massachusetts), is an independent joint labor-management
committee to settle contract negotiation disputes. The joint
committee can select from a number of options for resolving the
disputes. Another techniqgue used at the state and local levels is
to regquire that all arbitration awards be approved by a state or
municipal governing entity,. such as the state legislature or
mayor .

Finally, it may be useful to note that the 1970 Act does not
provide any criteria that outside parties, such as mediators or

2
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arbitrators, are to consider when resolving collective bargaining
disputes. This is an interesting contrast to detailed criteria of
the act for setting postage rates. The act prescribes nine
specific criteria that must be considered by the Service and the
Postal Rate Commission for setting postage rates and resolving
differences between the Service, the Commission, and various
third-parties who intervene in rate proceedings.

yesti

2. We have heard a variety of interesting approaches to reform
of postal systems, although we all know that the U.S5. mail
system is unigque in many ways. What would you say are the
most unigque features of the U.S. system that create
challenges for following the path of other countries in
reform? On the other hand, what aspects of our system, if
any, are similar to the features of most other countries’
systems?

Answer

Perhaps the most unique feature of the U.S. mail system is its
size. Significant differences exist in the populations served,
and thus the mail volumes and revenues generated, by the U.S.
Postal Service compared to the other postal administrations that
we reviewed. The Service’s larger size would not appear to create
any particular challenges in following the path of other countries
in reform. However, because of the widely-dispersed U.S.
population, issues surrounding the extent and quality of universal
mail service, e.g., delivery to all communities 6 days a week,
could surface in this country as they have in some other
countries. There is also the question of how the practices of a
reformed and market-aggressive Postal Service might affect
competitors, particularly smaller firms offering mail delivery and
mail-related services., given the Service's immense size and
potential for economies of scale.

The U.S. mail system, when compared to those of some other
countries, also appears to be somewhat unique in the restrictions
imposed by law and regulation on the private delivery of mail.
More than 80 percent of the Postal Service's mail volume is
protected against private delivery under the Private Express
Statutes. Information that we gathered and information presented
in the February 1995 report by Price Waterhouse indicate that
postal administrations in some, if not most, of the other eight
countries have much less statutory protection of their mail
volumes and revenues. For example, in Canada, about half of the
total mail stream is protected against private delivery. A few
countries have eliminated the protectiocn altogether.
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In addition, many foreign postal services have used their
commercial freedom to acquire subsidiaries, participate in joint
ventures, and contract out some functions that the U.S. Postal
Service handles itself. For example, according to Price
Waterhouse, a number of foreign postal services operate a majority
of their post offices through private franchises.

Any postal reform initiatives in this country that would give the
Postal Service greater commercial freedom to price and market
current or new services will likely raise difficult policy issues
regarding the Private Express Statutes. Some private delivery
firms and mailers may urge a change in the Private Express
Statutes to allow private delivery firms greater access to now
protected letter mail delivery markets. Also, Congress will
likely want to know how universal mail service and the Service's
current revenue and rates might be affected by any substantive
change in the Statutes. In this regard, we plan to issue a report
soon that will include estimates of the changes in the Service's
revenue and postage rates if the Statutes are relaxed.

There are a number of similarities between the U.S. systems and
those of the other countries that we reviewed, particularly as
regard to public service mandates and changes in operating
environments. All of the other countries require some form of
universal service. Even those countries described as the most
progressive in postal reform, such as New Zealand and the
Netherlands, have continued to require mail services to all
communities.

Another similarity is the challenge of competition from private
delivery firms and electronic technology that face the Postal
Service and the other postal administrations. According to the
Price Waterhouse report, this competition has been a driving force
for postal reform initiatives of other countries in the past 15
years. Responding to the changing technology, other postal
administrations are already offering new electronic-based
services, such as fax services and hybrid mail (a combination of
electronic and hard copy message delivery service). Toward that
end, the Postal Service is currently devoting considerable market
and product research to identifving how it can offer electronic
services and is seeking greater statutory freedom to price and
market such services.

Questions
3. Given that we have only heard testimony from a few countries,
could you expand upon what we have heard by describing how

other advanced nations addressed postal monopoly and
privatization issues?
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A. Last month, GAQ's Budget Issues Area issued a report on
privatization and divestiture practices in other nations. To
what extent, if at all, do you believe that the findings of
this report are applicable to the postal arena?

Answers

In addition to those represented at the hearing, we reviewed the
postal administrations in four countries: Germany, The
Netherlands, the United Kingdom, and France. In answering this
question, we use the term privatization to mean a change in
ownership from the government to private investors.

The Netherlands have taken steps toward privatization and are
currently considering narrowing or eliminating their postal
monopolies. The German pestal administration has been
implementing postal reform in stages, with privatization and
deregulation planned for the near future. Under "Postreform I,"
started in 1989, separate entities were established for the postal
administration, postal banking. and telecommunications. Under
"pPostreform II," the German postal service was commercialized on
January 1, 1995. Under "pPostreform III," further deregulation and
privatization is planned. Deutsche Post said in its 1994 annual
report that "the company's privatization will be completed when it
goes public in 1998.* Germany's postal monopoly was narrowed in
1995, when licenses were granted to private companies to deliver
bulk advertising and printed matter weighing more than 250 grams.
The German postal minister has outlined legislation to begin
deregulating the postal market in 1998 and introduce full
competition in 2003, according to Price Waterhouse.

The majority interest in the postal administration of the
Netherlands is owned by private investors, and the Dutch
government currently owns a 45 percent share of Koninklijke PTT
Nederland NV (XPN), the holding company of the postal
administration, PTT Post. KPN shares are traded on the Amsterdam
and New York Stock excharnges. This is the only postal
administration in Europe to have been partially privatized.

In the Netherlands, the government's Department of Transport began
a review last year of the scope of universal service obligations
and the postal menopoly. The Dutch postal administration expects
the review to be completed in 1997.

Regarding the other two postal administrations, the British
government proposed privatizing their postal administration, but
this failed to win the support of Parliament and was withdrawn in
late 19%4. Our limited information on postal developments in
France does not indicate that any actions have been taken toward
privatization or narrowing the postal monopoly in that country.

Regarding the GAO report you mentioned {Budget Issues:
Pr ’ ; bi - -

Privatization/Divestiture Practices in Other Nations. GAO/AIMD-96-
23, Dec. 15, 1995), several findings discussed in that report are

5



260

relevant to postal reform. The report discusses privatization
meaning, for the purposes of that report, divestiture or the
transfer of ownership from the government to the private sector.
The GAQ review focused on the divestiture experiences involving
various industries--such as manufacturing; transportation and
public utilities; and finance, insurance, and real estate--of five
countries: Canada, France, Mexico, New Zealand, and the United
Kingdom.

The report says that goal of privatization in some other
countries, such as the United Kingdom and New Zealand, was
grounded, entirely or in part, in the belief that the private
sector could generally operate commercial enterprises more
efficiently than the public sector. A form of Postal Service
privatization, i.e., transfer of ownership to postal employees, is
proposed in H.R. 210, which was discussed at the Subcommittee's
November 15, 1995, hearing. It should be noted that the December
1995 GAQ report did not include an evaluation of the success in
achieving national privatization goals of the other countries.

The GAO report discusses factors that the other countries
considered when deciding how and what to privatize, such as the
presence or absence of competition and wheiher the enterprise
exhibits natural monopoly characteristics. Some of the countries
that sold monopolies either (1) tried to create competition by
eliminating the monopoly statutes that had prevented competitors
from entering the market, or (2) broke up monopolies, thereby
injecting competition. We said that the governments in France and
New Zealand will not privatize monopolies. France does not sell
monopclies because the government believes that certain public
functions, such as the provision of public utilities, require a
monopolistic structure to ensure equal access to high quality
service. New Zealand will not sell natural monopolies because the
government believes that they are economically inefficient. New
Zealand will sell statutory monopolies once the legislation that
created the moriopoly has been removed and the entity has been
restructured to allow competition in the industry. The United
Kingdom has sold natural monopolies, but in each case it
established a regulatory body with the responsibility of
preventing abuse of monopoly powers.

Relating to the emphasis placed by other countries on competition,
the United States also has varying levels of competition for
message (or letter) and merchandise delivery. Expedited letters

1as defined in our December report, a natural monopoly arises
when the entire output of an industry can be most efficiently
produced by a single firm, for example, when the firm has
significant economies of scale. For this reasons natural
monopolies are often regulated or government run. Statutory
monopolies are monopolies where an exclusive right to sell is
granted by law, and may include natural monopolies.

6
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and parcel delivery services are highly competitive markets and
not covered by the Statutes. The delivery of letters to
residential customers is subject to the Statutes, and whether such
delivery has natural monopoly characteristics is often debated
among economists. Notwithstanding the extent of competition or
coverage of the Statutes, the rates for all domestic mall services
are subject to review and approval by the Postal Rate Commission.

Question

4. The U.S. Postal Service has repeatedly complained that the
current ratemaking process allows its competitors access to
sensitive and often-times proprietary information. Is this a
common complaint by other postal administrations?

Answer

The information we gathered on other countries indicates that
their postal ratemaking policies and processes are very different
from those followed in the United States. However, in a number of
countries, including the United States, there is the issue of how
to best balance two seemingly conflicting needs: to protect
proprietary rate data, and to ensure that postage rates are not
unfair to some customers or predatory toward competitors.

Regarding the need to protect proprietary data, some other
countries have given postal administrations freedom to set postage
rates without the level of scrutiny by a regulatory body and
intervening parties that typifies postage ratesetting in this
country. Because of this relative freedom, concerns about
protecting commercially-sensitive information from competitors
does not appear to be as common in the other countries as in the
United States.

As regards the need to ensure fair pricing, it is not clear how
the various other governments have done this. In particular, the
Subcommittee may want to explore how some other governments
provide assurance to the general public and postal competitors
that the rates charged by those postal administrations with both
statutory monopolies over letter delivery and relatively little
independent rate review do not engage in unfair or predatory
pricing practices. In this regard, we are aware that competitors
of some postal administrations have made allegations of unfair
pricing practices. Moreover, Sweden Post was reportedly found in
1993 and 1994 to have engaged in unfair pricing.

To provide some better insight into ratemaking by foreign postal
administrations, we are looking at Canada's ratesetting structure
for both competitive (nonregulated) and noncompetitive (regulated)
services and will be briefing the Subcommittee on ocur results.
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Question

5. In your November 1995 report to the Subcommittee on the
Postal Service, you emphasized your support for the Postal
Service to be able to utilize volume discounting and demand
pricing principles. Do other posts utilize these principles
in their respective ratemaking processes?

Answer

We do not have specific information on the pricing principles used
by the postal administrations in all of the other eight countries.
However, it appears that each of these countries has the
flexibility to use market-based pricing methods, including volume
discounting and demand pricing, because there is little or no
outside review or approval of proposed prices in those countries
by a regulatory body similar to the Postal Rate Commission.

As to whether the countries employ veolume discounting and demand
pricing, Australia Post informed us that_it doces not use demand
pricing methods such as "Ramsey pricing"“. Some other foreign
postal administrations tcld us that they use a variety of pricing
principles and criteria in formulating postal rates and that
demand is only one of a number of factors considered. For
example, New Zealand Post said it does not use demand pricing
methods such as "Ramsey pricing®, explaining that "New Zealand
Post does not use rigid formulas to calculate its prices. While
market demand will be a factor in assessing price, other factors
including competitor activity. cost, and product maturity are also
considered.” Similarly, PTT Post in the Netherlands also said
PTT Post did not use demand pricing methods such as "Ramsey
pricing" alone in setting postal rates, adding that "Ramsey
pricing is but one of several pricing technigues and principles
used in the Netherlands.®

Australia Post reported that it did not offer volume discounts in
addition to worksharing discounts. In contrast, PTT Post said it
offers published volume discounts and has unpublished discounts
for very large customers. Canada Post also negotiates some postal
rates with large customers. The area of rates negotiated with
large customers is complex because volume discounts can be linked
to worksharing and thus cost savings. Specifically, it is not
clear as to the limitations on the Service's authority to use
volume discounts that are cost-based, meaning that the rates vary
on the basis of cost savings that result from handling larger
volumes of mail. The Postal Rate Commission has indicated that
such cost-based rates might be justified under the act. Further,
United Parcel Service claimed that some of the Service's

2ynder Ramsey pricing, an agency would set prices so that, in
each market segment, the percentage markup would be inversely
proportional to the elasticity of demand in that segment.

8
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international mail rates were improperly reduced through volume
discounts, but the court decided that those rates complied with
the 1970 Act.

Question

6. Some foreign posts operate pursuant to a “for-profit”
mandate, as opposed to the U.S. statutory mandate to “break-
even." Would a profit mandate be prudent for the U.S. postal

system? Given the fact that the Postal Service has been
viewed as a source of deficit reduction in the past, and most
recently by Administration (e.g. the retiree health benefit
prefunding issue), what impact would this profit mandate have
on postal operations?

Answexr

A for-profit mandate may warrant consideration by Congress,
particularly if the mandate is part of an overall Postal Service
reform initiative that includes some degree of privatization, i.e,
a change of ownership. Such an initiative would presumably give
the Service the flexibility to set prices and otherwise manage
itself like a private business, while also continuing to provide
certain basic mail services to all communities. Also, it would
require that the Service make business forecasts as a basis for
setting prices and contreolling cost in order to provide both a
reasonable return on investment to owners and a reinvestment of
profits in increasing or maintaining future earnings capacity.

Further, it has been argued that, if the Service ig to compete
with private firms, it should do so on a level playing field.
This would appear to require that the Service set prices
sufficient to return a profit, as its competitors must do, not to
just break even. Similarly, the Service is planning major
investments in new products that are to compete in electronic
communications markets. If the products are profitable, they
could help to restrain the growth of postal rates. However, to
the extent that the Service's ventures into the electronic arena
are not profitable, all mailers may incur higher mail costs
through higher postage rates, most of whom have no choice but to
use the Service.

Whether profits generated from a reformed Postal Service should be
used as payments to the Treasury for deficit reduction or other
purposes is a question to be decided by Congress. We have not
determined how such a policy might affect the Service’'s
operations. We are aware of one case--the Tennessee Valley
Authority (TVA}--where such payments were established and
rationalized as a return of the government's investment. In 1859,
Congress amended the TVA Act of 1933 to require that TVA operate
on a financially independent basis by, among other things, issuing
public debt to finance its electric power program. One provision
of those amendments was the requirement that TVA make annual

9
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payments to the U.S. Treasury as a return on the government's net
investment in the TVA power program.

Question

7. One of the significant aspects of the Australian postal
reform experience is the amicable labor-management relations
which Australia Post enjoys. Mr. John testified regarding a
"Joint dispute settling procedures* and committed the
organization to participatory management practices. What

prevents the USPS management and labor organizations from
entering into a similar agreement?

Answer

By way of background, Australia Post has reported that an
autocratic, top-down style of management contributed to their
labor problems in the 13%80s. Australia Post credits an
independent advisory commission known as the Industry Commission
for intervening after disputes had escalated. After a truce was
declared, union representatives, workers, and managers at one mail
center met to discuss their problems. A number of other lecal
meetings followed and then a national agreement was reached
between the government and the main postal union, which set out
the process to guide future relations.

A barrier to an agreement betwsen the U.S. Postal Service and its
labor organizations was said to be ongoing contract negotiations,
including binding arbitration proceedings. It was only after the
Subcommittee’'s recent inguiry about the status of such an
agreement that some progress appears to have been made toward
getting the two largest unions (the National Association of Letter
Carriers and American Postal Workers Union) to agree to meet and
begin discussing a framework agreement for improved relations.
The Subcommittee's continued monitoring of this critical issue
might help to encourage the parties to make some fundamental
changes in their relations.

A reason for the lack of any substantial change in Postal Service
labor-management relations over many years may be the lack of
sufficient incentives for change. Mail volume continues to grow,
and the Service continues to obtain approval of rate increases
every 3 to 4 years. 1In this growth environment, neither
cooperative or hard-nosed approaches by the current and previous
Postmasters General appear to have resulted in improved labor-
management relations.

As we reported in September 1994, if the problems we reported
still remain after 2 years, Congress may want to reexamine
relevant provisions of the 1970 Act that may constitute barriers
to improvement.

10
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Question

8. Many of the postal administrations surveyed cited that their
reasons for reform were that their current respective systems
faced serious bureaucratic and political interference, postal
deficits were draining national treasuries, and labor-
management problems were leading to a profound distrust of
the post's ability to perform its functions. This sounds
like the atmosphere which led to the creation of the Postal
Reorganization Act. In reviewing reform initiatives, did any
of these countries consider the current U.S5. model?

Answer

We have little information on this question because our review of
foreign postal administrati?ns focused on the current status of
postal reforms. One report” on Canada Post said that the idea of
transforming the Canadian Post Office Department was "given
further momentum” when the United States set up the U.S. Postal

Service." (Canada Post was established as a Crown corporation
about a decade after the 1970 act that created the U.S. Postal
Service.) The author of that report noted that "The Canadian

situation was unlike that in the United States, where the idea of
a postal Crown corporation did not have to be sold to the postal
comnunity; outside of immediate government circles, no postal
constituency was opposed.”

To better respond to your question, we recently submitted the
following question to foreign postal administrations identified in
our testimony: Are there any features of the U.S. postal system
or the U.S. Postal Service that have been used as a model for
postal service in your country? Three postal administrations,
Australia Post, New Zealand Post, and PTT Post in the Netherlands,

all answered "no". We will provide the Subcommittee with other
responses that we receive. .

U

5. GAO refers to the difficulties of making meaningful
comparisons between the U.S. Postal Service and other postal
administrations., The Service has compared its postage rates
to other countries' rates, stating the rates in the U.S.
Postal Service is operating more efficiently than other
postal administrations, including those recently reformed?

3Robert M. Campbell, T it o h :
System fyom public Service to Privatjzation, (Canada: Broadview
Press, 199%4).
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Answer

When comparing the U.8. system with mail systems of other
countries, it is important to keep in mind that detailed
comparisons of operating characteristics, efficiencies, prices,
and productivity can be misleading. Postage rates in the United
States are said to be among the lowest in the world, but this does
not necessarily mean that the U.S. mail system is operating more
efficiently than some other postal administrations. The lower
rates in this country might be explained, in part, by differences
among countries and postal administrations in the overall mail
volumes delivered. The volume of mail handled in the U.S. mail
system is twice the combined mail volume of all eight countries we
reviewed. This difference would appear to offer economies-of-
scale advantages of the Postal Service compared to other postal
administrations.

Other differences might also affect detailed comparisons among
countries such as variations in the shape, size, and weight of the
mail delivered; the geographic density of customers; and, perhaps
of greatest importance, the degree to which postal customers
themselves prepare, e.g., presort and prebarcode letters, and
transport mail before it is accepted by the postal administrations
for delivery. 1In this country, the vast majority of the mail
delivered to homes and businesses has been presorted (and often
transported) to some degree by mailers.

Question

10. GAO does not identify any particular change made for other
postal administrations that could be incorporated into the
U.S. mail system. Are there any changes in universal
service, the mail monopoly, or ratemaking that GAQ believes
would be appropriate for this country? Are there specific
cautions that you would offer the Congress when considering
postal reform in this country?

Answer

Regarding universal service, some other postal administrations--
such as Canada Post Corporation--have used franchises quite
extensively to provide certain retail mail services to
communities. The experience in Canada and possibly some other
countries with franchised postal retail operations might be
explored in terms of customer/community acceptance, quality of
service, and economies achieved.

Some other countries have redefined and narrowed their mail
monopolies. We are currently looking at the basis for the current
scope of the U.S. mail monopoly, i.e., the Private Express
Statutes, and expect to issue our report in the near future. At
present, the monopoly covers about B3 percent of the Service's
total mail volume. Because the purpose of the Statutes is to

12
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protect the Sexrvice's revenue base so that it can provide
universal service, it is important to know, when considering
whether to change the Statutes, how the Service's revenue will be
affected by such change. Our report will include a range of
estimates of the effects of relaxing or repealing the Statutes on
the Service's revenue, cost, and postage rates.

Regarding ratemaking, some other postal administrations are
reported to have more flexibility than the Postal Service in
setting postal rates. We have previously reported that one of the
areas in need of change is the ratemaking criteria and process
prescribed in the 1970 Act. The Service is constrained by the act
in quickly responding to changes in market conditions because all
of its proposed changes in domestic postage rates are subject to
extensive outside review by competitors and various other parties
and ultimately approval by the Postal Rate Commission. Because
most (over 80 percent) of the Service's mail volume is protected
from competition by the Private Express Statutes, there is a need
to ensure, as provided in the 1970 act, that all of the Service's
prices are sufficient to cover direct and indirect cost and other
reasonably assignable cost and that the Service does not engage in
anticompetitive practices. However, there may be alternatives to
the current review process and criteria for achieving that end.

As mentioned previously, we are examining the approach followed in
Canada for setting postage rates and, particularly, for assuring
that the rates are fair to all customers and meet statutory
requirements in Canada’s Competition Act, which prohibits cross-
subsidization and unfair competition for all Canadian companies.

As just one caution regarding changes in the 1970 Act, many of the
provisions of the act and the associated policies and practices
that have since evolved are very complex and interrelated. It is
important, therefore, that the possible effects on the overall
systems be considered when proposing any particular legislative
change. Specifically, universal service, ratemaking, and the
monopoly are all interrelated. According to the Postal Service,
universal service is not possible without the current scope of the
statutory monopoly. One of the principal reasons for the current
provisions of the act on ratemaking is to help ensure that the
Service does not abuse the statutory monopoly. Consecquently,
reducing the Postal Rate Commission‘s role in reviewing proposed
postage rates, without also reducing the scope of the monopoly or
in some way ensuring that the monopoly is not abused, would likely
increase claims by competitors of anticompetitive practices and
concerns among customers about the fairness of postage rates.
Similarly, reducing the monopoly without giving the Service
greater flexibility in deciding how it will provide universal
rates, e.g., allowing the Service to select more efficient methods
of providing access to services and to pay competitive labor
rates, will likely increase postage rates to a greater extent than
otherwise might be the case.

13
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MELBOURNE VIC 3004
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Mr John M McHugh

Chairman

Subcommittee on the Postal Service

Congress of the United States

2157 Raybum House Office Building

Washington DC 20515-6143
UNITED STATES OF AMERICA

Dear Mr McHugh

1 refer to your letter of 6 February 1996 which reached me only on February 21.

In the Attachment to this letter, I have provided responses to the written questions
appended 1o your letter. Please do not hesitate to contact me if you need clarification of
any outstanding issue.

Best wishes on your endeavour.

Yours sincerely

Graeme John

1S0c
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ATTACHMENT

RESPONSES TO QUESTIONS FROM THE HONORABLE JOHN M McHUGH

Q!

Q2

In your prepared text you discuss the services Australia Post provides through its retail
outlets, including the processing of passports. Is the Australian Postal Corporation
dependent on non-traditional postal business to break even/make a profit. Do postal and
nonpostal product lines cross subsidize one another? Similarly, would you expand on your
comments regarding the Australian Post selling its services to Government Departments?

The Australian Postal Corporation trading as Australia Post derives most of its revenue
and profits from traditional postal business. In 1994/95, the latest complete financial year,
Mail Services, Philatelic Products and the Postal Money Order Services generated 92
percent of corporate revenue, and a commensurate proportion of profits.

While Australia Post operates its letter service under legislation which gives it exclusive
rights of carriage over a defined product range, it is otherwise subject to the requirements
of competition policy, and in particular to the Trade Practices Act. In short, Australia Post
is not permitted to, nor does it engage in legislatively proscribed anti-competitive conduct,
including cross subsidisation from “reserved” to “non reserved” services.

Apart from the carriage of letters reserved to Australia Post, Government Departments
purchasing is generally subject to competitive tendering. In this way, Australia Post has
to compete with other local producers with respect to the supply of services to
Government. Examples of sales in this category include the supply of courier services,
unaddressed mail and agency (billpay) services.

You mention that many of these reforms were born of the Industry Commission Inquiry
which was completed in October 1992. Would you expand a little about this Commission,
its make-up and mandate, and offer your thoughts on whether an independent Commission
study is necessary before reform can be achieved?

The Industry Commission is a long established Australian institution. It began in the
1920's as the Tariff Board when its focus was customs tariffs and tariff protection. In
1972 it became the Industries Assistance Commission and its focus was expanded to cover
industry assistance in general. In 1989 its focus was again widened to cover economic
efficiency in a wider sense, and was renamed the Industry Commission.

Currently, the Industry Commission operates under the Industry Commission Act 1989,
The functions of the Commission are “...to hold inquiries and make reports to the Minister
in respect of such matters relating to industry as are referred to it by the Minister...”. The
General policy guidelines for the Commission in section 8 of its enabling Act principally
are:

“(1) In the performance of its functions, the Commission must have regard to the desire
of the Commonwealth Government:

() to encourage the development and growth of Australian industries that are
efficient in their use of resources, self-reliant, enterprising, innovative and
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internationally competitive; and,

(b) to facilitate adjustment to structural changes in the economy and to ease
social and economic hardships arising from those changes; and

{c) to reduce regulation of industry (including regulation by the States and
Territories) where this is consistent with the social and economic goals of
the Commonwealth Government; and

(d) 1o recognise the interests of industries, consumers and the community,
likely to be affected by measures proposed by the Commission.”

For the past twenty five years, the Industry Commission and its forebears have
consistently adopted a pro-competitive stance, advocating the removal of restrictions to
competition as the major driver for economic efficiency improvement.

The Industry Commission is an independent advisory statutory body. Its members are
appointed for fixed terms. While the Commission has no executive powers, it has enjoyed
considerable influence over policy making, notably in the 1970s. It has developed major
competence in quantitative economic analysis and modelling, and continues to be an
important source of policy advice in Australia.

In response to your question on an independent Commission study, I believe such a study
would be generally helpful in eliciting facts and data, and reinforcing public perceptions
of objectivity, especially if the processes of consultation and inquiry used are public and
encourage interested parties 1o express their views. Further than that however, the success
of reform, in my view, depends on carefully designed solutions which incorporate
incentives to stimulate the required behaviour

You say there are no cross-subsidies, then state the uniform letter rate entails an internal
cross-subsidy funded within the Post. Would you expand on this exchange and comment
on whether it is necessary to monitor the amount of the cross -subsidy?

First, it is necessary to clarify the position. Australia Post makes every effort to attribute
costs to products and services on an objective causal basis, across all postal activities.
Thus costs are recorded separately for reserved and non reserved services, and for their
component services.

With regard to_non reserved services, as already indicated above Australia Post operates
in generally competitive markets, and postal prices are set commercially in this sector. As
already stated above, Post 15 always careful not to engage in legislatively proscribed
competitive behaviour, including cross subsidisation.

In regard to reserved services, the legislated social obligations (including the obligation
to price uniformly) lead to prices being set on the basis of average costs, and inevitably,
some services do not recover their actual costs. To this extent therefore, there are cross-
subsidies within the reserved services.

Second, I would suggest that the quantification and monitoring of the cross subsidy
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increasingly will be required for the processes if government. For the evaluation and
efficiency of delivery of social programs {(such as those part of the postal service’s
mission), benefits and costs will need to be measured and matched on an ongoing basis.

[ should add however, that where the postal service is operated on a commercial basis,,
the evaluation of the cross-subsidy should allow for the fact that some loss making
activities are undertaken for valid commercial reasons - accordingly, the losses on such
activities, should be excluded from the aggregate cross-subsidy.

As you know, sanctity of the mail is a major U.S. concern and this is typified by restricted
access to a customer’s mail receptacle. You do not have this restriction and I am very
interested in having your comments on how you have handled this, particularly, as it
related to theft of mail or fraud. Would you comment on this? Are outside commercial
carriers allowed access to deliver to those boxes or receptacles located in postal facilities?

In Australia, the customer’s mail receptacle has always been available to Australia Post
for delivery purpaoses (but not used for mail to be collected by postal staff) on a non-
exclusive basis. Other carriers (eg carriers of unaddressed mail), other organisations (eg
utilities) and private individuals also have access to those receptacles. Of course, some
parcels carried by Post could not fit into the receptacle, and are delivered to the door or
made available for delivery at a post office counter.

Australia Post, like the USPS, has always believed in the sanctity of the mail, and has
organised its own processes to ensure that high standards of security apply.

Our experience is that the incidence of theft or fraud has not been affected by our
practices.

With regard to private boxes/bags (the receptacles located in postal facilities), Australia
Post retains exclusive access.
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March 5, 1996

Mr. John M. McHugh

Chairman, Subcommittee on the Postal Service
2157 Rayburn House Office Building
Washington, DC 20515-6143

usa

Dear Mr. McHugh:

On behalf of Canada Post Corporation, I would like 1o thank you for inviting me 1o take part in
the joint House and Senate hearing on reform initiatives for the United States Postal Service. |
certainly appreciate the profound interest your country continues to demonstrate towards our
postal administration. I hope you find our answers helpful as you continue your examination on
postal reform initiatives for the United States.

I wish you the greatest success in your role as Chairman of the House Subcommittee on the
Postal Service.

Sincerely yours,
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1. Operations Improvements

As you accurately stated, Canada is the largest country in land size in the western hemisphere
and its population density is far less than the United States. In spite of the need to travel longer
distances to deliver mail, Canada Post Corporation (CPC) was able to improve our on-time
delivery from 85% t0 97-98% in a decade. These on-time delivery improvements can be
attributed to a management group determined to improve customer service by motivating its
employees.

In 1987, CPC became the first postal administration in the world to implement and publish the
results of external, independent tests of domestic lettermail delivery performance. These
independent tests gave employees an opportunity to objectively evaluate and improve their
performance levels. 1n 1994/95, Emst & Young reported that CPC achieved on-time delivery
97% of the time for properly prepared, local, provincial and national domestic lettermail between
major urban centres. Since 1989-90, CPC has consistently maintained that lettermail delivery
performance at or above 96%.

As well, a National Control Centre was created to monitor service performance. Through this
Centre and five linked regional control centres - the most sophisticated mail monitoring system
in the world - CPC uses the best available telecommunications and computer-based technology
to monitor every aspect of mail movement on a continuous basis.

While improving on-time delivery, the Corporation also focuses its efforts on operational
improvements. Surveys performed throughout the world by the Internatjonal Postal
Organization show that Canada has the most automated postal administration. Since 1982/83,
CPC has used two broad standards to measure productivity: pieces of mail processed/hour paid,
which is a measure of processing productivity; and letter carrier points of delivery/hour paid,
which is a measure of delivery productivity of the letter carrier operation. For 1982/83 to
1994/95, processing productivity has improved 65%, primarily as a result of the implementation
of advanced processing equipment and other technology. This has been achieved despite the
significant constraints of work rules in CPC's collective agreements. Work rules relating to
collection and delivery also restrict CPC's ability to achieve productivity gains. However, in the
same period and while points of delivery increased nearly 30%, overall delivery productivity
improved 24% largely through the introduction of community mail boxes and other similar
equipment.

Therefore, most productivity gains have resulted from the following initiatives: an equipment
replacement program to improve lettermail processing; a program for downsizing of
management and administrative employees; the introduction and expansion of new delivery
equipment, particularly community mail boxes; restructuring of CPC's retail network through
franchising; and a program to reduce absenteeism.
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2. Learning Institute

In conjunction with Queen's University and I'Ecole des Hautes Etudes Commerciales (HEC),
affiliated with the University of Montreal, CPC created the Learning Institute in June 1994, This
$56 million annual training expenditure represents an investment of approximately $1,000 per
employee. This investment continues to play an important role in CPC’s "In Business to Serve"
program by enhancing customer service and strengthening CPC's contributions to the business
and social infrastructure of the country.

The training is being offered in the workplace or at existing facilities, such as community
colleges and universities. The courses are delivered by Queen's School of Business, HEC and
in-house trainers, assisted by private-sector specialists.

Although it is difficult to quantify, the return on the increased investment in learning is reflected
through the strengthening of our competitive abilities in three key areas. First, the Learning
Institute helps employees develop a better understanding of the Corporation in the context of our
markets and the challenges the Corporation is facing. Second, the Leaming Institute's programs
maintain a strong emphasis on customer service, which is a vital element for the Corporation's
future. Third, leadership training and development is perhaps the most important qualification
for employees who aspire to promotion and career progression within the Corporation. By
helping people to prepare for other career possibilities, both the employee and the Corporation
gain long-term benefits.

The Corporation's commitment to the Learning Institute clearly demonstrates that we are
determined to invest in our most important asset: our people. To a great extent, we can buy
technologies and systems. But people - with the new skills, attitudes and understanding - make
our business operate efficiently and will determine our success in the future.
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3. Rate Setting Process

The establishment of rates for products and services offered by CPC is conducted within a

complex array of external and internal authorities, policies and process. As noted in my written
testimony, the basic letter rate is indeed set by Cabinet. Specifically, the setting of rates can be
further explained by examining statutory and regulatory authority. :

Statutory and Regulatory Authority
Canada Post Corporation Act

The Canada Post Corporation Act ("the Act™) has specific provisions with respect to the
establishment of postal rates. The Act obliges the Corporation to have regard to the need to be
self-sustaining financially while providing a service that is similar to communities of similar
size. CPC can make regulations with approval of the Governor in Council (GIC) prescribing
rates of postage. In addition, the Act states that such rates of postage shall be fair and reasonable
and consistent so far as possible with providing a revenue, together with any revenue from other
sources, sufficient to defray the costs incurred by the Corporation in the conduct of its operations
under this Act

The Act defines the external process for approval of modifications of rates established by
regulation. All proposed rate regulation changes (including proposed removal of certain rates
from regulation to be set by the Corporation) must be published in the Canada Gazette Part | for
a period of 60 days inviting interested parties to make representations to the Minister
Responsible for CPC on the proposed changes. The Corporation reviews these representations
and seeks its Board of Directors' approval of the final form of the proposed rate regulations. The
final form of the proposed regulations is submitted by the Corporation to the Minister who must
forthwith submit these proposals to GIC for their consideration. The GIC has 60 days in which
to accept or reject the proposed rate regulations (it cannot vary the proposed rates). If GIC does
not make a decision within 60 days, the proposed rate regulations are deemed approved.

The authority under the Act to establish rates of postage by regulation is permissive as opposed
to obligatory. The Corporation has over time sought and received GIC approval for the removal
of numerous rate categories from regulations thereby reserving the formal, more complex
external rate regulation approval process primarily for letter mail products that fall within the
corporation's exclusive privilege and that do not involve incentives for mail preparation. This
practice recognizes that the rates outside of regulations are those subject to competition or which
represent operational incentives/discounts from letter rates set by regulation. It should be noted
that the Act explicitly provides that CPC may prescribe rates of postage outside of regulation
through customer agreements for bulk mailing, additicnal customer mail preparation that
facilitates processing, receiving additional services, or for experimental services for any period
not exceeding three years,
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Corporate Plan

Section 122 of the Financial Administration Act states that each parent Crown corporation shall
annually submit a corporate plan to the appropriate Minister for the approval of the Governor in
Council on the recommendation of the appropriate Minister and, if required by regulations, on
the recommendation of the Minister of Finance and, in practice, the Treasury Board.

The Corporate plan is perhaps the most important factor related to rate making. It is a continuous
activity of review and analysis to ensure that CPC is on course to achieving its goals. The
Corporate Plan expresses how the Corporation intends to meet its objectives with respect to
products offered, service performance, customer access, employee welfare, and financial
performance over the coming five-year period. Through the target modelling process, the
Corporate objectives and profitability goals are translated into functional targets (both revenue
and cost). To meet its financial objectives, the Corporation in its plans attempts to balance its
financial requirements among efficiency, business growth, and pricing.

The Corporation prepares its five-year Corporate Plan and submits it to the Board of Directors
for approval. The Corporation then submits the Plan to GIC for approval on the recommendation
of the Minister and, in practice, of Treasury Board. Included in the Corporate Plan is a summary
of proposed general rate increases by major product area for the five-year period including
specific references to the basic domestic letter rate.

U.S. Ratemaking Process

The regulatory environment in the United States has been characterized by conflict, political
intervention and substantial influence by direct competitors of the U.S. Postal Service. The
existing system is burdensome, rigid, political and highly contentious. This system has affected
dramatically, and detrimentally, the continuing ability of the Postal Service to compete
effectively. The current system generates barriers that constrain the Postal Service from pricing
correctly, offering new products and providing enhanced services. This has led to a decline in
the market share of the Postal Service in a number of competitive markets.

Hearings before the Postal Rate Commission typically involve interventions from customers and
competitors of the Postal Service; both groups criticize the pricing and costing methodologies of
the Postal Service, albeit for different reasons. Customers, for instance, oppose rate increases
and frequently argue that the costs attributable to products they purchase or utilize are below the
amounts calculated by the Postal Service. Direct competitors of the Postal Service, such as UPS
and Federal Express, have a vested interest in hampering the ability of the Postal Service to
compete by causing it to charge high prices. For these reasons, competitors typically produce
studies in Commission hearings that show the Postal Service's attributable costs to be above
those calculated by the Postal Service. Competitors such as UPS and Federal Express intervene
in virtually all proceedings before the Commission and argue persistently for much higher levels
of attribution of costs to products that have been proposed by the Postal Service. The result of
this position can be to require the Postal Service to charge artificially high prices for its products
or services and render the Postal Service unable to compete effectively on a price basis.
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The existing regulatory structure in the United States has had an adverse impact on the ability of
the United States Postal Service to compete effectively in the markets it serves. The current
system virtually precludes the Postal Service from using pricing to define market niches. In most
industries, correct pricing is an iterative process in which prices adjust to the changing realities of
the marketplace. Pricing is also used to identify particular groups of customers who are interested
in a specific part of a firm's product offering. The rigidities inherent in the existing regulatory
system in the United States, however, have led to the result that prices cannot be changed any
more rapidly than every three years. This severely handicaps the ability of the U.S. Postal
Service to compete.

The existing process also limits the ability of the Postal Service to offer new products or services.
This is the case because the Postal Service requires prior approval from the Postal Rate
Commission before offering new product or services. Such approval cannot be obtained without
providing to the Commission extensive prospective cost and market information which, in the
case of new products, is virtually impossible to obtain or provide. Competitors can utilize the
regulatory process to achieve the purpose of blocking the introduction of new products, and to
cause the Postal Service to charge prices that are too high to make the product feasible. The
process requires the Postal Service to disclose details concerning proposed new products to its
direct competitors before those products are brought to market. The process enables direct
competitors to acquire proprietary information concerning existing and new or proposed products
of the Postal Service. There have even been some indication that competitors have attempted to
use the Commission’s discovery process to demand the production of confidential data or
information which has little or no bearing on the case at hand.

The above position taken by our Rate Economics Department and I supports several of the
comments Professor Michael D. Bradley, from George Washington University, has expressed in
his study, "The Effects of Regulation on the Competitive Position of United States Postal
Service" (November 17, 1995).
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4. Labour-Management Relations

The unionized employees of Canada Post Corporation are organized into four bargaining units
represented by four different unions. The largest bargaining unit consists of 38,700 employees of
CPC working in its operational networks and is represented by the Canadian Union of Postal
Workers (CUPW). The 7,000 employees working in rural offices are represented by the
Canadian Postmasters and Assistants Association (CPAA). CPC's 3,000 unionized
administrative, technical and professional employees are represented by the Public Service
Alliance of Canada (PSAC). The Association of Postal Officials of Canada (APOC) represents
CPC's 2,800 operational supervisory employees. CPC has separate collective agreements with
each of these four unions.

When CPC was incorporated in 1981 as the successor to the Post Office Department (the POD),
one of the primary objectives of both the federal government and the POD employees and unions
was improved labour relations. In the 14 years of CPC's operations, labour matters have
continued to be of great importance. In the late 1960’s and the 1970's, the POD experienced its
most unsettled period of labour relations, which culminated in a strike by CUPW in 1975 that
lasted a record 42 days. Precipitated principally by union opposition to the implementation of
mechanized mail processing, the 1975 strike ended with a settlement that made major
modifications to the previous CUPW collective agreement in the form of work rules that
restricted the operational flexibility of the POD. CPC's current collective agreements still
contain many of these restrictive work rules, as well as others that were added subsequently. The
1975 strike was settled through mediation, reflecting the POD's inability to conclude a collective
agreement without third party assistance. Of the 14 rounds of collective bargaining with CUPW
and the Letter Carriers' Union of Canada (LCUC) alone in this final period of the POD, only one
was completed without third party assistance from mediators, conciliators or arbitrators. On one
of those occasions, a collective agreement was reached only after back to work legislation and
binding arbitration.

When CPC was created in 1981, the implementing legislation prevented both the renegotiation of
the POD's collective agreements and changes to its bargaining units, which would otherwise
have been permitted at that time. In doing so, the legislation deviated from the recommendation
of the final government report that had preceded conversion of the POD into a Crown
corporation, which had analyzed organizational issues arising on the conversion. When CPC's
mandate was first reviewed in 1985, the Marchment Committee recognized the adverse effects of
the inheritance by CPC and its employees of the labour relations of the POD and recommended
that CPC’s bargaining units be consolidated and that CPC negotiate to eliminate restrictive work
rules impeding operating efficiency.

Although the consolidation into four bargaining units took place in 1988, its practical effect was
not felt until the 1989-1992 round of negotiations - eight to eleven years after CPC's
incorporation. In addition, restrictive work rules have remained in collective agreements through
five rounds of negotiations between CPC and its unions. While the 1994 round produced a
collective agreement one month before the expiry of the existing one, previous CPC rounds
involved three strikes and a continued pattern of reliance on third party assistance for concluding
collective agreements. In 1987 and 1991, back to work legislation and binding arbitration were
required.

Since 1991, labour strife - as measured by the decline in the backlog of grievances and other
factors - has, however, been reduced. In that period, CPC has ensured continuity of service to its
customers through negotiated, rather than imposed, collective agreements and has avoided both
strikes and threats of strikes. Other improvements in labour and employee relations have been
achieved, particularly through the establishment of joint labour - management mechanisms for
the consideration of workplace issues.
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March 6, 1996

Mr. Jobn M. McHugh
Chaitroan of Subcomumitees on

tha Posra! Service
Congress of che United Scates

Hoose of Reprasentacives
Commirtee on Govarnment Reform
and

2137 Reybuwn House Office Building
Washington, DC 20513-6143

USA

Denr Sis

I highly sppreciaced the opportunicy to meec you and your distinguished
colleaguey in the Commictee on Poscs! Secvicos snd the kind hospialicy I mec
dusing mxy scay. Ic is truly an honour for me aod Sweden Post to heve been inviced
and ¢o inform the Commicree abour our experiences and idess. We are of cousse
pleased to answer any additional question thar may arise. Wathn&remtoyow
fatrer [ would like ro give the following cosaments.

1)} The syscem in Sweden has slways been based on ladividually owoed omaildeops or
maiboges, wichour any exclusive righes concerning scoms for Sweden Post ot sny
other opemcor. We heve no sigoificant negative expetisnce of this system.

The sanctity of the muil is protecred by legislation. The legislarion in dhat context
docs oox maka any difference between Swaden Post and othex aperstorns.

2) On 1 March, 1994, the Swaden Post Public Setvice Corporarion - the
Government administration- was transformed invo a limited lishilivy company. The
procedure chosen for conversion wes thee fitsx the sssets snd linkilitiss of the
bmsinass were transferved at book valna co Postbolagen AB ( formerdy a subsidiary
of the public service corpotacion), which wss chea ranamed Posren AB. The
operations of Poutgiror weee teansferned ar book value 1o a newly established
Limiced Lisbility hank, Postgiror AB, wholly owvmed by Posten AB.

All operations are now conduceed within a Limired liabiliry group whosa parent
company is Posten AB. The Parent Company is 100 per ceat owned by the
Swedish Stace,

Since the middle of the 19807 Sweden Post has showed good economic resulrs.
The equity hes incressed from § 460 million in 1987 to $ 1 700 million six year
ater. At the convamsion the former public service corporscion’s pension lishilicy -
£ 200 million ~ was baoked as » Liakilicy direccly npgine rhe couicy,
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3) Alchough Sweden Pest mests competition on all matkees, new rechnology is the
key facror to the decline in volumes of rtansscrions ar posoal countees and the
decxense in mail volume. Wich che new rechnology cransaccions can be performed
electronically which make peivare costomers and cornpenis lass dependear on post
and bank offices. This process will oo doubt coatimae. There are po way back. Our
scraregy is then o reduce the gumber of post offices and w0 develop & new service
concept based oa co-opemtion with private entrwprunsans. Instesd of maintaining
waprofitable post offices, Sweden Post can offier thait cosramers & basic sexvice
through seleceed shops in co-operation with private shop-owners,

Swoden Posr sees the new rachnalogy and the IT development as a friend. We make
use of the rechnaology in all cur sarvices slso including the eredirional letcer
busingess. It is not competicion from new operscors thae is challenging the lecwer.
The position of the letter as means of communicarions is setiously under thresx by
developmenes in technology. In this mazkex, electronic sysrems are gaining roathre
share day by day. As [ stared in my tesrimony, fax, cPost, aMagil, eDI etc. sircady
sceounts for more than half the valume of messages acraga borders, 35 well as for

20 pet cent of usiness communicstions in a country like Sweden.

4) It seems thar the quorsrion you ace refarring to it from Mr Pergson’s
presentation. My interpretation of the cext is ther the abalition of che monopoly
also confirmed that the company is on the merker wichour any sdministoecive
safrguacds. The basic resson for sdvocating ssebolirion of the monopaly was thar
the manopaly no longer representad an effective instrument. As we were fcing real
comperition from new techanlogy on the madker for megsages, 3 monapoly
legislarion would be imadequarce.

We stc now totally dependent on our ows skill and serengrh w keep Sweden Post's
position on the marker. The sbolition of the monopaly Iagistacion - made it
absolutely clear to our own seeff sod vo customers chax w4 have no one to rely on
bur curselves.

Sinceraly yours,

] DS

Ulf Dahlsten
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New Zealand Post ™~
Elmar Toime RECEIVED

CHIEF EXECUTIVE

96 MR -4 oM 3 ur
29 February 1996

Mr John M McHugh

Chairman

Sub-Committee on the Postal Service

Committee on Government Reform and Oversight
House of Representatives

Congress of the United States

2157 Rayburn House Office Building
Washington DC 20515-6143

USA

Dear Mr McHugh .

Thank you for your letter of 6 February 1996. 1 appreciated the opportunity to address the
Joint Committee Hearing as I believe that there is a lot to be learnt from the shared
international experience in postal reform. As you know, [ am keenly interested in postal
reform and look forward to the eventual recommendations from the Committee.

Q.1 Labour Management Reform

1 agree with the sentiment evident in your first question that improving employee
productivity lies at the heart of achieving successful postal reform. My reference to
conservative change referred to the regulatory environment - the letter monopoly and
the exclustvity of the mail box. [ formed this view based on my knowledge and
understanding of the postal market in the USA.

To change the regulatory environment at_the same time as you might change the
business and commercial structure of the USPS would be too threatening. Customers
and employees of the USPS could be expected to resist because of the uncertainty so
posed.

My concept is to hold firm for a given time period (eg three to five years) on the
regulatory environment, Lun introshuce real change into how the USPS is managed as a
commercial company

In New Zealand Post, managersent and Board created a sense of urgency through the
Government-led expectation of deregulation within three years. The monopoly was
significantly relaxed at that point, but essentially still remains today, nine years later.

In contrast to my views on slower regulatory reform, major change with people needs
1o be done quickly.

Now Zealari Post Limted, Private Bag 39990, Wellington, New Zealand, Tetaphone: 64 4 496 4335, Fascimile: 64 4 496 4418
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Labour management reforms cannot be separated from other areas of commercial
reform.

I would suggest that first and foremost a prescription is required to establish the USPS
as a corporate entity - the United States Postal Corporation (USPC). Upon vesting
day, through an Act of Congress, postal employees will be deemed to be employees of
the USPC, with broadly similar conditions of employment. Pension liabilities would be
frozen for existing employees, and future liabilities written into the balance sheet. This
is obviously a complex area, but the aim would be to create, over time, a pension
structure to match corporates in the private sector.

The USPC would become responsible for negotiating its collective employment
contracts. It would use a mandate to be profitable as the lever to reach settlement with
its own employees.

You should not underestimate the potential for managers, who have been given full
responsibility to operate the business, to reach negotiated settlements in the mutual
interests of the business and its stakeholders.

Given these full responsibilities, the language of business comes to the fore: variable
costs, not fixed, productivity (labour and capital); flexible work practices; customer
satisfaction; competition; employee satisfaction; incentive rewards systems; and so on.

In New Zealand three factors come 1o mind which have contributed to our ability to
make fundamental change in this area of employee contribution. These are:

e having final responsibility for labour management practices resting within the
Company,

e management {(and, in time, employee) reward systems which emphasise commercial
success;

» having a mandated commitment to growth and commercial freedom.

So, for example, if productivity growth leads to a decline in employment levels, there
are nevertheless business mechanisms in place targeting future growth and therefore,
eventual better job security.

Make no mistake, labour reform is as much about attitudinal change as it s about
working conditions. Congress may be able to influence the latter, but it cannot directly
attack the first. The best it can do is put the business environment for change in place.

Q.2 Rates

You have asked about New Zealand Post’s authority to set prices. As I explained in my
evidence New Zealand Post is {ree to introduce new products and to establish the prices
for those products without reference to any Government agency. Pricing decision are
decisions for the Board and are not subject to supervision.



There is one exception. That relates to a service known as the standard letter service
which provides one to three day delivery for letters throughout New Zealand. There is
a price cap relating to this product. It is the only product regulated in this way. The
price cap mechanism which is established in a contract between New Zealand Post and
the Government (Deed of Understanding) enables New Zealand Post to increase the
price of the standard letter service according to a formula (the movement in the
Consumer Price Index since the last price increase minus 1%). The last price increase
for the standard letter service was in 1992, At that time the price increased from
NZ$0.40 cents to NZ$0.45 cents. Movements in the Consumer Price Index since that
date would enable New Zealand Post should it wish to, to increase the price of the
standard letter service to NZ3$0.50 cents. In fact in October 1995 New Zealand Post
reduced the price of this service to NZ$0.40 cents. This reflected our determination to
ensure that letters remain a cost effective means of communication for business mailers.
The decision - which was extremely well received by New Zealand Post’s customers -
has stimulated increased letter volumes since its introduction.

Pricing decisions are often made quickly. They need to be to enable the Company to
respond to movements in the dynamic and competitive markets in which we operate.
There is no prescribed process which we require people to go through to establish a
new price. The Board gives final approval for key price changes.

You would be surprised at the rapidity with which New Zealand Post can make pricing
decisions. The longest process may well be the gap between announcement and
effective implementation. As a policy, we provide for a minimum of one month notice
for a price change. For our recent price reduction, we allowed for a three month advice
period, to aliow the public to work through stamp stock levels.

Q.2b “To Be Succassiul”

New Zealand Post was established under the State Owned Enterprises Act 1986. This
means that it is 8 company incorporated under New Zealand company law which has as
its shareholders two Ministers of the Crown, the Ministers of Finance and State Owned
Enterprises. The State Owned Enterprises Act establishes the objectives for these types
of Crown trading enterprises. Section 4 of that section provides:

“Principal objective to be successful business - (i} The principal
objective of every State enterprise shall be to operate as a successful
business and, to this end, 1o be -

{a) As profitable and efficient as comparable busihe&ses that are not
owned by the Crown; and

) A good employer; and

{c) An organisation thai exhibits a sense of social responsibility by
having regard o the interests of the community in which it operates
and by endeavouring to accommodate or encourage these when able
todo so.”



Balancing these competing requirements is not easy. However the Courts have
recognised the importance of State Enterprises taking a broad commercial focus in
decision making. Although some Company decisions -~ such as the restructuring of the
network of post offices in 1987 - have been challenged on the basis that the Company
has failed to “exhibit a sense of social responsibility” as required under Section 4(2)(c)
of the Act the Courts have rejected those challenges on the basis that the wider
obligation to achieve success has required these difficult decisions to be taken.

New Zealand Post does however take its social responsibilities seriously. These are
recorded in the Deed of Understanding referred to above. I have attached a copy of
that Deed and of the State Owned Enterprises Act to this submission for your
information. We believe that our continued success will be built around service, price
and product innovation.

Q.3 The Legislative Change Process

The third question which you have posed accurately describes the environment in which
the State Enterprise reforms were introduced as being “a crisis atmosphere”. That does
not understate the position. The New Zealand economy was performing poorly. There
was high inflation. Productivity was low and living standards had declined. The need
for radical reform was understood by most of the population. It is probably not too
sensational to say that the economy either needed 1o be radically reformed or it faced
collapse. It is true that this environment made it easier for New Zealand Post to
communicate the need for change ~ which is perhaps an ingredient in successful labour
reform. However, having said that, it is appropriate to acknowledge that the politicians
in Government at that time were prepared to take risks to achieve radical reform greater
than any which has been introduced in New Zealand since the Second World War.

Much of the credit for the improvement in the performance of State sector trading
enterprises and of the New Zealand economy as a whole must be attributed to those
political leaders. New Zealand Post was established with a legislative framework which
enabled (indeed dictated) success.

However, I do feel confident in saying that the State Enterprise model upon which New
Zealand Post is based, whether fortuitously or by grand design, is particular well suited
to achieving the aims of structural reform. Crisis produced the model, but we can all
adopt the model.

4 Board

As you recognise in your fourth question leadership is a critical factor in achieving
corporate change. The Board of New Zealand Post has played a central role in
providing that leadership. They are not an honorary board. They carry exactly the
same responsibilities as are faced by the directors of other companies. Given the
responsibilities placed on them they are remunerated for their services. We have no
difficulty with this.
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It is critically important that we have as Board members people with a broad
commercial experience. We will not attract appropriately qualified people if we cannot
pay them for their services. Remuneration levels are broadly comparable to private
sector rates. Incidentally, no executives sit on the Board as Directors. All Directors
are part-time - that is they come together only for Board or Committee meetings.

I trust that the above answers the questions you have posed. If you would like any further
information or if you, or any member of your Sub-committee wish to discuss any of these
issues please do not hesitate to contact me. I would be very pleased to receive a commission
to provide resources to work in more detail or in a consultancy mode with your advisors.

1 have sent a copy of these papers to Mr Marvin Runyon.
Yours sincerely
Elmar Toime

CHIEF EXECUTIVE

cc: Mr Marvin Runyon
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