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RECOMMENDATIONS OF THE COMMISSION ON
POSTAL SERVICE

THURSDAY, APRIL 28, 1977

U.S. Horse OF REPRESENTATIVES,
Co3'I03IrEE ON POST OFFICE AND CIVIL SERVICE,
SUBCO~INrrE ON POSTAL OPERATIONS AND SERVICES,

Washington, D.C.
The subcommittee met at 9:40 a.m., in room 311, Cannon House

Office Building, Hon. James M. Hanley, chairman, presiding.
Mr. HANLEY. Today we begin hearings on the recently issued report

of the Commission on Postal Service.
The Commission was created last year by Public Law 94-421. It

was asked to give us a broad series of recommendations on important
areas, such as public service financing, postal ratemaking, Postal Rate
Conmission operations, appointment of the Postmaster General by
the President, and many others.

In addition, the Commission was given a broad mandate to define
postal problems as it saw them and come up with some proposed
solutions.

Frankly, I am quite ambivalent about the report.
The Commission members and staff, I know, have worked hard and

diligently, and I commend them for coml)leting a large task within
.;ncl a short period of time. The Commission members and staff are
to be commended again for their willingness to serve in this capacity.

Yet, I must admit that I am disappointed in the tone and the tenor
of the final product. It, seems that again we are being told that the
American public must accept poorer service, higher rates, and greater
appropriations.

I recognize the difficulties, but I frankly hoped that the Comnission
itself would have spent more time trying to pursue ways in which
service could be improved and rates held at a relatively reasonable
level, rather than to accept at face value the doomsday prophecies of
the Postal Service's management.

I am particularly disturbed that the Commission was highly critical
of management but failed to recommend any significant changes in
the Board of Governors or the al)pointinent of 'the Posttmaster General.
In(leed, while it pinpointed many problems caused by management,
it made no recommendations or comments on management structure.

Also disturbing is the Commission's failure to recommend more
adequate public service funding and to specify what these funds
should be used for.

Finally, I am perplexed that there is almost no mention of the role
which Congress should take, except in a negative sense. The Conmis-
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sion was created because Congress was deeply concerned that the
Postal Service was not serving the people as well as it should. Con-
gress wants and should have an expanded role in postal affairs. 1 am
sorry that the Commission addressed this very legitimate concern only
indirectly. -

However, to be fair, the Commission report had some goIt points.
High on the list was its support of greater postal involvement in elec-
tronic communications and its criticism of the paucity of the Postal
Service's research and development program. Many other points, such
as the insistence that the Postal Service do a better job in recruiting
and promoting women, were very well taken.

We are pleased to have here today the Chairman of the Commission,
Mr. Gaylord Freeman; the Vice Chairman of the Commission, M r.
James Rademacher; Commissioner Paul Krebs, and Commissiomier
Rose Blakely.

My friend s,it is a pleasure to welcome you here this morning.
Mr. Chairman, we lok forward to your presentation.

STATEMENT OF GAYLORD FREEMAN, CHAIRMAN, COMMISSION ON
POSTAL SERVICE; ACCOMPANIED BY JAMES RADEMACHER, VICE
CHAIRMAN; PAUL KREBS, COMMISSION MEMBER; ROSEIBLAKELY,
COMMISSION MEMBER; DAVID MINTON, EXECUTIVE DIRECTOR;
AND JOHN CAMERON, DEPUTY GENERAL COUNSEL

Mr. FREEM AN. Thank you, Mr. Chairman and members of the
subcommittee.

I am Gaylord Freeman, chairman of the Commission on Postal
-Services. With me, as you announced, are James Rademacher, vice
.chairman and previously president of the National Association of
Letter Carriers, Rose Blakely, Commissioner and Washington busi-
nesswoman, and Paul Krebs, Commissioner and former Congressman
-from New Jersey.

On behalf of the Commission I wish to express our appreciation
for your so speedily convening to consider the report of the Com-
mission on Postal Service. We hope that our work since last No-
vember will help Congress and the President evaluate the problems
of the Postal Service and make policy decisions which will help pre-
serve this great public service.

I presume that most members of the committee and your staff have
had an opportunity to read at least the first volume of our report
during the past week. Therefore, I would rather respond to some of
the issues which we and you have raised, rather than simply enumerate
what we recommend.

Since presenting our report on April 18, I have read a number of
articles expressing the opinion that Congress, and perhaps the Presi-
dent., will not be happy with our report. We were particularly im-
pressed that you. Mr. Chairman, were quoted in the 'Washington Post
as expressing your disappointment because we recommended cuts in
service.

We appreciate your use of "ambivalent" this morning and the
reference to some good points in the report.

First, let me say in response to your comment, Mr. Hanley, that I
share your disappointment that we could not reach the conclusion



that services should be expanded rather than reduced. But the evi-
dence would not allow that conclusion. We contracted with four
reputable firms, all possessing expertise in postal affairs or in the
field of electronic communications. All predicted that the Postal Serv-
ice in its present form simply cannot survive unless postal rates rise
beyond a politically and publicly acceptable level, or unless subsidies
are greatly increased. We foresee the decline of the Postal Service as a
delivery system, for unless it finds dramatically new methods of com-
bining its delivery system with some form of electronic communica-

-tion, it will inevitably suffer such volume and revenue losses, which
will not automatically be offset by similar cost reductions, that services
must be drastically reduced over a period of time.

The Postal Service has attempted to achieve an increase in produc-
tivity. Through increasing the use of letter-sorting machines-from
25 percent to 63 percent-and increasing vehicular use in delivery
routes-from 58 percent to 83 percent-productivity in terms of mail
handled per man-hour has increased at an average annual rate of 1.3,
but labor costs have risen so much more rapidly that the volume han-
dled per dollar has declined 9 percent.

In the 5 years since the reorganization of the Postal Service, atfthe
end of fiscal 1971, total expenses have increased from approximately-.-
9.) billion to roughly $14 billion, an actual increase of $5,048,156,000.

That might seem an inordinate increase, but of the several components
set forth in the table on page 13 of our report, the expenses for de-
preciation, building occupancy and "other" have increased only $83
million, accounting for 1.6 percent of the total increase. With the
increase in oil prices, transportation is up $270 million and accounts
for 5.36 percent. of the increase.

The real cause of the increased expenditures is compensation for
labor. Despite a reduction of 24.000 man-years between 1972 and
1976. total compensation has risen $4,694 million.

This one item alone accounts for 93 percent of the increase in
expenditures.

Why have labor costs risen so severely? Partly, of course, due to
inflati'on-the Consumer Price Index has risen 40 percent in this
period. But the primary cause is the congressional mandate that the
Postal Service pay wage rates comparable to those in the private
sector. It has done so. As of February of 1975 the Postal Service was
paying an average of $8.05 per hour, inclusive of fringes, as compared
to $R.04 for employees in steel, oil, transportation, and conmunica-
tion industries. Since, then postal wage rates have kept pace with
those in private industry and now average $9.10 per hour, including
fringes. Thus, of the $45 billion increase, $4.7 billion is due directly
to the congressional requirement.

It is significant to note that today's average Postal Service com-
pensation is 15 cents per minute. Thus every 1-ounce first-class letter
which in the aggregate of collection. sortation, transportation, and
delivery takes the time of any one clerk as much as 1 minute adds over
2 cents to the postal deficit.

The Postal Service is expensive and it will become more so.
Our long-range outlook for-the Postal Service is dismal.
Eighty percent of first-class mail is business mail. Seventy percent

of firs't-class mail is comprised of payment transactions, the mailing
of bills, checks, receipts, and transfers of checks to banks. The Postal
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Service is going to lose a large part of this desirable business. The
use of- point of sale and other electronic systems will eliminate much
of this 70 percent of first-class mail sometime during the next 20 years.

Other business correspondence accounts for only 10 percent of first-
class mail but the Postal Service is likely to lose much of this to fac-
simile and other forms of electronic communication unless it
aggressively enters the electronic field. The remainder, 20 percent, of
first-class mail is greeting cards and personal letter correspondence,
amounting to less than 20 percent of the pieces but accounting for
for a higher proportion of the total cost. Incidentally, personal cor-
respondence accounts for only . percent of the total.

Increased rates in those classes of mail which are subject to com-
petition-second, third, and fourth class-will result in the loss of a
substantial part of present revenue and will leave the Postal Service
with only the most expensive type of deliveries.

That is not a very pretty picture. Wkat can be done?
The Commission sees only four p possible courses:
1. Increase the Postal Service efficiency, and that would include the

adoption, we would hope, of much greater use of electronic
communications;

'. Substantially increase postal rates;
3. Substantially increase appropriations; or
4. Reduce the levels of service.
Some further improvement in efficiency should be achieved, and in

our forecasts we estimated a saving of some 36,000 man-years (below
the 1977 level) by 1985. But. we must expect increases in wage rat, s
to more than offset this reduction in man-years with alresultant net
increitse in compensation costs. The only opportunity for 'a significant
increase in productivity and revenue lies in electronic communications
which the Postal Service appears reluctant to enter.

A substantial further increase in postal rates will merely divert mail
volume and result in further deficits.

If postal rates remain at present levels, we anticipate the cost to the
Treasury and to the taxpayers will rise to an annual cost estimated to
total $12 billion by 1985.

We fully understand the reluctance to suggest reductions in the
levels of service. but we are not over-awed by that prospect. Six-day
delivery to 76 million addresses is taken for granted. It is. however,
an extravagance. The average family does not expect its groceries, its
milk. its medical services to be deli ered to the home any- more. and,
if delivery is available, its cost is such that few families choose to pay
for it.. If the costs of delivery of the mail -were charged directly to the
recipient, the public would probably not care to pay for the elaborate
delivery system which it enjoys today. The A. C. Nielsen survey which
we commissioned indicates that the lmblic recognizes this fact.'Eighty
percent of the respondents indicated that they will accept 5-day de-
livery in order to hold down postal rates.

Rather than rely on a massive increase in rates or appropriations,
anticipate a great increase ill efficiency. or suggest a major cut inservice, the Commission has opted for modest changes in each of these
areas. Our recommendations would, if adopted:

1. Urge the 36.000 man-year reduction in employees:
2. Suggest an increase in postage rates at an annual rate of
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about 6 percent to a level of 22 cents for a fist-class stamp in
1985 and corresponding increases in the rate for other classes of
mail;

3. Propose a public service appropriation of 10 percent of the
preceding year's Postal Service expenditures; and

4. Reduce the level of service moderately by cutting delivery
from 6 to 5 days.

I know that there is little political advantage in telling the public
that postage rates and subsidies are going up and levels of service are
to decline. Nobody wins friends by sucfi Cassandra-like pronounce-
ments, but the facts are inescapable and we believe that the public
would prefer modest increases in rates and appropriations and the 5-
day delivery to any extreme increase, in appropriations or major cur-
tailments of service at this time.

If the Congress and the President wish to appropriate several
billion dollars a year more to maintain service at our present levels
and keep postal rates at low levels, you may, of course, do s-o. But in
view of the overall financial position of the IT.S. Government, we be-
lieve that such a vast expenditure of money to maintain a postal de-
livery system when the use of the system is declining-and will decline
a great deal more-is an expenditure of tax revenues which may not
be in the best interests of the Nation.

We also recommend that Congress reevaluate the whole problem
just 6 years from now because by 1983 we will have a much better
idea of the impact and timing of the impact of electronic conmmunica-
tions upon mail volume than we can possibly have today.

A further point relates to the identification of specific pul)lic service
aspects of the Postal Service. In the period of time available this task
proved impossible. Indeed, our two consultants, National Economic
Research Associates and Arthur D. Little, suggested that the task was
l)robably impossible even with a much greater expenditure of time. I
would like to say, however, that ifi-my judgment the whole postal sy's-
ten is a public service. I want to assure you that no privatee enterprise
would ever consider for 1 minute entering into a postal delivery system
similar to our Nation's Postal Service with 40,000 postal facilities. I
doubt very seriously if a private system would have 10,000. No private
entrprise would deliver mail 6 days a week at the availal)le rates,
and certainly not in rural areas.

Our report identifies some 15 specific pul)lic services which the Postal
Service now performs. The list could be expanded. That does not mean
that merely because the Postal Service is a public service its costs
should be paid entirely by the taxpayer. A numnl)er of our witnesses
protested that the I)epartment of Defeiise and the I)epartment of Agri-
culture are not required to be self-supporting, and hence neither should
the Postal Service. That is a facile analogy but really irrelevant. The
availability of the postal delivery system is of such incalculable benefit
to the business community, which is its primary customer, that the
taxl)ayer should not be asked to bear the entire burden of the system.

The taxpayers have always paid a relatively modest portion of the
postal costs. For tke 10 years prior to reorganization this averaged 18
percent of operating costs. Since 1971 when the reorganization hit us,
it, has averaged 12.9 percent and has been declining as a percentage. I
think it was 11.9 percent last year.

93-135--77--2
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We believe that the Postal Service will always require taxpayer
support if service is to be maintained at reasonable levels and rates
do not rise to a level where large volumes are driven away. But be-
cause of the impact of electronic communications, we are unprepared
to recommend a level of support beyond 1985. Congress is fully capable
of reassessing the problem in 1983, and we have no hesitation in limit-
ing our recommendations to the short-term financial problems of the
Postal Service.

Finally, I would like to comment on our recommendation that the
present organization of the Postal Service be preserved; that is, that
the Board of Governors not be abolished. Our Commission evaluated
the available written evidence of the Governors and had one meeting
with three members of the Board of Governors: the Chairman, the
Vice Chairman, and the Chairman of the- Finance Committee. We
acknowledge disappointment with the Governors' performance to
date. For instance, the billion dollar bulk mail facility program ap-
pears to have been instituted with only cursory review by the Gov-
ernors, and there were at least some knowledgeable postal employees
at high levels who felt that the decision was ill-advised. We are certain
that the legislative and appropriation committees of Congress would
have given greater scrutiny to such undertakings.

Nevertheless, we do not believe that the Postal Service would be
improved if the Governors were disbanded and the President ap-
pointed the Postmaster General. As a practical political consideration,
to put the problems of the Postal Service directly back into the laps
of the President and the Congress would subject. them to myriad pres-
sures from both mailer and labor groups, as well as public complaints.

From the standpoint of facing the very difficult decisions ahead for
the Postal Service, we think that continuing to operate the Postal
Service on a nonpolitical basis would be best. That doesn't mean that
the Postmaster General is required to be a bad politician or to ignore
the wishes of the committees of Congress which have jurisdiction over
that agency, or to take actions which he knows will be politically un-
popular simply to demonstrate his independence. It is our view that
many of the problems which have arisen between the Congress and
the Postal Service since 1970 could have been resolved more happily-
if the Postal Service had not seemed so aloof from the legitimate in-
quiries of Congress. A more involved and responsive Board of Gov-
ernors should prove helpful to both the Postal Service and to the
public.

Let me conclude by saying that. we believe the Postal Service faces
very difficult tinies. I have no doubt personally that the Postal Service
of 1997 will be a vastly different organization than it is today. By
that time most business communications will have been diverted to
faster and less expensive electronic media. And obviously that means
that as we lose a large portion of the most profitable mail, we will have
to put such charges on the other classes that we will lose their volume
and revenue.

Public opinion surveys show that a great many people do not believe
there is an energy cris. I think a similar problem may exi4 in under-
standing postal problems. Since it isn't happening today and we can-
not prove exactly when it will happen, muany people may be incredbi-
lous. We believe that Congress should exercise a greater measure of
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foresight than the average citizen is required to use and recognize'
that the future of the Postal Service is bleak and that tlie impact
upon 6ur society will be substantial.

With this very brief introduction, I would be pleased to attempt to
answer any questions that you may want to propound. On the other
hand, Commissioners Krebs and Rademacher, who dissented on two
or three points, might like to make a statement and you may prefer
to have them do so now.

Thank you.
Mr. HANLEY. Thank you very much, Mr. Chairman, and I1 believe

that probably we can pursue this best by first hearing out your col-
leaitues prior to asking questions.

Commissioner Krebs.

STATEMENT OF COMMISSIONER PAUL KREBS

Mr. KREBs. Thank you, Mr. Chairman and members of the
subcommittee.

I am Paul J. Krebs, of Livingston, N.J. I would like to thank you
for this opportunity to appear before the subcommittee. You face a
complex task, as I well know from my experience of the last 6 months.
ANs you assess the changing role of the Postal Service in meeting the
communication needs of the American people, and the optimal method
of financing that role, I hope that the report of our Commission, the
studies of our contractors, and the observations of 525 mail users.
from across the Nation who appeared before us in public hearings'
will be of assistance to the Congress.

I appear before you today as a member of the Commission on Postal
Service who has dissenting views on several important Commission-
recommendations. I am also testifying as Chairman of the Commis--
sion's Subcommittee on Electronic Communications.

By way of introduction, allow me first to express my consternation
at some of the misinterpretations of our work which have appeared in
the press. The public has been informed that the Commission has
recommended the abolition of 6-day delivery and that we devoted
oulselves simply to identifying services which might be eliminated.
Not enough significance has been given to our recommendation that
public appropriations be increased so that services like those provided
by thousands of small, rural post offices might be maintained.

While I will discuss later my dissenting views on 6-day delivery,
I believe it is critical to note that the Commission did -recognize that
the Postal Service is a "public service" which can not and should not
he expected to attain self-siipport. Like other Government agencies
which provide public services, the Postal Service will require more
than the present nominal support provided by appropriations. The
current public service appropriation of $920 million constitutes less
than 6 percent of the total costs. The Commission has recommended
that appropriations be increased to 10 percent of costs. Commissioner
Rademacher and I recommend 13 percent to allow funding ofa sixth
day of delivery. If this particular recommendation is implemented,
it should go a long way toward eliminating the hand-to-mouth finan-
cial condition of the Postal Service, accompanied by frequent rate
increases.
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As a second prefatory comment, I will report to you that, in my
opinion, the most difficult task faced by the Commission was untang-
ling the inconsistent data received from the Postal Service itself.
Alt ouh we worked with a liaison office within the Postal Service,
inconsistent data were frequently submitted to us. Apparently little
effort was made to reconcile the work product of different departments
within the Postal Service. It is our impres-sion that this organization
is composed of balkanized departments which devote far too little
time toward developing coherent agencywide policies. It is a Credit
to our consultants that they were abe to piece together so successfully
the parts of the data puzzle. I respectfully suggest that you bear this
problem in mind as you consider for yourselves the possible reforms
of the Postal Service recommended in the Commission's rel)ort.

An example of this problem of immediate relevance to you is the
recent statement of the Postmaster General announcing a $5 million
surplus for the year ending March 25, 1977. This statement fails to'ecognize that tile rates in effect during this period were set by the

Postal Rate Commission at levels designed to recover $207.8 million
per year above. current operating expenses which should be devoted
annually, to retiring operating indebtedness of $1.454 billion incurred
since 1971. The reported surplus is $202.8 million short of what the
rates were designed to recover, an(l it is my understanding that no
ol)erating debt has been retired. While I do not seek to belittle recent
accomplishments of the Postal Service, I use this example to urge
you always to insist upon the complete story from postal management.

In my*opinion postal management has abandoned hole of develop-
ing a Postal Service able to meet the changing communication needs
of the American public in the coming decade. Annual research and
development expenditures have averaged only $23 million since Postal
Reorganization-that should be $23 million annually, underscored-
roughly 0.2 percent of total postal expenditures. This level of funding
only serves to keep the research and (levelopm ient, department alive.
Oui' investigation of this matter, which included an inspection of the
research and development center in Rockville. Md. lead us to conclude
that research and development is given very low priority by manage-
meat, that leadership within the department. is inadequate, and that
there is little coordination between the research and development de-
partment and-those within the Postal Service who must implement
the projects actually undertaken.

Research and development must occupy a center position in postal
management, fully coordinated with the ol)erations and niarket re-
sea-rch departments. Further, it must- be headed by )ersonnel with
strong backgrounds in research and capable of dealing effectively with
contractors in the private sector.

This leads quite naturally to a discussion of the Commission's
unanimous findings on electronic communications. Although repre-
sentatives of the Postal Service may tell you that studies are underway
to define its role in the era of expanded electronic communications, it
is my opinion that postal management is actually tryinga to avoid
making any decision onl that role. In fact, I have detected a, pu'e-
dilection against any involvement at all. During its meeting with
representatives of the Postal Board of Governors, the Commuission
was informed by one Governor that electronic communication was



9

simply too revolutionary a topic to have merited serious consideration
by the Board up to that point in tie,

I want to say parenthetically while I am oil that point, Mr. Chair-
man, that during this same interview with the Chairman of the Board
of Governors, tTie vice chairman and the chairman of the Finance
Committee, we were questioning, them about their leadership, for whichwe felt they were siblen ing programmatic plans for the

Postal Service down on paper. And the chairman very quickly said,fVeOll,, we have a 5-year plan."

We said, "I)o you have at copy of the 5-year plan with you?"
And lie said, "No, we don't, as a matter of fact."
I said, "Will you tell us what is in the 5-year 1lan."
And he fumbled for a little bit and said, "Well, the truth of the

matter is I haven't read it."
It seems to me this bespeaks the lack of interest on the Board of

Governors and the lack of any meaningful leadership in determining
the course the Postal Service should take.

I-will deal later on with the question of the bulk mail center project
and how this decision was made by the Board of Governors in the face
of the statistics that. this was a bad move to make.

However revolutionary, it is inescapable that electronic communica-
tions will change, the media by which businesses and individuals com-
municate. In so doing, the demands of the public upon its Postal Serv-
ice will also change, most imminently through large diversions of first-
class mail volume.

Arthur I). Little, Inc., a Commission contractor on electronic com-
nmnications, predicts virtually no growth in first-class mail volume
through 1985. A total of 17 billion pieces will be diverted to the new
electronic communication systems which will become commercially
vial)le during this period. The )rivate express statutes, which have
traditionally preserved the letter monopoly, will be powerless to stein
this diversion.

To meet its public obligations the Postal Service must first conduct
market studies to determine whether diversion to electronic commnuni-
cltiois can be dam)ened if defensive marketing strategies are el-
ployed to retain volume, or if new services can be offered which may
provide new sources of income.

Second, it must develop both long- and short-term decisions on
whether to provide electronic communication services. In the 5 months
available for study, the Commission was unable to assemble all of the
necessary data oil these matters. Our contractors gave excellent presen-
tations on mail diversions which would result from electronic com-
nuniivations. IHowever, the (levelol)nlent of comprehensive postal
strategy was simply too complex a task for so sort a period. But this
is really an assignment for postal management who have at their
command the full resources of the Postal Service and, hopefully, a
research and development budget significantly larger than $23 million.
Moreover, these critical decisions require tfle full. sport of manage-
meit, to assuitire their successful implementation-it is unlikely that
specific decisions reached by this Commission could be imposed Iul)O
an unwilliig postal management.

For these reasons, the Commission recommended that the Postal
Service give immediate attention to implementing a short-term role
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and that a 2-year limit be set for the definition of a, long-term role. I
respectfully urge you, the Congress, to monitor the progress of this
work over the next 2 years. At the end of this period a most thorough
investigation should be made of the Service's reasons for or against
providing electronic communications services to the American public,
including-

1. The capability of private sector firms to provide these
services;

2. Comparative costs of several feasible systems which the Postal
Service might establish and their methods of deployment across
the Nation; and

3. The Postal Service's recommendation of the optimal system
or systems.

Contrary to the opinion of the majority. I recommended that the
Board of Governors be abolished and that the Postmaster General
and Deputy Postmaster General be directly appointed by the Presi-
dent, subject to Senate confirmation. I believe that a part-time Board
can never exercise control over postal management.

And I want to say parenthetically that, by statute, the Board of
Governors is restricted in the amount of meetings they can hold dur-
ing the course of a year, and it seems to me a pretty inefficient way of
running a $16 billion business to have a part-time Board of Governors
that in many instances have abrogated all of their authority, real or
theoretical, to the.Postmaster General, and he in turn is accountable
to no one.

The waste of resources caused by management's precipitous invest-
ment in the bulk mail system, theoretically directed by the Governors.
is the foremost example of this problem.

Let me call your attention here to Dage 101 of our report which indi-
cates that virtually, without exception. the decline in parcel post vol-
ume suffered by the Postal Service from 1959 through 1976 has
brought the total number of parcels handled by the Parcel Post Sec-
tion of the Postal Service below the 400-million-piece minimum re-
quirement needed to maintain the Bulk Mail System Center on a self-
sufficient basis. If you look at that chart it shows that the volume for
1976 was 338 million pieces. and based on the experience over those 18
years, the projected volume of parcel post handled by the Postal Serv-
ice by 1985 will be 137 million pieces a year-far, far below the 400
million required to justify the investment of a billion dollars of the
American taxpayers' money to build 2-1 bulk-mail centers around the
country.

Other example- have been mentioned in Mr. Freeman's statement.
The majority has curiously attempted to make maniageinent more

accountable by further ,liffisinlcr it in vet aiotlwr bodv-an advisory
council which. by the way. wold met. if the siujxerstion l)v the na-
jority of this Comrmission is followed, twice a year qimplv to hear
reports from the Board of Go'er,,ors with no aithorit' over the
Bo'rd and no right to change or challenae any of tlieir decisions. Their
claim is that by maintaining the Board and requiring it nerio(lically
to report to the Advisory Council. we can motivate the Governors to
actually govern. But who', I ask, would motivate the Advisory Council ?

This recommendation is supposed to preserve the Postmaster Gen-
eral from direct political influence on the conduct of postal affa-Yirs.
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However, I fail to see how the appointment of a Postmaster General
by Presidentially-appointed Governors is significantly less politicall:
than direct appointment of the Postmaster General by the president.

And I want to say that as long as you have a non-functioning, noi-
performing Board, as this Board of Governors has been since postal
reorganization. the Postmaster General is, in fact, accountable to no
one, and I think it is important that lie be accountable to the Plresident
and to the Congress so ultimately you can be accountable to the elec-
torate the next time you run.

Furthermore, I see no problem in political appointment for it as-
sures the management accountability which the Governors have been
remiss not to demand.

As a second point of disagreement. from the majority, I dissented
on the method by which postal rates should be approved ly the Postal
Rate Commission. Although I agree that the Governors lIiav a super-
fluous role which should be eliminated, as well as the Board itself, I do
not believe that the Postal Rate Commission should be given final rate-
making authority subject only to judicial review. Instead, I recom-
mend that the Postal Rate Commission submit recommended decisions
to the Congress. Present law requires the Postal Rate Commission to
consider important social factors in setting rates which are best left to
Congress. My recommendation would assure that these factors are
properly taken into account in each rate proceeding.

The Rate Commission should be authorized to propose a recom-
mended decision on rates. The decision would be submitted to both
Houses of Congress. If Congress did not act within 90 days to disap-
prove the decision, it would become effective. If Congress (isaI)pproved,
the decision would be returned to the Rate Commission for a new rec-
onimendation. If Congress disapproved the second decision, Congress
would be deemed to have appropriated the additional funds that
Postal Service would have received if the decision had become effective.

The Study Commission recommendation which has probably caused
the greatest public reaction is that the number of delivery days be cut
from 6 to 5 per week. I joined with Commissioner James Rademacher.
who is here. and will testify in his own behalf. We both opposed this
recommendation and urged instead that the level of public appropria-
tions be established as 13 percent of prior year expenses. rather than
the majority's 10 percent, to finance this necessary service. It is un-
conscionable to ask the American public to pay higher postal rates in
future years for less service than they now receive. A sixth day of
delivery adds only one-half cent to the price of a first-class stamp.

Further, I cannot recommend that good postal jobs be eliminated.
as they would under this recommendation, during a period of high un-
employment, when I believe the latest appropriation to provide jobs
for unemployed people in the country approximated some $21.5
billion.

Service must be enhanced rather than diminished. This is the best
method of preserving mail volume. In addition to retaining a sixth
delivery day, I would also preserve night processing of mail and would
reverse the existing policy of offering very limited mail pickup from
collection boxes. And let ine underscore that. The best informed advice

-this Commission received was that approximately 60 percent of pickup
opportunities afforded the American users of the Postal Services have
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been eliminated either in the form of reduced pickups at established
boxes or the elimination of boxes, f0 the extent that, as I said before,
60 percent of the opportunity is lost. I mail a lot of mail from the
Newark Airport. when I am in a hurry to have the letter delivered.
And, from many of the boxes in the jet airport, one of the best and
most modern in the world, there is only one pickup a day.

A special recommendation was made by Commissioner Rademacher
anl Johnson and me concerning the proposed relocation of a Inail
processing facility out of Toms River. N.J. The needs of this growing
community for the facility are well documented in the Commission's
rel)ort anl I will not belabor them here. I do want to stress the fact
that the Postal Service made its decision to relocate this facility with-
out community input. This is not the first example of autocratic ,leci-
sionmaking brought to our attention. It is bad government and bad
business which can impair community services and also the ilimage of
the Postal Service. Although I encourage the Postal Service to achieve
economics wherever possible, it must not blindside itself to the public
nleed.

Finally, I would like to comment briefly on a special assignment
which I was given by the Chairman and the. rest of the Commuission
to investigate alleged violations of the Davis-Bacon Act- by contrac-
tors retained by the Postal Service on facility renovation projects.
After the Com'mission received testimony on this matter from "Mr.
James k. (4rogan, president of the New Jersey State Building and
Construction Trade Council. I conducted an investigation to deter-
mine. its relevance to the major issues before us. Although this problenl
was not treated in our report, I believe it is important. to raise for
your consideration my strong suspicion that certain contractors re-
tained by the Postal Service in New Jersey, perhaps nationwide as
well, are not paying prevailing area wage rates as required by the
Davis-Bacon Aet, and that illegal aliens are being employed on postal
facility renovation projects.

As a, matter of fact, if you read the testimony, the Senator from
New Jersey and a. Congressman who recently retired from Congress
were condlucting hearings and sent one of their staff to investigate,
and when they entered the postal facility four people jumped out
of tie window'and ran, and when they fin,4lly al)l)rehended them they
turned out to be illegal aliens working on a project in one of these
postal facilities.

The Postal Service is clearly bound by the provisions of the Davis-
Bacon Act, and I would urge you to insist upon strict enforcement.

This concludes my prepared remarks, and I welcome any questions
which vou may have. I again thank you for this opportunity totest if y.

Mr. IT.\xu.E. Thank you very mu cli, Commissioner Krebs.
Commissioner Rademacher.
Ir. Iriso.N. Mr. Chairman, before Mr. Rademacher proceeds, how

m1ch time is going to be taken with the statements of the representa-
tives here? We-have been reading all about their recommendations in
the W1"all Street Journal and the New York Times as they have com-
pleted each vote on something, and I don't. know personally that we
have to listen to this lengthy testimony. The House is going into
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session at 11 o'clock. Members may want to leave at that time. I think
we should get to the question period as soon as possible.

Mr. HAxiNY. If the gentleman will yield, your point is well taken
in that the House will be going in at 11 o'clock, which then leaves
us subject to interruption. However, as I understand it, Mr. Rade-
macher's presentation is going to be relatively brief, and initially
he did not intend a presentation.

Am I correct, Mr. Rademacher, in thatI
Mr. RADEMAcH. You are correct, Mr. Chairman. I do not have

prepared testimony, I have just a few words to say in response to
some things that have already been said.

STATEMENT OF VICE CHAIRMAt-JAMES RADEMACHER

Mr. RADEMACHER. Mr. Chairman and members of the subcommittee,
I am certain that most members of Congress and most-of the American
public would have liked to have had the Commission recommend no
postage rate at all, a total service run completely by subsidy, 7-day
mail delivery, and the head of the Democratic Party as the PostmasterGeneral.

Well, I think we would not have been serving the purpose that was
intended if that was what this Commission reported. So we did the
best that we could.

There was a variety, a good mixture of membership on this Coin-
mission coming from various walks of life. I was very sensitive and
at times refused to be recognized as a labor leader on the Commission
because I felt that with 36 years of Postal Service, I should be able
to speak out based upon that experience, having worked under 12
Postmaster Generals during those 36 years. That is probably the
reason that I did at the time support the movement to retain the
present structure of the Postal Service. My union feelings were very
evident at that time when I voted to support the retention of the
system, because I am fully aware fliat postal employees are no longer
covered by civil service.

I am fully aware that if the Postmaster General is appointed by
the President of the United States, that the letter carrier would also
eventually be appointed by the Postmaster. I was fully aware, that we
have made some progress, and I resent the criticism that has been
made in the press and in other areas concerning wages of postal em--
ployees because Congress directed that wages be increased when it,
enacted the Postal Reorganization Act. As far as comparability is
concerned, we have not attained it with our own competitors, the
United Parcel Service. We are still better than a dollar an hour off,
and I do not consider that as comparability.

The Commission learned very rapidly the same conclusion that has
been learned by studies over the last 50 years of the Postal Service.
There is only one way to save money. and that is eliminate employees
and service- And so that is what thev set about to do. And when you
analyze what they did do, what we did do-and I take equal responsi-
bility-on page 40 of our report you will find that we succeeded in
finding $624 million available, a very insignificant amount of a $15

93-133---77-3
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billion budget. That is all that this Commission could fiad available
to destroy the Postal Service.

We had a mission that was more than just to come before this Con-
gress and talk about public service because we were hung with oie
feature of H.R. 6303 that said we were to discuss and study current
and future levels of service and the extent to which they should be
supported by appropriations.

I did join with Commissioner Krebs in urging the retention of
Saturday mail service, and I did so not based upon whether or not it
is needed, because the Commission did not have the time to study the
impact of the loss of Saturday service to people such as pensioners who
depended upon that Saturday delivery for a check, to farmers in par-
ticular who depend on daily reports that are received on Saturday that
effect agriculture, and receive Thursday's newspapers on Saturday
and :would not receive them until Monday. We did not study that.

We studied the cost impact, and as Commissioner Krebs saed, it is
less than a half cent of postage today. In 1985, naturally it could be
better than 1 cent of postage. But I don't believe the American people
or this Congress are ready to eliminate 16 percent of the mail service
for the sake of what amounts to, at the present time, less than 1 cent
of postage.

Now, it is true that the very reputable Nielson Corp. asked the
American people-3,000 of them out of some 200 million-whether or
not they would be willing to forgo one day of mail service instead of
having higher postage. If they knew what they were talking about
a half cent of postage, everyone would have answered, "We want our
6-day delivery."

But they weren't asked that kind of question. They were asked the
question,-'Would you be willing to forgo one day of delivery if we
don't raise your postage?" And if someone asked that question, I'd
be thinking about a 28-cent postage stamp.

And so I did join with Commissioner Krebs and urge the Congress
to appropriate merely 3 percent more per year, or 13 percent of the
previous year's expenses, so this Nation could continue to enjoy the
sixth day of delivery which is important in the lives of many
Americans.

There has been some criticism about productivity and it all depends
upon how you measure it. But I say to any person who is willing to
listen and who is a realist, when the records show that there are 55,000
fewer employees today than there were 3 years ago handling 3 percent
more mail than there was 3 years ago, there has been more than a 1-
percent increase in productivity, and the employees are deserving of
every cent they have received in wage increases.

And let me repeat what I have said over and over again, having been
one of the authors of the present postal contract, we had 'the cheapest,
the most modest contract in the history of the labor movement, one
that was very difficult to get ratified. And I am not the least bit
ashamed of it, and I am proud of the productivity of employees who
are working under extreme pressures at any time, even 6 days a week.

Our Commission studied very hard. We weren't a Commission that
just listened to staff and read reports and then voted. We had various
groups come before us. I don't know how many witnesses we heard
altogether, but there were at least 500, counting Washington experts
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who came before us because we were not satisfied that the Postal
Service was telling us the kinds of facts that were considered to be
fruitful. We also had them evaluated by two different firms to verify
the authenticity of those statements.

And in those statements we learned, yes, you can prevent errors.
There is a 7 percent-plus error on machines today that cannot be
avoided unless you slow down the machine, which will then become
more costly, and you might as well not have the machine. We learned
that.

Getting back to 6-day mail service, another reason why Commis-
sioner Krebs and I feel so strongly about it is that hidden in this report
is a matter that has not come to the attention of the American people
strongly enough. The Commission, including this speaker, did agree-
that the Postal Service could reduce its tours to two a day instead of
three, could eliminate a night tour, could eliminate differential pay and
save money, about $134 million if they did it within the next couple
of years-$134 million a year. But when you eliminate the night tour,
mail processing ceases at 9 o'clock. All the airmail that arrives at
National Airport, Mr. Chairman and- members of this subcommittee,
at 10 o'clock on Thursday night-airmail from the west coast-would
not be delivered until Monday under the proposal, which is already
being implemented by the Postal Service.

And that has been another concern of ours.
All of us have got to be concerned about the future of the Postal

Service. And Congress in its wisdom-whether it was wise or not is
not the issue-has seen fit to make certain that the Postal Service pay
the civil service retirement fund for any future wage increases repre-
sented by an unfunded liftbility. And we have learned together, all
of us, that by 1985, which is just around the corner, $2 to $3 billion
of the postal budget will be earmarked just for the retirement system
and for injury compensation, which I personally do not feel should
be an obligation of people who are using the U.S. mail service.

I defend the Advisory Council that Commissioner Krebs talked
about. I think that unionists, mail users, and the public at large have
got a right to know what the Postal Service is doing. And no matter
what happens to the structure of the Postal Service, I am convinced
that there ought to be a reinstitution of the Advisory Council which
the Congress saw fit to include in the original Postal Reorganization
Act.

I will say a couple of things in conclusion.
One is that if you will subtract the cost of inflation, the energy crisis.

rate increase delays, management bungling, there is no problem in
the Postal Service today that a reasonable and realistic appropriation
could not relieve.

And now. in view of the fact that in this last week I have heard
some very disturbing news, it is necessary that I make this statement.

In vie, v of the seeming arrogance on the part of postal management
in moving swiftly to implement those recommendations which ad-
versely affect the American people, namely preparation to decrease
service by 16 percent before Congress has'even had an opportunity
to evaluate the Commission's report, I can no longer subscribe to the
theory that the Postal Service be independent from congressional
control. Therefore, I publicly proclaim my dissent from continuation
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of the present method of structuring the Postal Service and would
strongly urge that any legislation accomplishing this amerrdment tU
the Postal Reorganization Act contain guarantees that politicizing
begins and ends with the appointment of the Postmaster Oenernl.

Mr. HAuI ,r. Thank you very much, Commissioner Rademacher.
Commissioner Blakely.

STATEMENT OF COMMISSIONER ROSE BLAKELY

Ms. BT.ArKi Y. Mr. Chairman, I appear simply to support the views
of the-majority. I wish that we had come to you with a wonderful
answer to the problems, but in fact I don't think there is one, and in
my limited judgment this is the best solution.

Mr. HANLEY. Thank you very much, Commissioner Blakely.
Mr. Freeman, initially I want to clarify a point that you made in

your testimony.
You suggest my unhappiness with the inability of the Commission

-to come back with a recommendation that would have the effect of
expanding upon Postal Service. I don't believe I ever made such -a
pronouncement. nor would it ever have been my intention to do that.
Iv criticism has been vested in the management of the Postal Service
for its reluctance to move in the direction of sophisticatiug the meth-
odology so that it could be competitive within its legal authority.

You will agree that it has failed miserably to move in the direction
of taking a look at the possibility of the electronic transmission of
messages, or to take a look at what the banking industry has done in
the area of electronic transfer of funds. This --is my fundamental
criticism.

Mr. Krebs has pronounced in his testimony exactly what I have
been saying for a number of years. Had the leadership of the Postal
Service back in 1976 embarked upon the type of program that Mr.
Krebs alludes to in his testimony today, the Service would, in my
judgment. not at all be in the dilemma that it is.

I am not critical of the Commission for not coming, back with a
report that suggests expansion. My criticism relates to the failure of
those at the top in not one, not two, but in three administrations, to
move progressively as their counterparts in the private sector might
]lave.

Hypothetically consider this example: If the General Motors Board
'decided not to move in the direction of automatic transmission and
all of the other devices now a nart of a 1977 automobile, the industry
would have been bankrupt had it not kept pace with its counterparts
in the industry.

This is my fundamental criticism.
I have long said to the management of the agency, "Take a look at

what your counterpart agency in the Private sector is doing, the
United Parcel Service, which is doing a fine job."

There has been a continuing reluctance on the part of this manage-
ment to even do that. I am advised by United Parcel. who have been
extremely cool)erative, that postal management to this day has failed
to acceptt its invitation to talk with, consult with, call upon them.

These Pre the reasons that I am highly critical of what you have
come back here with when, in effect, you really don't lift a finger from
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the standpoint of criticism of management. You are sying, in essence.
"Business as usual, my friendg, despite the fact that this team of
management over the course of these 7 years has brought the institu-
tion to the threshold of complete bankruptcy. We had to bail it out
last year through the enactment of my legislation, 6303. Had that not
become law, it was reasonable to believe that perhaps by November
of last year the institution couldn't even make its payroll.

So I think these are some of the reasons. And I could recite a litany._
and this committee can document everything that we say when we
stand critical of this management.

We are working this morning tinder the 5-minute rule here, and I
would gness that probably my 5 minutes are consumed.

May I impose upon you to ask the chairman for a commentary on
what "I have said up to this point.

Mr. FREEM AN. Yes, Mr. Chairman.
I would say it was the unanimous opinion of our Commission that

everything you have just said about thp. Postal Service is absolutely
right. They have resisted entry into electronic communication, and
to our dismay on one occasion when they indicated an unwillingness to)
even go into the facsimile field, I asked the Postal Service represen-
tative if they would allow other companies then-to provide transmnis-
sion of messages that way, and he said they would not permit that..
This was a direct statement that this form of technological progress;
was not to be made available to the public.

I think that the members of the Commission feel just as strongly as:
you do on that score. And it was our intention throughout the report
to indicate our feeling that there should be an entirely different atti-
tude-and I would agree that the resistance comes from the very top
within the Postal Service. We feel that they should be much more
aggressive.

I would say in very modest defense of the Postal Service that in
connection with facsimile transmission, they have said that this was:
tried in England and in Sweden-much smaller countries, to be
sure-and that there was no demand for the service. And I think this is
a legitimate consideration. However, we asked if they had made any
market study, as to whetlhvi' companies in this country would use it,
and they have not. They also said they didn't feel the'Postal Service
should enter into relationships with a single company. And we asked
if they were exploring it with many companies, and they said they
were not.

Mr. HANLET. Thank you, Mr. Freeman. Obviously they don't even
want to consider what has happened in Japan, the great progress that
has been made within the postal system. As I said to Mr. Bailar just
several weeks ago when he continued to relate satisfaction with what
his agency was doing-I said:

What about Japan? Japan is on the brink of implementation of a fine elec-
tronics message transmission systeini not only for its postal system but gross
national product of Japan stands to gain heavily because it will be marketing
that service in all countries of the world, and It could well lie that we here in
America, supposedly the most technologically astute nation in the world com-
munity, will be buying that technology from Japan, and that is to the disappoint-
Ing performance of the present Postmaster General and his predecessors.

Mr. Collins.
Mr, COLLINs. Thank you, Mr. Chairman.
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We appreciate the Commission coming in, and we have been reading
your reports as we go along. I kept thinking as I read this, that it must
have been an experience to Mr. Freeman, being a banker, to look at the
type of management structure we have in the post office. Because we
have a divided authority, a divided responsibility, and a political
iimpossibility.

was glad Mr. Rademacher said what he did. I have always been
impressed with your carriers of the post office. I think in that particu-
lar branch you still feel like you are riding a horse and it really is a
great spirit. Sometimes the new members of the post office staff don't
have the same enthusiasm as the old ones that have been career people.

I wanted to say, frankly, I am o~ie that thinks that a 5-day week is
a pretty good idea. My postman works 5 days and that is his route-5
(lays. So it wouldn't make much difference to him. All we'd be doing is
alternating the guy who is the substitute. It can be one very practical
approach to cost reduction.

Another thing that impressed me was this idea about rural post
offices closing, where they have practically no mail volume at all. But
this seems to be a political impossibility.

Now, I do think you all could change the basis of financing small
post offices. You have seen businesses that have different ways of pay-
ing their agents. Sometimes they are on a commission, sometimes on
a salary, sometimes on a combination basis. I wonder why you don't
make a contract with these little post offices where you would contract
with the postmaster on a 50-50 basis. In other words, he would be
entitled to run that post office, and 50 percent of the total local income
produced by that post office-and I say "local income" because he could
go out and sell stamps to Sears, Robuck in a big city or something-
but with 50 percent of local sales. Many of them might be willing to
quit, but on the other hand you'd be surprised how many would carry
on with a realistic economic basis.

Our problem here is Congress is elected by the people and we are
very responsive to the people. We had a hearing recently-and our
chairman is the hardest working, most diligent fellow I ever saw. I sat
here with him, and he asked everybody on the Post Office Committee
to come in and suggest ways to cut expenses. And he and I were the
only two talking about cutting expenses.

Ve are subject to election every 2 years, and the Post Office just can-
not look for Congress to ever give you any strength. Just being prag-
matic about this thing, Congressmen are not ever going to suggest cut-
ting expenses. And I have come to the conclusion that we ought to go
back to where we were when we got in this mess. I believe the G6vern-
ment ought to own the post office. I was on the other side but it
just doesn't work being half horse and half cow; it is a mixed up
animal. The President should be responsible. The President should
name the Postmaster General and Congress should be directly respon-
sible so we couldn't pass the buck.

It is going to be interesting what we do. I think Ben Bailar is a
good man. I know Congress always blasts the management because that
is an easy way to do it.

Thank you, Mr. Chairman.
Mr. HAN LEY. Thank you, Mr. Collins.
Mr. Wilson.
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Mr. WiLsoN. Mr. Freeman, can you tell me anything that your Com-
mission accomplished that wasn't already known by Mr. Hanley's
subcommittee or my subcommittee through the hearings we held?

Mr. FREEMAN. I cannot. I think the Committee and probably the
Congress has known for some time that the increased wage in an activ-
ity of which 86 percent of the cost is labor, without some limitation on
the extent and growth of that service, is inevitably going to be extra-
ordinarily expensive, and it must be paid for ultimately and in large
and ever increasing part by the Government. I think the Congress
knows this. I think it knew it last year when it authorized the appoint-
ment of this Commission and it intended the Commission, in a sense,
to report what the Congress already knew, but to make it somewhat the
scapegoat in making recommendations.

Mr. WILSON. It cost $1 million, approximately, for the work that
your Commission has done, Mr. Freeman, and that is probably one of
the biggest wastes of $1 million that I can imagine.

Mr. FnREENAN. We didn't create the Commission.
Mr. WILSON. I realize that. Congress created it. It was a compromise

shoved down our throat in conference. Mr. McGee thought it would be
a good way to avoid holding hearings himself so he created a
commission.

Mr. Freeman, you sit on the board of Time, Inc. and I think Mr.
Rhodes is.chairman of the board of directors of Reader's Digest. You
make some rather significant recommendations as far as ratemaking
is concerned on second- and third-class rates, including the recom-
mendation that the attributable cost be limited to 60 percent of to;:al
cost.

I don't know whether Mr. Taylor is on the board of any magazine
or book publisher. But don't you think you should have disqualified
yourselves, or did you disqualify yourselves from these particular rec-
ommendations involving rates?

Mr. FREEMfAN. Going to your first point, sir, when I was called up
and asked if I would serve on the Commission, I immediately pointed
out that I was on the board of Time, Inc. And the man who was calling
for the then President said, "That is one of the reasons you were
chosen." So I did not feel any conflict at that point.

The method of charging the magazines, which had been previously
established, a second-class rate, was not changed by the Commission
one way or the other. The limitation of attributable costs to 60 percent
would be a matter of importance to the magazines.

Mr. WimsoN. But wouldn't your recommendations place a greater
burden on -the first-class users? You stated in effect that the rates
should not be dependent upon the costs of delivery of the mail but
should be based on some other system. If your recommendations are
followed, the poor first-class user in the long run is going to be the one
to pay the extra rates, isn't that true?

Mr. FREEM AN. Our recommendation, sir, was that the earlier state-
ment of the Congress should prevail that some nine factors should be
considered in the establishment of rates, and that the recent December
28 decision in the greeting card case should not control. Our recom-
mendation is merely to make more effective the statutory provisions
that have been adopted by the Congress.

Now, going beyond that
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Mr. WmlsoN. Well, we are so limited on time that mine is probably
about up now. I wanted to ask Mr. Krebs a question-and I am going
to stay around for the second and third round of this hearing.

Mr. Krebs, first I'd like to commend you for having the intestinal
fortitude to take the position you have on so many of these matters.
You gave very strong endorsement for my legislation, I believe.

Mr. KREIBS. I wasn t aware of it but Im happy to join you.
Mr. WmSoN. You and Commissioners Rademacher and Johnson

made a special recommendation concerning the proposed relocation of
the facility in Toms River, N.J., your home state. And you mentioned
that this was not the only case where input had not been taken from
the community, that it was one of many cases. -

Did you recommend that any other areas be reconsidered or just the
one in !ew Jersey?

Mr. KnmBs. One in East St. Louis, too. And I want to say for the
record that while I am from New Jersey, I am a Democrat and have
been all my life. The bulk of the area being served by this facility that
is being moved is in a Republican congressional district. But one of
the Senators three Congressmen, all the local mayors, all the chiefs of
police, all oi the local county boards of freeholders, all the unions,
all of the senior citizen organizations, all of the real estate organiza-
tions expressed the unanimous feeling of the community throughout
this whole affair. Senior citizens are gathering in this area, and they
all came and pleaded that this not be done. And the Postal Service
cavalierly ignored this and said, "We have seen nothing you have said
that will change our minds."

Mr. WILSON. You have mentioned only one, but if there were others,
I commend you for them as well.

Mr. KRxBs. There were others, but this was the most receflt.
Mr. WiLsoN. Thank you.
Mr. HANLEY. Thank you, Mr. Wilson.
Mr. Corcoran.
Mr. CORCORAN. Thank you, Mr. Chairman.
I appreciate the work and time that the Commission has devoted

to the examination of the Postal Service problems, and I particularly
sympathize with the complexity of the problem, and I think you have
touched on some of the possible avenues of solution.

I have read your report, and I have considered your recommenda-
tions, and I do have some misgivings about some of them, but I don't
think that now is the time to dwell on my views. Rather I'd like to
use the opportunity to clarify, Mr. Chairman, a general theme that
I see running through the comments you made this morning and in
particular some of the recommendations that you are 'presenting.

I think you devoted a great deal of attention to the impact that
the electronic communication business will have on first-class mail in
the present Postal Service. It seems also that you are recommending
that the Postal Service, and especially the Congress, recognize this
developing trend, and I believe I read in your report that you are
recommending that the Postal Service get into the electronics com-
munication business.

Is that true or not?
Mr. FREEMAN. It is our recommendation that they become much

more aggressive and give far greater priority to the exploration of
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whether there is a market for services that they could render through
electronic transmission of messages.

We believe that they would find thiit there is a very substantial
market and a very real role for the Postal Service.

I can't say that we know that that is certain, but we feel that they
are remiss in not giving this the highest -priority, because we feel
that.if they do not find a substitute for the transmission of messages,
they will lose their business. knd if they lose a large part of the
first-class mail, which is the profitable mail, and have to increase the
rates charged on second, third, and fourth-class, which they are losing
already, we will wind up with a very elaborate deliver-, system of
40,000 facilities, and no mail except from one long part of the country
to another long remote part of the country, having lost the bulk of
the business, newspaper and magazine mail.

Mr. CORCORAN. Entering into the electronics communication busi-
ness, as you suggest, would-as I am sure you especially would appre-
ciate-require a substantial capital investment. Would you foresee
that as being a new capital investment or sone modification of the
existing 40,000 facilities?

Mr. FPEmANx. The proposition that was made toD the Postal Service,
which interested us tremendously, was the proposition by the Xerox
Corp. that it would put facsimile facilities in a series of post offices
in the major cities, and they would put these in at Xerox cost. They
would be owned by Xerox. The only expenses on the part of the Postal
Service would be '(a) teaching its people how to operate the facsimile
machines, and (b) a charge that they anticipated, 60 cents to A.T. & T.
and 60 cents to Xerox for each sheet. Their suggestion was that the
Postal Service charge something over $4 for the service.

So that particular proposition did not require a large capital invest-
ment, and it would permit an exploratory period in which, if the
Postal Service were disappointed, it could withdraw this.

Mr. KRFms. Could I just add one thing, Mr. Corcoran, please,
that I think is important in understanding their complete apathy in
this area. The Xerox proposal Mr. Freeman mentioned wozid lnve
been a joint venture for which Xerox would have done the market
research. It would hnve cost the Postal Service $20 million and Xerox
would have put $20 million up. It would have initially served 32 cities
across the country, and over a period of 7 years if it had been successful
Xerox was prepared-and the state of the art is such that they have
the hardware to do it-to provide facilities that would have reached
96.7 percent of all the metropolitan areas in this country.

Postal Service management turned it down because it hadn't been
solicited competitively. Mr. Freeman and the rest of us asked them
why didn't they go out ,on competitive bidding, and we still haven't
got an answer. The simple answer is they haven't done it because
essentially they have no desire to get involved in t his field.

Mr. CowoRAN. Thank you, (kommissioner,-
My time is up, but let me say that it appears from what you said

the entrance of the Postal Service, into the electronics business does
not necessarily mean the Government going in alone. It means recog-
nizing the opportunity and perhaps going into contractual relations
with private industry.

93-135--77-4
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Mr. FREEMAN.. The Postal Service has a magnificent gathering and
distribution system. If it provided fhose facilities and a private cor-
poration provided the-transmission from one post office to the other,
they could have a cooperative initial I effort.

Mr. CORCORAN. I agree, this linkage of the public and private sectors
should he tried in my opinion.

Mr. FREEMAN. And the Postal Service might find other ways that
it could serve the public without the private participation.

Mr. CORCORAN. Thank you very much.
Mr. HANILEY. Thank you, Mr.'Corcoran.
Mrs. Schroeder.
Mrs. SCHROEDER. Thank you, Mr. Chairman.
I would like to join Mr. Wilson in commending Mr. Krebs on his

courageous outspoken dissent, with which I agree.
Let me say I was very, very displeased with this report. I hear

you once again taking the old line of the second-class mailers, which
is saying that we must tax bread to subsidize the cost of the cake-
eaters. Now, if you are not a cake-eater you don't like to have your
bread taxed. And we are taxing the-bread very heavily, which is the
first-class mail. And the first-class mail is picking up the cost of the
second-class mail. It is very clear.

I find that part of your report, pages 62, 63, and 64, is shocking.
You are telling us what our legislative history is.

On page 64 you are saying that we have decided that with postal
rates, we didn't want full cost-that that really wasn't part of the
legislative history.

Now, I would like to read to you sections of the act in particular
section 3622(b) (3), which says that each class of mail will bear the
direct and indirect postal cost attributable to that class, plus that por-
tion of all other costs which are reasonably assignable to such class.

Then you can go on and look at section 403 (c), which says that the
Postal Service and the Postal Rate Commission are prohibited from
any undue or unreasonable discrimination among users of the mail.

Now, I don't know how the Rate Commission can find out if there
is undue discrimination if they can't allocate costs. And I think that
the whole act makes that very clear. I think prior cases have made that
very clear. And as I look at the assertions that you have made on pages
62 and 63, what you are telling us is you don't dare raise the price of
second-class mail because you will cut down the volume. But the same
thing happens if you raise the price of first-class mail, and you also
see absolutely no way you can attribute more than 50 percent of the
cost.

And I think if any business in America were to say that they couldn't
attribute costs, the IRS would throw them out, especially with that
kind of mandate.

So I really must say that I was most disappointed.
I talked to the chairman before the hearing and requested that this

subcommittee once again ask the GAO to finish the rate study that they
had begun, and if it's all right with the chairman-it was begun and
never quite published-could we as a subcommittee ask them to update
that report I

Mr. HANLEY. Mrs. Schroeder, you make an excellent point, as I
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mentioned earlier. Certainly the subcommittee will pursue your sug-
gestion and will have from GAO a final report.

Mrs. SCHROEDER. I just think that is the very guts of the matter. We
have to find out. It is very difficult for Congress, especially after last
night when we watched our marvelous budget procedure--it is very
diicult to figuure out what we are subsidizing who we are subsidiz-
ing, where the money is going, without having that kind of accounting
tool, a very basic cost attribution, cost-accounting tool. I think the law
clearly mandated that. I find it shocking that you didn't think that it
did. And I find the assertions conclusionary and don't see citations or
anything that you would expect -when you make those kinds of
statements.

Mr. FREEMAN. Ma'am, on page 60 and 61 of the report you will see
that section 3622(b) of title 39 contains the criteria that the'Congress
has insisted that the Commission consider in recommending rates. And
you will see there are a variety of elements in addition to the costs.

And look at No. 8, "the educational, cultural, scientific, and informa-
tional value to the recipient of mail matter."

It is not intended to be based entirely on the cost. That is the first
point.

Ms. SCHROEDER. Excuse me. I agree with that. The only problem is
we still must note costs before we can crank in factor No. 8.

Mr. FREEMfAN. I am all for that. The Postal Service has attempted
to estimate the costs of the various categories and the extent to which
the present rates cover that. And I can't remember the page right
now, although I will find it in a few minutes, but there are two other
points I'd like to make.

First, you said that we said if you increase the second-class rates
we will lose the second-class mail, and isn't this\rilso true of first-class
mail? It is not really so because in first-class mail the Postal Service
has monopoly. You ca n't go to a, competitor.

MS. Sc I ODER. But electronics fund transfer is going to cut into
that.

Mr. FREEMAN. Yes, it will over a considerable period of time, and
that is why we paid so much attention to that.

There is another issue, and I'd like to give a minute to that.. Because
when our hearings began I felt precisely the way you do at the
moment, that the magazines and newspapers were getting far more
service than they were paying for.

However, as we heard more witnesses, I realized that-take the
magazines as an example-the magazines sent second-class are not
paying their share of 6-day-a-week delivery, but they don't, want
6-day-a-week de-livery. They are not paying their share of 30.000
post offices, but they don't want 30,000 post offices. They feel that. they
are subsidizing this very elaborate delivery system which is wanted bV
recipients, but not by the senders.

Ms. SCHROEDER. I think we have to go vote, unfortunately, but I'd
love to argue with you on that.

Mr. HANLEY. If the gentleman will yield, T regret the inconvenience,
but we do have a vote, so the committee will stand in recess for 10
minutes.

[Whereupon, a short recess was taken.]
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Mr. HA-LEY. At the time of the committee's recess, I believe Mrs.
Schroeder's time had just expired.

The Chair recognizes the gentleman from Illinois, Mr. Derwinski.
MNr. DEnwiuSKI. Thank you, Mr. Chairman.
Mr. Freeman, I am rather-I won't say pleased with your report,

7but I think your report is quite practical. It is realistic. You can't
make a silk purse out of a sow's ear, so when you are discussing the
Postal Service you can't really proclaim or suggest tremendous in-
novations because the Post Office is a very traditional operation, and
there are limitations to what innovations it can absorb.

Looking through your report, overall it makes sense to me. It doesn't
create utopia or answer a lot of complaints, but we didn't expect you
to turn the whole Postal Service around.

On p age 10 of your testimony this morning, you referred to pres-
,sures from both mailer and labor groups as well as public complaintsthat would place upon the President and the Congress if we took the
-Postal Service directly back into our control.

Would you care to ehborate on that in any way?
Mr. FR EEM-A.N. I know that some of the mailers, and I know that at

least one of the unions, would like to avoid, in the mailer's case, the
establishment of rates through a judicial type of proceeding. They
would rather, by private discussions with Congressmen, arrive at rate
structures without the glare of publicity that is attendant upon a
judicial-type hearing. And I would think that many of the Congress-
men would feel that they would much prefer to be relieved of that kind
of pressure from all types of mailers.

I would also think that if the Postmaster General were appointed
by the President directly, some of the labor unions feel that that would
en d collective bargaining, and that they would be back seeking tbeir
wage increases through negotiations with the Congress. This would
subject some of the Congressmen to considerable pressures, particularly
those in areas where there was a strong organized labor structure.
And I would think that they would prefer to avoid those pressures.

Mr. DERWINSK. In one of the points you made, you have made a
specific estimate that by 1985 the annual cost to tle taxpayers, and
therefore the Treasury, of supporting the Postal Service would be
$12 billion.

Now. that is onlv 7 fiscal years away, and T imagine that $12 billion
'would be a staggering headache to thie Director of OMB or whoever
is President at that time.

Again, could you tell us how your Commission arrived at that $12
billion figure?

Mr. FREEMAN. I think that was in a report delivered in January of
this year, which was prepared by the Postal Service. I don't know
whatf the name of it is. This was a paper that they prepared, and it
showed a revenue of $14.8 billion and a total cost of $26.8 billion. So
that is a difference of $12 billion.

I have some reservations about any such figures from the Postal
Service, as I know you do, but that is what we relied on in this
instance.

Mr. DERWTN,'S.RT. Commissioner Krebs, I know our colleagues com-
mended you for what they called your courage, and I, too, commend
-you for touching upon a very delicate subject. I think you are ab-
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solutely accurate when you review the inconsistent data received from
the Civil Service.

You then went on to make note of the recent statement of the Post-
master General boasting of his $5 million surplus. And like you, I
believe it is a bookkeeping gimmick and not a legitimate statement
of the postal finances.

But keeping that in mind, do you then share the view of the other
Commissioners of the monumental financial problems the post office
faces in the future?

Mr. KREB& Well, this was alluded to obliquely earlier in the testi-
mony. I believe the essential problem is that the Postal Service never
came to the Congress and asked them to reckon with the force of
inflation. And I think that is one answer to your question.

The other answer to your question is we are dealing with a figure
projected I years hence or 8 years hence that -%ill still be related to
the annual budget of-this country. You can't take it out of context.
And I think it remains constant as a percentage of the total Federal
bu1igetior pretty close to constant.

Mr. ER VIwNSKI. Thank you. Mr. Chairman.
Mr. HANLEY. Thank you, Mr. Derwinski.
Mr. Solarz.
Mr. SOLARZ. Thank you, Mr. Chairman.
I'm sorry I wasn't able to be here from the beginning of the hearing,

but we were completing work in the International Relations Con:-t-
tee on the foreign aid bill and I had several amendments that had to
be attended to.

I understand in my absence my good friend, the gentlewoman front
Colorado, raised some questions concerning the propriety of providing
a continuing subsidy for second-class mail on the grounds that this.
would, in fact, require those people who don't read magazines, news-
papers, or other periodicals that take advantage of the subsidized
rate to, in effect, pay for material they don't get the immediate benefit
of.

I'd like to ask the gentlemen from the Commission who are with us
today whether or not they would agree with the observation that the
cultural and intellectual vitality of the Nation is not, in fact, served
by the periodicals, magazines, and newspapers which we now have in
the country, and the extent to which they would agree that an increase
in the second-cla. rate by making it more difficult for many of these
magazines which are on the very margin of economic survival to con-
tinue publication would ultimately be a disservice to the Nation. Is it
not true that we have, in effect, a significant. national interest in en-
couraging the broadest possible dissemination of ideas and informna-
tion; and that, in fact, the decline in the number of periodicals pub-
lished in this country over the course of the last several (leca(des, dlue
to the inexorable increase in costs, only some of which obviou-lv are
attributable to the increasing postal rates, has been really Inost un-
fortunate; and that this subsidy recognizes, in effect, the national in-
terest in making it possible to the extent feasible for those publications,
to remain in print?

Mr. FREEMAN. Yes, sir, I think there is a great national interest in
maintaining a wide diversity of news accounts and editorial comment.
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I think we are losing that in part because of the increase in postal
rates.

And let )e point out, as I am sure you know, that the second-Class
magazine rate is not subsidized after 1979. Within 2 years it well be
paying its full costs.

Now, I think that though there has been a loss of some journals in
the last few years, and in part this is due to the postal rates, it is also
due to changes in the-public's reading habits. The television report of
news has badly hurt the newspapers, for instance. Many people in
modest circumstances get the news free on the television. This imposes
atremendous burden on the television companies, and there is a tend-
encv there to report the dramatic events rather than the more substan-
tive ones-I shouldn't be saying that in the presence of our friends
from television here. But the phasing out of the subsidy for second-
class mail is probablyy justified. And I would think that the loss of
periodicals is clue partly to the cost and partly also due to cliinges in
public attitudes toward the news.

Mr1'. SOLARZ. Would you like to comment on that as well?
Mr. K.RiBs. I would like to call your attention, Congressman, to

the Postal Policy Act statement on page 26. I think this refers to the
point you are raising.

I also would like to suggest that the threat to volume is best drama-
tized by the number of inserts that fall out of your daily and Sunday
newspapers, and the higher you raise rates for second- and third-class
mail, the more competition you are making for yourself. And in order
to preserve the public service aspect, which I think is adequately
spelled out in the 1958 Postal Policy Act statement, it seems to demand
in my judgment that this~lind of consideration be given.

Mr. SOLAnZ. Would you favor a continuation of the subsidy?
Mr. KREMBS. No; I think the subsidies will phase out in not too many

years.
Mr. SOLARZ. If you both agree the national interest does require the

widest possible dissemination of ideas and information and if, in fact,
periodicals, which now get the benefit of the second-class subsidy,
would find it more difficult to continue providing this service to thie
country if the subsidy is eliminated, I'm not sure how you come to the
conclusion that we should continue the policy of phasing the subsidy
out if, in fact, it is in our interest to make it easier for ihese publica-
tions to remain in print.

Mr. KRr,P.s. This is one of the reasons the Commission recommended
to the Congress respectfully that by 1983 you take another look at this
total problem. And again,*it wasn't possible to come up with recom-
mendations that accomilodated all of the needs of all of the mail
users. And I would say that our report in this sense represents a com-
promise of the needs of varying , nd differino interests.

But it is something for which we didn't tlihnk we could make recom-
mendations forevermore and suggested that you take a look at it in
a few years.

MJr. SOLAP.z. You recall, I am sure, Thomas Jefferson's observation
to the effect that given a choice between a free government and a free
press, he would choose the latter either than the former, because you
could have a free press without a free government but you couldn't
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have a free government without a free press. And it doesn't do much
good to have a free press if it is financially impossible to print.

Just one final question, if I might, Mr. Chairman.
Most of my constituents, I think, seem to be more concerned about

what they conceive to be bad management in the Postal Service than
rates, although they are concerned about the latter as well. I get
numerous complaints about delivery of mail and the time it takes to
get a letter from one area to the other.

Is there anything in your judgment that we in the Congress can
do to deal with this problem of poor postal service and inefficient
postal management?

Mr. FREEMAN. The Postal Service is, of course, attempting to do
this. The vehicle they are using primarily is the employment of a
large number of additional supervisory personnel which, of course, is
expensive. They believe that with better supervision they will ae hieva
greater efficiency. And from my visits to post offices, I think this is
probably true.

If you would visit Washington or New York or Chicago-Post Offices,
you would see a lot of people that aren't working, unless you are being
taken on a tour by the postmaster. You would see a lot of people who
are visiting or having coffee or just standing around, and you'd see
thousands of bags of mail that were not moving.

The background of original employment in the Postal Service has
been such that it has been very difficult to get an efficient, fast tempo
into the personnel.
- If you would compare a United Parcel Service "hub," they call it,
with a Postal Service bulk mail center, you'd see a very real difference
in the tempo at which the people work: The Postal Service acts more
like a Government agency. They have complete security. Nobody is
going to fire them. To fire somebody for inefficiency in the Postal Serv-
ice is a major undertaking. I think this is a handicap that it is very
difficult to overcome.

Mr. KREBS. I would like to suplement that. I first of all don't agree
that there is overwhelming malingering on the part of the postal
employees. I think a large part of this might very well be made
manifest to you if you walk through the New York City General Post
Office or Washington Post Office and saw the inadequate, ancient plant
they are required to work in, the conditions they are required to work
under, unsanitary and uliealthful conditions.

To put to you the questions contained in my minority views, I'd
say, yes, the top management is inefficient. I think the top manage-
ment in most cases, since the-postal reorganization, is ill-equipped to
run the Postal Service. They brought in, under the first Postmaster
General, under the reorganization, the former -president of the Na-
tional Chamber of Commerce. They brought in under the second
Postmaster and executive from the kmerictn Can Co., and the third
is from American Can. And I think there are enough hardworking,
dedicated people in the Postal Service who know how to run it if more
attention were paid to the competency of people who are selected for
these top executive spots.

,Ir. ITANLE-xY. Thank you, Mr. Solarz.
Mr. Gihan.
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My. GILMAN. Thank you, Mr. Chairman._
I want to join my colleagues in commending the Commissioners for

their work in this activity and for the giving of their time-I assume
it was quite extensive-in trying to resolve some of the problems that
are confronting our Nation and confronting the Postal Service.-

But I am frank to say that I am not satisfied with the final conclu-
sions and recommendations that were arrived at by the Commission.
As a matter of fact, I am quite disappointed in the substance of the
repott. And I might say that 1 probably shouldn't be too much sur-
prised because in August of last year when considering the Postal
- organization Act Amendments of 1975 before the House I stated--
lam quoting from the record at that time-

I cannot envision just how a blue-ribbon commission with a brief duration of
4 to 5 months can possibly uncover any new remedies that have not already been
endlessly discussed and debated either in committee or on the floor of the House.
However, given the political reality of present circumstances, I am prepared to
adopt a "wait and see" attitude and let a fresh Congress grapple with the Com-
mission's recommendations on the mammoth problems of Postal Service should
the Congress be unwilling or unable to accomplish something" in their own
right.

Butt apparently the "wait and see" period didn't accomplish too
much. I only hope Congress is now prepared to address the major

problems conf fronting the Postal Service, and you have certainly high-
lighted some of those problems, even though you have not come up
with what I car see are any new initiatives.

I think the report is quite cosmetic and there has been no in-depth
analysis of the organizational and structural problems. I am very con-
cerned that no management consultants were hired.

I may be in error about that. Did you take on any management con-
sultant people who analyzed the structure and operation and made
management recommendations t And if they were made, where are they
in the report I

Mr. FREMAN. Well, they are in succeeding volumes, sir. We have
five consultants in different fields. Lewin & Associates primarily ana-
lyzed postal organization. We also had Arthur D. Little and George

v Jaehmnton University.
Mr. Gruuw. Didn't George Washington University concentrate

on the electronic communications?
Mr. FREEMAN. Yes.
Mr. GiLM.AN. What did Arthur Lewin concentrate on?
Mr. FREEMAN. On management, structure of the Post Office, and the

forecasts of hicome and expenses at different levels.
Mr. GIMAN. Isn't Arthur Lewin mostly an economic type of group?
Mr. FREEMAN. No, I think Mr. Lewin's background was the Postal

Service. I think he was the assistant to the Postmaster. Larry Lewin
was with the Post Office for some time and was the Assistant to the
Postmaster General, and I think you could say he is an economist,
but primarily his area was based on a study of the management of the
Postal Service.

Mr. G0LMAN. Was he the only management consultant, then?
Mr. FRE.-MAN. Yes.
Mr. GILMIA. Essentially what did the Commission spend in your

work?
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' Mr. :FRtwiti 'I thihk:. ur 'total expenditures ran about $550,000,
plus the printing by the Government Printing Office, and, I don't know
what-that_ 'tvil:rum I woxld gue it iould run $150,000.

Mr. GiLAN. Aid wheg did yoft actually start to work? I understand
there Was quite a bit of otganizational work, When did you actuallystatyotur study and'a~alysis Work .I

M.r FE UAN. We had our first meeting on Octobei- 28, which was
before some 'O the nM'embers had even been designated or notified of
their appointments. Within a week after that, we bnga ged. our chief
of staff, David Minton, with whom I expect you are all acquainted.

Mrd Gitk iAi. When did yoh start getting ilto the hearing stage and
analysis stige? ' •

Mr. FRtEMiNEb ., I thiik 'it was Deceniber that we started having
hearings.,

Mr. ILJMAx. And when did you conclude your work?
Mr. Fg VKAX; I think it was ir February, wasn't it?
Mr. KnEBS. Yes. , .
Mri GILA M . In February I
Mr. FREEMAN. Yes.
Mr. GILM.A N. So essentially it was 2 or 3 months of. Work, is that it?
Mr. FREEMAN . Oh, no, we worked rfrom October 28 until we turned

-in a report on April 18. That was tho' period of our existence. Arid we
were working all of the time. We did an awful lot of work after the
hearings.

Mr. GILMAN. Mr. Chairman, my time is running out, and I would
like to ask just one or two other questions. Please correct me if I am
wrong.

Essentially the major recommendations you came up with in this 3-
or 4-month study was to cut back on Saturday service at the same time
the reports indicate we should be trying to'give the public as much
service as possible; to conduct referendums on whether or not to close
post-offices and maybe close them up if there is a, postmaster who is
retired and there is attrition in that post office; to discard any obsolete
services; to emphasize timely delivery; to explore electronic communi-
cations; and to increase postal subsidies and rates.

These are what I have delineated that seem to me to be the essen-
tial recommendations you have made; is that correct?

Mr. FREEMAN. I think that is largely true, yes.
Mr. GILMAN. Are there any new initiatives in any of these recom-

mendations that this committee has not explored in depth before? Do
you see anything new or any structural changes or any recommenda-
tions that you have made to the Congress that really are pertinent?

Mr. FREM 1AN. You made significant structurailchanges 7 years ago
that went into effect on July 1, 1971. On the whole, with perhaps one
exception, we felt the structure you set up was an improvement and
that it is making some-progress, and that that structure shQuld be al-
lowed to continue for some additional period in order to finally con-
clude whether that was the best structure or not.

Mr. GILMAN. If I might interrupt, the basis of that structure was
an independent service.

Mr. FREamrAX. Yes, sir.

93-135-7T-5
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Mr. GILMAN. And now you are telling us to change that and take
back the control?

Mr. FREEMAN. No; we are not telling you that. We are telling you
not to change it, to keep it the way it is. Commissioner Kreb's recom-
mendation is to do away with the present structure, give the appoint-
ment back to the President and involve the Congress more actively in
ratemaking and other facets.

Mr. GiLMAN. Is Mr. Krebs the only member of the Commission that
is of that opinion?

Mr. FR:EEmAN. Yes, sir.
Mr. GILMAn. Well, frankly-and I know my time has run, Mr.

Chairman, and I regret we don't have more time and I hope we will
have further opportunity-I am inclined to agree with my colleague
from California, Mr. Wilson, there is a great deal of waste in expendi-
ture here if these are the only recommendations that Commission could
come up with. I think you had the opportunity and the ability to make
some really indepth review, and I regret and am disappointed that
you have not come forward with any better initiatives than these few
I cited earlier.

Thank you, Mr. Chairman.
Mr. HANLEY. Thank you, Mr. Gilman.
We will now commence a second round, so, of course, you will have

the opportunity to resume.
Mr. Freeman, you make reference on page 2 and page 3 to postal

pay. You cite it as a major factor in regard to the fiscal status of the
agency, and cite as a primary cause the congressional mandate that
postal wages be comparable to those in the private sector.

In your opinion, are postal employees paid more than they should
be paid ?

Mr. FREE.MAN. I think that the mandate has probably properly
been carried out in the sense that they are paid comparably to those
workers in the private sector who are in large part in highly'organized
activities, highly unionized activities.

Are they paid too much? I don't suppose anybody gathers a lot of
flowers by saying that any large group is paid too much.

I think that to put their salaries on a really equal basis when they
have considerably greater security than in the private sector results
in a combination that may be higher than is absolutely necessary.

Mr. HANLEY. With regard to thP congressional mandate-and I
would not want the implication to be that the Congress has mandated
a situation which directs excessive payments of wages to any Federal
employee-the mandate, of course, relates to the Comparability Act
of 1967 instituted for the purpose of bringing wages in line with' those
in the private, sector.

Now, if von make a coiinarison-and I don't, know whether the Com-
mission has-of the Postal Service and any other agency of Govern-
nient-have you made that coin narison by chance? Have you compared
postal wages with wages paid Federal employees in any other agency?* Mr. FREE.A. . I have not seen a significant study'of that kind. I
have been led to believe that the wages paid to Postal Service em-
p 1ovees are higher than woudi be triie throughout the Government
agencies generally. And I think there is a particular section of the
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statute, sir, of title 39, section 101(c), which applies particularly (o
the Postal Service as an employer:

"The Postal Service shall achieve and maintain compensation for
its officers and employees comparable to the rates and types of coin-
pensation paid in the private sector of the economy of the United
States."

I think that is a specific provision.
Mr. IANLEY. That is the intent, of Congress, that the matter be

equathi ex"actly with their counterparts in the private secor.,
What the agency might, do beyond that miglit be a decision made by

the management of the U.S. Postal SerN-ice, in no degree a congres-
sional mandate.

Mr. FI.EEMNIAN. Yes; beyond the equivalency, that would be so.
Mr. HANLEY. If there is something there beyond what those in the

private sector are getting, that is a decision made by postal manage-
ment, not the Congress. --

It is kind of an interesting note that when you take a look at what
the counterpart in the private sector pays-and I refer specifically to
the United Parcel Service, which again I commend-its employees
actually enjoy higher wages than those employed by the USPS. Of
course, you were aware of that.

Mr. FREEMAN. Yes, sir. There would )e two thoughts I'd have on
that. First, the current wage arrangement was negotiated in the Postal
Service in 1975. The arrangement with the United Parcel people was
late I-Ast year or early in 1.77, so there is some time difference.

Beyond that, there is a difference in employment of the two types.
If you go to a United Parcel hub station-and it is very interesting
and I expet you have been there-they employ a large number of
people for 4 hours a day, mostly young college pe*o)le who are earning
$25 or $30 a day on the side, so to speak. And they work at almost
feverish pace. 'They have, I belime, far less security in the long run,
and far less room ?or personal activities than do the employees of the
Postal Service.

Mr. HALNEY. Political activity-under the law the postal employee
cannot be involved i that.

Mr. FREEIMAN. 'T'hat was a bad choice of words. I mean in the U.S.
Parcel Service hub station they aren't standing around talking and
in the post office they are.

Ir. TIANL:Y. I see'..Just another l)oint on the su1)ject of labor. You
have mentioned collective bargainiligan l I just Want to n1ake it
clear that whatever type of legislative package is assembled b this
Committee. it is certainly going to contain a provision that assures that
collective bargaining, in the sense that it has prev-ailed since 1970,
would continue to prevail.

There are some who seem to misinterpret, saying that an agency
where the head of it is ap)p)ointed or elected cannot move with a collec-
tive bargaining proc.edlre. Well, this is untrue. Ve have many exam-
ples. TVA, of course, the Tennessee Valley Authority, being one of
then. and from there von go to units of State and local government
where collective bargaining is widespread, despite the fact that those
in chlarge of managing are either appointed or elected.
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So should the committee move in the direction of Presidential ap-
pointment of the Postmaster General,. abolition of the Board of Gov-
ernors, the collective bargaining provision would not be altered at all.

I guess my time has expired, and I guess Mr. 1W ilson is nextqt. bat.
,Mr. .iLSO. Tlank you, Mr. Chairman.

Mr. Freeman, with the exception of your recommendation o. the
electronic transfer of mail, by recommending a continuation of the
Board of Governors with authority to appoint the Postmaster General,
a cutback in home delivery to 5 days, greater subsidies without added
accountability to Congress or the President, haven't you really given
the postal managers everything they want? I am just wondering who
had the real input in your report?

Did the staff have an opportunity to assist you with ,oiir report,
or did the Postal Service have the greatest amount of inpift"in to this?

Mr. FREEMAN. Well, let me say in the first instance I would not, quite
accept your statement. We did recommend that the final auilhbrity:
on rates would be the Postal Rate Commissioii and not the B0.1rd of
Governors. That was a change that, they didn't care for iiuch.

We recommend that the Postal Rate Commission be independent
of the Postal Service in terms of its funding. That was another thing.

Mr. WILsoN. I already had this in my bill before you came out*'with
the report.

Mr. FRFE.rAN. Fine. I am glad we are in agreement" on one point.
Mr. WILSON. Well, all right. I like to.be responsible for mV oN-n

committee reports, but I must depend on staff because they have the
time to do the job. I am just concerned thot you probably diq not
use this practice in writing this particular report.

Mr. FREEMAN. Oh, yes, we did, sir. The chief of our staff, who was
brought to us or we got him from the staff of the Postal Committee
of the House of Representatives, David Minton-he had previously
been on the staff of the Senate committee. and to my knowledge has
i1ever been associated with the Postal Service directly. 'We received
many papers that we asked for from the Postal Service. but I must
say rather than controlling our line of thought it. was like pulling
teeth-to get anything from the Postal Service.

Mr. W~msov. Well, all right. I am a little surprised at your reason-
ing for the continued perference to second-class mailers. You say
that they don't need all the postal facilities, they don't need all thetrucks, they don't need all of the letter carriers, so they don't think
they should have to pay for all these things.

Doesn't this really apply to every mail user there is?
Mr. FRFXAN. Yes.
Mr. Wuso, I suppose the people out in rural areas don't need

the big city post offices. Isn't that really an unreasonable excuse for
giving second-class mailers a preference?

Mr. FRE AN. I don't think it's an unreasonable point.' The fact
is-and I think you hive put your finger on it-none of the mailers
would elect to have this distribution system if they had ot iay for it.
Business mail, we'll say, accounts for 80 percent of the first-class, and
could be delivered satisfactorily 3 days a week at the post office and
people could pick it up.

The extensive delivery system is wanted not by the mailers but by
the recipients. And the recipients as such do not pay for it at all.
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Mr. WImso.. If the recipients weren't happy with it, my God, the
mailers wouldn't have any business. Aren't the recipients the ones that
we are trying to service? They are the ones that we are taking care
of with this Postal Service. They are the ones we should be satisfying.
I don't understand that reverse reasoning of yours.

Mr. FREEM1CAN. Well, let me express it this way. When I was young,
the groceries were delivered to the house. The drugstore sent a boy
up on a bicycle to deliver the drugs. The milkman came every day.
The doctor made house calls.

In the intervening years we have had a big change in our society.
Labor costs have risen very rapidly and have made this delivery sys-
tem expensive. On the other hand, the increase in wages has given the
average family the wherewithal to have an automobile. So our so-
ciety ias changed. Families go to the supermarket and get their gro-
ceries.

Mr. WILSON. Maybe we should abolish the Postal Service com-
pletely.

Mr. FREEMAN. No, I don't believe that would be necessary. But I be-
lieve. sir. that in another 20 or 25 years, though we will have a Postal
Service, the actual delivery will be far less.

Mr. WILSON. I think you hit it on the head. If your report is fol-
lowe we won't have a Pagkal Service. This will be the end of the
Postal 1etaice.

You mentioned the relaxing of the private express statutes.
You indicate that they should be relaxed in order to pick and

choose certain elements of the priority delivery market for business
needs.

Isn't this something that would really destroy the Postal Service
completely if we relaxed the private express statutes?

Mr. FiREnEAN. It would and we are not for it.
Mr. WILSON. You are in your report.
Mr. FREEMAN. I think there are two areas in which we think there

might be some relaxation.
The first is a relatively unimportant one, but when a shipper ships

freight across the ocean, they very often like to send reports of the
documents and other matters with that shipment so that it will ar-
rive at the same time. Many of the shipping companies resent, having
to pay postage on those messages that are sent by freight or by the
shippers with their goods. That is a relatively minor thing.

Mr. WilsoN. Let me ask just one more question. Mv time has run
out again. On parcel post, the Postal Service has a peculiar philosophy
that they are not supposed to try to regain any of the lost business.
Do vou agree with that?

Mr. FREEMAN. No, sir.
Mr. WILSON. How are they going to regain any business if they

implement your recommendation of a 5-day delivery week?
Mr. FRE.MAN. There are two answers to that. First, we recommend

that the delivery windows in the post office -would be open on Satur-
day. Second, it is my recollection-and I am not positive of this-
that our recommendation was that parcels would be delivered on the
sixth day.
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Mr. WLSoN. Did Mr. Johnson support 5-day delivery because the
-clerks would continue to work 6 days a week and only the letter car-
riers would be restricted to 5 days a week?

Mr. FREEmAN. I think that is really a little unfair to Mr. Johnson.
That may very well have influenced him to some extent, but I have
been with him at dinners with members of his union as we traveled
around the country together, and I think David Johnson understands,
and a good many of his people understand, that unless moves are made
to make the Postal Service more economical, they just may not have
their jobs in another 20 or 25 years.

Mr. WILSON. Thank you, Mr. Chairman, I'm sorry I exceeded my
time.

Mr. H\A LEY. Thank you, Mr. Wilson.
Mr. K'RrBS. Mr. Chairman. may I intrude 1 minute? I think it is

important, to go back to the finst question Mr. Wilson asked. For the
record, it is my considered judgment that the staff of this Commission
played a very meaningful role in the ultimate product.

I do want to suggest respectfully to the Congress, however, that the
next time such a Commission is appointed you might want to give a
second thought to whether the Postmaster General is appointed to
serve on such a Commission. I think he should not have been there. I
think his presence unduly influenced people, and I think it was i
mistake to have him there. It was impossible to have a completely
objective Commission serving in this area.

I would also like to point out something of which you may not be
aware.

One of the reasons I am sure the Board of Governors is a nonper-
forming Board of Governors is the fact that Mr. Louis Cox, the
General Counsel of the Postal Service, is also the Executive Director
of the. Board of Governors. And this, to me, is a flagrant conflict of
interest.

Mr. WILSON. Thank you very much, Mr. Krebs.
Mr. HANLEY. Thank you, Mr. Krebs.
Mr. Derwinski.
Mr. DERWINSKT. Thank you, Mr. Chairman.
Commissioner Krebs, you served in Congress with us. In fact, you

served in the (lays before postal reform, if I recnll. And I think to be
objective one must recognize that. the reason the Postal Service has the
monmental headaches is not that they were created the last 6 years.
Thev were created before that. when Congress and the political control
of the Post Office permitted facilities to go downhill at a time when
volume was increasing. So what the new management has had to face
for the last 6 years is to salvage come order out of chaos. They haven't
created chaos; they inherited it. That's a fact.

My question basicf.lly is this: We had a pattern in the late 1960's
where we would increase postage rates 1 cent a year at the time postal
employees received a pay raise. In fact. postage was being used to cover
not only the postal employees' salaries bu the salaries of other Federal
civilian employees.

If the executive branch and the legislative branch take back control
of the Postal Service and ar, therefore responsible for its totol budget,
I envision nothing but a repeat performance of a tie-in between in-
creased rates every time the Federal Establishment is demanding a
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pay increase. Congress, being political, will yield to that kind of pres-
sure, and I don't see that as a step forward. I see that as a monumental
step backward.

But I would like to direct a question to Commissioner Blakely. Of
all the Commissioners, you came into this, ma'am, with the least experi-
ence relative to the Postal Service. Therefore, in my judgment, you
should be the most objective and you should have receii edan education.

Based on your 6-month look at the Postal Service, is there any special
cure or. let's say, any insolvable problems you think you have noted?

MNs. ]LAKELY. Any solvable problems?
Mr. DERWINSKT. Insolvable.
M[s. BLAKELY. Well, the trend of inflation is insoluble, as far as the

Post Office is concerned. I agree. with you. I think the problems that
face the Post Office are not totally of their own making. And I have
come to the conclusion that really our report is not what I wanted to be
able to say, but it is the only thing that in all honestly I can say.

I was very much opposed to having hearings around the country. I
thought that it would be a waste of money-L-am a taxpayer. But I am
glad we did that because I learned quite a bit going around the country
and listening to other people talk about their post offices.

Have I answered you?
Mr. DERWINSKi. Yes. In other words, you felt in traveling around

the country=--
Ms. BLAIELY. I think we should listen to those people. I listened

to them. I learned a lot. I really don't think that people are furious in
every respect with their post offices. I think generally speaking that
they do not find it a total disaster. They certainly don't want higher
rates, but if you can compare a 13-cent stamp with a 15-cent telephone
call, maybe tiat is not so bad.

Mr. DERWI NSKT. Mr. Freeman, I am aware thatin addition to your
official meetings, you also met informally with members and you and
all the Commissioners did your best to become totally familiar with the
problems of the Postal Service.

I think you have noted in listening to members that the Postal Serv-
ice management is aboht as popular as a bastard at a family reunion.
Part of that is their philosophy and part of that is their attitude that
they didn't need Congress because they were quasi-independent.

I have the feeling that it is this lack of appreciation for public rela-
tions and for the public image that also contributed to the complaints
in the field.

Did vou run into that. during your nationwide chain of hearings?
Mir. FREEANMY. Yes, we did. We ran into unhappiness on the part of

many postmasters who felt that everything was decided in Washington
and that they were not consulted very much.

I think the present Postmaster General is more aware of the im-
portance of improving your relationship with the Congress than his
predecessor. I think he comes from a fine family, has a fine education,
is highly motivated, and wants to do the best job he can. He is fright-
ened of Congress. I think many of the acts for which we criticize him
are the result of his concern lest he be criticized by the Congress. He
takes a very defensive attitude about competing for parcel post. He
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says ,"The Congress would not want me to compete with a private, tax-
paying organization."

We didn't feel he was right about that because, my gosh, the Postal _
Service had all the business and United Parcel Service took it away and
the Postal Service ought to be able to go back and compete. .

Mr. HANLEY. I regret to have to interrupt, but once again we have
a vote on the floor. Hence, the hearing will stand recessed -for 10
minutes.

[1horcupon, a short recess was taken.]
Mr. HANLEY. On the occasion of the recess, Mr. Derwinski's time

expired and the Chair recognizes Ms. Schroeder.
Ms. SCHROEDEJR. Thank you very much, Mr. Chairman. And again

let me just pursue this rate and attributable cost thing a little bit mohre.
Since the Postal Service came into effect and was created, first-class

rates have gone up 66 percent. Also people in first class have to pay
that, as you well know, because the private express statute only applies
to first-class rates. So if you are using first-class mail that is the only
place you can go, whereas the other classes of mail can go other dif-
ferent places.

Now, one of the things that surprises me in your argument is that.
you were saying we have to keep the price of second-class mail and
third-class and fourth-class down or they will go elsewhere. On the
other hand, if you look at the history of the Postal Service-and I
assume that is what the Commission did-you will notice that the
greatest increase has been in firstclass, and the most service reduction
has been in first class. Most of the major service reductions have im-
pacted on first class more than anything else.

So while the second-class users may not care about delivery more
-than three times aWeek or something like that, obviously the first-class
users do.

Now, how do you work that into your formula?
Mr. FREEMAN. Well, ma'am, I suppose that any of us, if we were in

business and we had competition in one of our product lines and not
in the other, we would tend to increase the price a bit where we had
the monopoly and reduce the price where we had competition, reduce
the price to where it covered our out-of-pocket costs and made some
smarl contribution to the overhead.

And I think that is really what has been happening in the Postal
Sei'vice.

As to your preliminary statement that there has been more of a
reduction of the quality of service in first-class mail than others. I am
not entirely certain of that. When they did away with air mail and
virtually put all first class in the air, I think that that was thought to
be an improvement in the first-class service. It certainly wasn't .an im-
provement in the air mail which we no longer have, but I think it
probably was an improvement in the first class.

Ms. SCHROEDER. The one thing that the second-class mail users can
do if they feel they are being overpriced for what they are getting,
which is what I kind of hear you saying-and you said originally you.
would have agreed with my statements but you changed your mind
because in talking about magazines you said there is a lot ihey didn't
like. It must be cheaper to use-magazines could set up their own de-
livery but they haven't done that.
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Mr. Fr EEM1AN. I think the Reader's Digest has done that in 40 cities,
and others in a more limited number of cities. I think they can find
they can deliver cheaper in those areas where there is a fairly high
concentration of subscribers, but obviously can't deliver at anywhere
near as low a cost in scattered areas.

M s. SCHROEDER. Except one of the things you said they didn't like
being billed for was individual residential boxes and daily deliveries,
so that kind of chutzpah.Mr. FREEMAN. They'd be quite content to have their subscribers pick
up their copies of the magazine at the post office or a cluster box,
rather than have it delivered to the house. And since very few of the
magazines deliver more than once a week, they'd be content with 1 or 2
days' delivery.

M s. SCHROEDER. I think an awful lot of people using first class are
probably billed for a lot of things they don't like. 'J'he bulk mail
facility-an awful lot of that came out of, quote "institutional costs,"
which happened to come out of institutional users, and not a piece of
first-class mail goes through the bulk mail facilities, which I find in-
credible. But there is no way for first class users to go.

Then when I mentioned the attributable cost, you said there were
many other factors, with which I agree. But it seems to me under the
rate structure as we have it, it is difficult to take those factors into
account. Because while National Geographic may be very educational
and we may want it, I am offended by Playboy falling in the same
classification. And they do fall in the same classification. And so 1
see no hell) or no dealing with the rate structure.

You don't address yourself to that, really, and what we end up doing
is because there may be one good thing in the class, we are forced to
accept the whole class. And from a business and policymaking perspec-
tive. it puts us in an impossible position.

Mr. FRiEEN[A-N. I can't answer that. There is a feeling-and I think
a widespread feeling and one expressed by Congress many times-
that they do want to encourage the distribution of these very cultural
news periodicals, and yet they have Hustler in there which they say
is a bad thing. And you say, "Why don't you eliminate some of those ?"
And they say, "Well, that would be interference with the freedom of
expression and we can't."

Ms. SCHROEDER. I think we can have freedom of expression, but the
question is whether we should have subsidized expression. If we want
to subsidize cultural things, that is different than subsidizing free
speech.

And I am all for subsidizing-as I read this, it says "educational,
cultural, scientific"-it is very specific. And I don't see Penthouse or
Playboy falling in there. Maybe it's very scientific. I don't know.

Mr. WILsox. It's very cultural.
[Lauglter.]

s. " SVIROEDER. But, you see, here is where I come in. There are
many things, I, as a policymaker, may be very willing to subsidize,
especially mail for the blind, certain books. And I have no problein
with that No. 8 in the act. The only problem is we are forced to have
a whole class that contains any number of things that I don't think
fall within that. And it isn't free speech because nobody is talking
about making Penthouse pay more than their fair share. I am saying

93-135--7T----6
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they should at, least have to pay their fair share, and I, a first-class mail
user, shouldn't have to subsidize that. I don't mind subsidizing some
other things, but I shouldn't have to subsidize that.

So by your accepting the Postal Service's continuing to go along
the way they do, which I think is a violation of the statutes and
which the courts think is a violation of the statutes. And by not dealing
with this whole class situation, we are really forced to continue down
this incredible path.

Obviously Penthouse isn't going to come up here, but they will find
a member of their class to come up here that is very difficult to reject
as policymakers, and we get used that way, and at some point the
taxpayer will just say, "That's it," and the whole Postal Service will
go down the chute because we haven't dealt with this.

Mr. FRE MAN. If I had my druthers-and I can't speak for any
other Commissioner because we didn't discuss this-I would prefer
to see every user of the mail pay the same scheduled rates. And if the
Congress felt that there were some things that it should encourage,
I would prefer to see that encouragement given separately from the
mails. And I would like to see every recipient 'of mail pay for the
right to receive it.

If we do believe in a market economy, it would not be impossible
to charge, let's say, $2 for the right to pick up your mail at the post
office for 1 year, $10 for a box, $20 for a cluster,'$30 for a curbside. or
$40 for deliVery to your house. We get our beef, our milk, and our
other items on the basis of the price we want to pay. But we all get
the same elaborate mail service, and somebody has to pay for it.

MNs. SCJHROEDER. But that somebody shouldn't be the group that
can't go anywhere else, the first-class users. That is what I object to in
your testimony on page 5.

Mr. FREEMA N. If you make them pay less. i-ho makes up the loss?
You can't charge it to the second. third, and fourth class. We have
lost in the last couple of years 37 percent of our parcels; we have lost
second-class mail; we have lost third-class mail, except for the non-
profit preferred which had a 30-odd percent increase.

The competition is such that we believe that we really can't afford
to increase the rates of these other classes more than about 6 percent
a year or we will find that we have a diminishing revenue.

.Ms. SCHROEDER. Well, I have gone way over my time., and I apolo-
gize, Mr. Chairman. but I want to say I hear what you are saying.
But I also think it deals with poor service. That is a lot of the reason
you have lost it. I think, too, we have also lost first, class, and that is
the goose that is laying the golden egg, and when the goose leaves
there won't be any more golden eggs.

Mr. FREENiANX. That is right, that's what we are worried about.
Ms. ScroRoDER. And there goes second, third, and fourth class. I

realize they want to hold the goose hostage, but the goose is getting
smaller every year and the eags will get smaller every year, and there
is going to be Penthouse looking for its subsidy.

Mr. FnEEFnr.kN. And the yolk will be on us.
[Laughter.]
Mr. J{AN,rFY. Thank you, Is. Schroeder.
Mr. Chairman, on page 9 of your testimony, alluding to the Board

of Governors again, you are inconsistent in the sense that you regi4er
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your disappointment with the performance of the Board. Yet, you
resist the abolishment of the Board.

Are you then saying that, "The concept should be preserved, but
let's get a new team. Let's wash out those sitting on the Board and
have the concept prevail"? Is that what your intent was, to get rid of
everybody sitting on the Board?

Apparently it is because certainly responsibility suggests that you
wouldn't want that type of tenure to continue. Maybe you'd better
explain.

Mr. FREF.MAIAN. I don't know that we would go quite that far. We
do believe it is desirable to maintain the Board. Any man running
an organization as large as the Postal Service-700,000 employees-
benefits from having somebody that is interested to whom he can
talk. If you are running a corporation, it is nice to have a board of
directors because you donzt want them to make every decision for von
but You like to exchange thoughts with them if they are intelligent
and experienced people. So we think a board does play a role or can
play a role.

We have been, and I think unanimously, disappointed with the per-
formance of the Board of Governors over the last several years be-
cause we believe they didn't feel an adequate sense of commitment.

We have not recommended that they all be discharged. We have
rccomnended that the number be reduced and that there be some
option for appointment of new members. And then we have recom-
mended something that is a little bit peculiar, I recognize.

When we had the Governors or the three leading Governors to talk
to us, we found they couldn't answer our questions. We found they
weren't informed. As Commissioner Krebr pointed out in one instance,
we found an attitude that was really incomprehensible to us. And the
majority of us felt if we had the opportunity to talk to those men
two or three times a year. they would either attempt to know a great
den l more about it than they do now or they'd quit.

We said:
How can we create something that will press them, whose questions they will

have to answer, by whom their knowledge or Ignorance or spirit will be
discovered? -_

And since there had been this Advisory Committee in the past, we
thought if that were reconstituted with representatives of the unions,
representatives of the mailers, and four representatives of the public,
two appointed by the House and two by the Senate, we would have a
jury or a group that would force the Governors to expose their ideas,
their knowledge or the lack of it, and that this would serve a discipli-
nary purpose.

Mr. HANLEY. Well., the virtual indictment contained within your
testimony here suggests that if I am a member of the Board4 of
Governors, it's higl time that I anit.

So that again points up one of the reasons for my disappointment
with your recommendations. It just isn't conceivable to me that I can,
in effect, pat on the back and say, "OK, business as usual," despite the
fact that your action or inaction as a member of the Board of Gover-
nors has led the institution to the dilemma that it's in.

If I am going to sit as a member of a board of directors or a board
of governors or whatever, immediately, assuming that I am a responsi-
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ile person, I recognize my responsibility to the entity that I am work-
ing with, in this instancethe taxpayers of America.

So as we recount the mistakes made by that institution which from
the standpoint of dollars runs into the hundreds and hundreds of mil-
lions of dollars, then they have fallen short of that responsibility, and
apparently as individuals they do not recognize it.

Mr. FREEMAN. There has been a considrable turnover in the person-
nel. We can't indict every member for everything that has been done
wrong over a period of years, since it w1s a changing group. But other-
wise I think what you ?have said is correct.

MNr. HANLrEY. But fundamentally the team is pretty much intact, as
I understand it. There have been changes and there are several vacan-
cies right now.

But I think again, all of that firms up the argument where some-
how or other, to get a handle on this agency, we have to develop some
concept where the people running the agency recognize their obliga-
tion to the American people to be responsive.

I agree with you completely. That was the intent back when-the
concept was first envisioned, that here are a group of responsible,
nbjective people who are going to sit about that table as members of
the Board. They are going to develop program and policy in concert
with what best suits the majority of the American people. They then
are going to transmit that directive to the manager or, in this case,
the Postmaster General. He, then, is required to follow out those
directives.

But as opposed to its working that way, we have a situation similar
-to the cart before the horse. And it is very obvious that from the very

g)einning the PMG unilaterally has been determining program and
policy, and the Board of Governors apparently have been just nodding
their head in approval.

Mr. Krebs. for instance, has alluded to the debacle with regard to
the bulk plants where we fall far short right now of the necessary
volume to break even. And if anyone can show us how that volume
is going to generate to the point where the bulk plant system alone can
"e solvent-nothing less than a miracle could have it that wity.

So again, as Mr. Krebs said in his testimony, it is obvious that at
some point in the not too distant future the taxpayers are going to
have 23 very, very expensive buildings on their hands as surplus-for
what?

Mr. FREF.MFAN.r. I'd like to sav one word in defense of the Postal
Service. although that is not myv duty. on that bulk mail system.

In retrospect it has proved to be unwise, and yet last Christmas time
when the United Parcel was on strike, the bulk mail facilities did
handle an extraordinarily large volume of parcels efficiently and
quickly.

If our wishes were put into effect and the Postal Service aggressively
went out to recapture more of the parcel business. I think the bulk
mail facilities-would seem much more useful than they do now, with
what is otherwise a continuously diminishing volume.

Mr. ANm.rY. I know my time has expired. but if I could take just
1 minute to wash this part'of it out. this part of it out, this concept, the
present concept, that is, what could well be the proposal for the weeks
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ahead, whereas the Posthaster General's position' moves back into the
President's Cabinet, so now you have a situation here where44iat indi-
vidual is going to be surrounded by a number of skilled people very
knowledgeable in the area of postal affairs. He is going to, draw upon
them along with, hopefully, his own competency. He is going to draw
uopn them for counseling as he develops program and policy.

- And should in the course of it all, he be doing something that ob-
viously or apparently isn't in concert with the national interest, and
when the majority of the Members of Congress transmit a message,
"Look, Mr. Postmaster General, what you are doing is wrong because
the majority of my constituents aren't happy with it"-that sort of
transmittal of majority preference to the Postmaster General that le
had better listen and he had better Fspond, because if he doesn't, then
the Chief Executive will tap the gentleman or the gentlelady, which-
ever is the case, on the shoulder qnd say, "I want to talk to you," and
then he's going to spell it out to him. And that individual had better
be responsive or he W'ould soon be replaced.

Mr. FREEIANX. I think the argument is a persuasive one, and yet the
Congress adopted the reorganization because under the earlier systen
where the Postmaster General was appointed by the President we Iad
a complete collapse of the Post Office.

Mr. HANLEY. I beg to differ with you, Mr. Freeman. The status of
the Agency was far better-far better-prior to 1970 than it has been
since.

And as you know. the catalyst for this whole change came frolm
influences on the outside who became gung-ho. For instance, the Citi-
zens Committee for Postal Reform, which pressed and pressed and!
pressed and said, "Take it away from the Congress. Put it in the hands;
of those from the private sector. Make it a quasi-corporation, and any
problems we have with the Agency will fade off into the atmosphere."'

Check the fiscal status of the Agency today, check virtually every-
thing about it, and you will find that the level of it is somewhat be-
neath what it was back in 1970.

Talk about the morale of the people out in the field, the employees.
Though their remuneration is better and in concert with present-day
economy, the morale is terrible. Talk with postmasters across the
country and get a reading on their attitude.

So all of _this has happened since 1970. We didn't have that sort of
problem prior to that year.

I don't want to deny you the opportunity to respond. and we are
gcing to take as much tine here as is necessa y this afternoon, but I do
owe recognition to my friend to the left, Mr. Gilman.

Mr. GILfAX. Thank you, Mr. Chairman.
Gentlemen, I have been reading with a great deal of interest your

recommendations with regard to the Board of Governors, to the Ad-
visory Council, to the Postal Rate Commission, and apparently you
feel that all three groups should be retained, with maybe minor
changes of reducing their structure and number. And yet, the feeling
pervades this committee, and I think pervades the Congress, that the
Board of Governors has really been a rubber stamp. We have heard
some comments here this afternoon with regard to the rubberstamp
attitude of the Board of Governors.
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How do we make this Board of Governors more responsive? Not
- merely by changing numbers or shifting chairs. It would seem to me

we'd need more than that sort of attitude.
IHow do we make the Advisory Council more active? Not just by

mere reduction in numbers or calling frequent meetings. What do we
do about the Postal Rate Commission's time?

You say time has not been a major factor. Seventeen months reduced
to now 10 months I think you say still isn't a good experience rating
of that Commission. It seems to me there ought to be a little more
substance to the recommendations with regard to these three major
organizations that are supposed to be directing our major policy with-
in the Postal Service.

Would you care to comment on that? And I know it's pretty broad.
Mr. FREEMAN. There are several points. I will take them up per-

haps in reverse order.
As to the Postal Rate Commission, they-did take an inordinate

amount of time in their first two cases. As you say, the third case con-
sumed about 91/ months. Nine-and-a-half months is not a long'lime,
compared to most regulatory bodies, either State utility commissions
or Federal regulatory bodies.

We have recommended that this be reduced somewhat, but I don't
think we would recommend less than 9 months.

You see, the Commission is required to hold regular adjudicatory
proceedings with all parties having the right to cross-examine every-
one, and there are hundreds of people and organizations involved in
these proceedings.

It isn't that they take a long time after submission of the evidence
to arrive at their conclusions.

Mr. GILMAN. I think we had a recitation, when one of the subcom-
mittees dug into this whole procedure, that it took several months,
as a matter of fact, for some decisions to come out.

M r. FREEMAN. I think that was true.
Mr. GILMAN. Following the submission of evidence?
Mr. FREEMNAN. I think that was true in the earlier two cases. I

don't think it was true in the third case. And I would not indict the
Commission on the length of time of the third case or hopefully of
cases in the future.

I am ashamed to say I forgot what you were discussing earlier.
Mr. GMA. We were talking about how to put more, teeth into

the Board of Governors and Advisory Council and the Postal Rate
Commission to make them more responsivee to the needs and give
themni m-ore responsibility.

For example, if you have a board of directors in a corporation-and
T-Hiow you have served in such capacity many times-certainly that
board has a responsibility to its stockholders, but I don't see that
existing here with the Postal Board of Governors.

Mr. FREEMAN. We debated at some length putting the head of OMB
on that Board, and I had suggested, but perhaps not very intelligently.
that we put the head of the Congressional Budget Committee. How-
ever, I understand there is a policy not to have that officer participate
in any proceeding but merely- be an examiner. We thought that would
be useful.

We debated at some length whether there should be congressional
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representatives on that committee, and we thought there were advan-
tages and disadvantages. We finally agreed we would not want con-
gressional representatives.

We would like to have the Board be an influential body that pro-
vided the discipline, and perhaps if we had a member of each House
on there it would be useful.

We do think some such scrutinizing and challenging group would
fulfill a function.

Mr. GILMAN. Did you make that as part of your recommendation?
I didn't see it in here.

Mr. FREEM1AN. No, what we have recommended in here is that the
President appoint three representativesfrom labor and the mailers,
and the Senate and House each appoint two members.

Mr. GILWAN. That is for the Advisory Council or the Board?
Mr. FREEMrAN. The Advisory Council.
Mr. GILMAN. What about the Board? What can we do about mak-

ing them more responsive?
Mir. FREEMJ[AX. I really don't know what we can do to make them

more responsive. We can say, on the one hand, we'd like the Presi-
dent to appoint the Postmaster General, and he can appoint a fine
man, but he can pick lousy members of the Board of Governors.

Mr. WILSON. May I interrupt?
Mr. GILMIAN. Yes.
Mr. WmILsOx. Perhaps if they- took it out of politics, Mr. Freeman,

it might be more responsible.
ir'. FREEMAN. I don't know how we can do it. entirely. I think

there is a provision now that only five of the Board of Governors can
be of one party.

Mr. WILSON. They are political appointees, though.
M 'r. FR EEMAN3A. Yes, I think that's true. And I don't know how you

would avoid that.
M\r. GLMAN. Mr. Krebs, did you have something?
Mr. KREBS. I just, want to add something that supports my views

regarding the abrogation of any responsibility on the part of the
Board of Governors with respect to rate fixing. They approved the
rate. increase for the Postmaster General without knowing the amount
of money being requested, and they were reprimanded by the U.S.
court of appeals for doinq so. They just signed a blank'check and
sl)mittpd it to the Rate Commission on the basis of what the Post-
master General asked for.

This, to me, is a deplorable lack of responsibility.
Mr. G.A . Are you suggesting the abolition complel-lv of the

Bo, rd ?
Mr.KRFBS. Icertainlyam.
Mr. GILMANX. What type of device or mechanism are you suggesting

as a substitute?
Mr. KRVns. I think Whether or not it is adequate or whether or not

anybody likes it. the President and the Amerie.in C,)nfra.sz -. 0, lrold
responsible for the shortcomings of the Po-tal Service. and it seems
there is nothing more political about, thp Postmaster Gcnernl bing
appointed by the President with the advice and consent. of the Con-
gress thnn the Seeretory of Agriculture or any oth-r oelial of the
Federal Government. The Postal Service is part of the Federal Gov-
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ernment and has been for 200 years, and whether or not you give it
some quasi-independent status, it is still part of the U.S. Government
and will continue to be. And I think somebody accountable to the
electorate ought to exercise responsibility.

Mr. GLMAN. Mr. Chairman, I know I am over my time, but on
page 30 you say it is estimated that the rate of compensation increases
for postal employees between 1976 and 1985 will be lower than the
rate in the private sector, nonfarm economy. What do you base that
conclusion on?

Mr. FREEMAN. At the bottom of pages 30 and 31?
Mr. GrLMAN. Yes, on page 30 of volume 1. You are estimating

compensation increases between 1976 and 1985 will be lower for postal
employees than the rate in the private sector.

Mr. FRF.F.M1AN. The figures for this estimate came from our con-
sultants. The theory was really twofold. First, postal employees have
had a very rapid increase in compensation from the governmental
level, if you will, to the private-sector level, plus inflation.

Second, there is not the opportunity for continued increases in pro-
ductivity in the Postal Service that there is in the private sector gener-
ally. And I find even among the employees, the organized employees of
the Postal Service, a recognition of tle problems that face the Postal
Service in the future, and I hesitate to say it but I think there is a
tempering of their demand. I think there is an increasing recognition
that the trick is to hold onto the jobs rather than to scare the dickens
out of the Postal Service with very large demands for wage increases.
I believe that.

Mr. GILMHAN. Thank you. I believe my time has run.-
Thank you, Mr. Chairman.
Mr. HtANLF.Y. Thank you, Mr. Gilman.
Mr. Wilson.
Mr. WILSON. Thank you, Mr. Chairman.
Mr. Krebs, can you tell me was it at Mr. Bailar's recommendation

or did he have any input into the recommendation that you reduce
the number of Governors from nine to seven?

Mr. K .Bs. No; that was strictly a determination made by the
Commission.

Mr. WILsoN. What was the rationale for it, can you tell me?
Mr. KREBS*. Since that was not my position, I would prefer that its

authors speak for it. I don't, know.
Mr. WILSON. Can you tell me why, actually?' As I see it, it gives

Mr. Bailar a stronger'hold on the Board of Gov'enirs.
What is the rationale for decreasing the number from nine to

seven?
Mr. FREEMAN. I think there were two influences, sir.
One. there had been a tendency in the last several years to reduce

the number of commissioners or governors or similar roles in Gov-
erulment agencies.

Two, there was a feeling that nine is more than necessary. We did
discuss whether it should be seven or five, and finally concluded that
seven was perhaps a desirable number. This was not at all the sugges-
tion of the Postal Service.

Mr. WmsoN. I don't know whether it was by design or not, Mr.
Freeman, but are you aware that by reducing it to seven this would
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make it 1 year longer for cPresident Carter-unless we abolish the
Board-to get a Board that he has appointed the majority of?

Mr. FRFEMAN. No: I did not.
Mr. WsoN. Under the present law, by December 1979 he would

have five appointments to the Board, which would give him a majority.
Under the reduction to seven he doesn't get four appointments until
December of 1980. That wasn't by design?

Mr.-FEMAN. I didn't know; no.
Mr. WILSON. My understanding is that your Commission was to

report to the Congress and the President. In the light of this, do you
have any comment on Mr. Conway's attempt to implement the 5-day
delivery of mail? Do you feel lie acted properly?

Mr. VREFEMAN. No; I felt very badly about what lie did. I think
he jeopardized to some extent an objective review of the Commission's
recommendations. I think it embarrassed some of the habor men on our
Commission. And I am disappointed that this was done.

Mr. WILSON. I only have one other question, Mr. Chairman. It is
in connection with this Nielsen survey on the 6-day delivery.

Who determined what question would be asked or how the question
would be phrased ? Was it Nielsen themselves?

Mr. FREEM 1AN. First, we prepared a list. It was really the Chief of
Staff, Mr. Minton, who prepared the list. We went over it and made
some revisions and sent it to A. C. Nielsen. The Nielsen organization
went over it and made suggestions on changes to fit the mechanical
arrangements of their telephone interview system.

But the material which we sought, the guidance that we sought and
the questions to that end were primarily those developed by the Com-
mission and its staff.

Mr. WYLSON. Mr. Freeman, don't you think the result was predict-
able based on the question that was asked? Do you want to have 5-day
delivery and guarantee having no higher postal rates for a reasonable
length of time?

They related it to rate increases, didn't they?
Mr. )FR EEAw. No; I don't believe it was predictable.
Mr. WILsoN. I wonder if you have a copy of what the question was.

Maybe we don't have the proper information here.
Mr. FREEMAN. It is question 2 on page 8 of volume 2 of our report.

These are hard for me to read, I must say. "There are a number of
changes that can be made t help hold down postage rate increases.
One of these is the frequency of delivery. In order to hold down post-
age rates, would you be willing to have a 5-day delivery instead of
a 6-day delivery?"
- And they answered, "Yes."

Mr. WLso.. As I look at it here, Mr. Freeman, it says exactly what
I thought it did, that, "In order to keep rates down. would you be will-
ing to have a 5-day delivery instead of a 6-day delivery? -_

Mr. FREEMAN. 'Yes, sir.
Mr. WILSON. You just about knew what you were going to get, then,

didn't you?
Mr. FREEfAN. No; I don't think so. We asked this because we hadn't

made up our minds on the subject at that time.
Mr. WLSON. Couldn't you tell how that survey was going to turn

out with that question asked the way it was?
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Mr. FREETMAN. I couldn't.
Mr. WILSON. Was the Nielsen survey a big factor in your decision

to recommend reduction from 6 to 5 days?
- Mr. FREEMAN. Yes; I'd have to say that both the Nielsen response
to that and conversations that we had with the witnesses as we went
around the country led us to the conclusion that this was a reasonable
step to take.

Mr. WiisoN. Was this a phone survey .
Mr. FREEMA . Yes it was a )hone survey.
Mr. WILSON. Mr. Freeman, you say you spoke to three meml)ers of

the Board of Governors and you were disappointed at the lack of
knowledge they showed of the Postal Service.

Mfr. FREEMANX. YS, Sir.
Mr. Wmso.N. Did you find during your interview with them any

understanding at all of tle i ssues related to electronic mail ?
Mr. FREFEMAX-,-. Well, we were embarrassed, actually. by that dis-

cussion. because. when I think of it, Commissioner Krebs asked one
of the Governors about this topic and he just passed it off and said,
"It's silly to talk about anything as far away as that." And it absolutely
dumbfounded us that he would take that kind of attitude.

Mr. WILsoN. This is one of the intelligent ones. [Laughter.]
Mr. FREEMN. I hate to say.
Mr. WILsoN. Would you have any objection to telling us who the

three were that you talked to?
Mr. FR.EMNrA-s. No. One was the Chairman who used to be the head

of Exxon, M[ike Wright. from Houston.
Earl Holding, who is an independent oil man. I think lie is head-

quartered in Wyoming.
Mr. WILsoN. I thought he was pretty smart.
Mr. FREE3A-N. A good Scandinavian type and a very successful

businessman. He is the Vice Chairman.

And Crocker Nevin who used to be a banker and is Chairman of the
finance committee was the third one.

Mr. WILsON. It is amazing that, among those three there wouldn't
he any understanding, or at least visible understanding, of electronic
mail and its future.

Now, it is true, I guess. that. the Commission has essentially endorsed
the findings of my investigation of the bulk mail system. and you agree
that the building of the system was a mistake. In other words, as far
as you have been able to determine, it has not worked satisfactorily;
has it?

Mr. FREEMAN. As far as we can determine, it operates fairly satis-
factorily mechanically, but. it represents an investment far in excess of
that wlih was necessary to handle the continuously decreasing vol-
time-and there are other weaknesses. There are too many very big ones
instead of small ones which the U'nited Parcel uses very effectively.

Mr. WTTLSON. Did your study show that the volume of parcels that
the Postal Service will be handling in this fiscal year, or calendar
year. will be less than what it cost to break even?

Mr. FREEMAN. It will be iust about at the level. They anticipated a
good return at a volume of 400 million parcels or more. Last year it
dropped just below the 400 million, and .1 would guess that this year
it would come out to 285, 315, somewhere in that area. And I would
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think that between last y(ai an([ this year there would be the transition
from a very modest return to a loss.

Mr. WLSON.. They are down to about 300 million now; aren't they?
Mr. FR EMAN. Yes; I think it was 338 million last year, and I think

they would probably be a shade below 300 million this year.
Mr. WILSON. Mr. Krebs.
Mr. KnillS. Based on the experience as measured from 1959 to date,

the Commission projects that by 1985 they will be down to 137 million
pieces, which will be far below the break-even point.

Mr. FREEMAN.. This will happen umless the Postal Service has the
-spirit and the congressional encouragement and the ability to go out
and get a good volume of that business back-and that is not certain.
But we urge the Postal Service to reduce their rates to where it would
merely cover their attriblutable costs and a shade beyond that, and go
out aggressively to get the business, like you would if you owned the
business yourself. You'd just be out there all the time trying to get the
business.

Mr. WILSON. That is what we thought, too. We couldn't believe it
when Mr. Brower, fl- former head of the bulk nail system, testified
before my subconlmittee that. he didn't feel there was any need to go
.out and compete for the business they lost. He felt, once they had lost
it that it belonged to the privatee sector; they didn't feel it was their
.o1 to go out and try to get it back.

Mr. FRMAN. 'ihey say that they want the business. The Postmaster
General says he is not sure it's ap))ropriate for the Postal Service to go
out. and compete aggressively against, a private taxpaying entity.
Though most of us on the Commission are all for private business, I
think our feeling was that the Postal Service once had the business and
if United Parcel had been imaginative enough to get part of it away,
certainly the Postal Service had the right to try to get it uack.

Mr. WimsoN. Did you try to determine wlhat could be done with those
-buildings in your study? Do you have any recommendation as to how
we could utilize those facilities now that the parcel post has dropped
-to such a level that the system can't be utilized as planned.

Mfr. FREEMAN. Sir, I don't think they can be used for anything ex-
cept that for which they are designed. Although they are large and
relatively inexpensively constructed metal frames, the money is in-
-vested in the very elaborate machinery to move the parcels about
within the structure and (distrihute them to the 100 different trucks
that areparked alongside the building. It would be nly ohan .giiess
that the cot of removing all of that equipment Would exeved the sale
value of the building, although you could probably get something for
the land.

They really can't he used for anything except that for which they
were designed, and- the only way you can do that is to get the biisiness.

Mr. WILsON. Getting back to the Board of Governors again, had
Mr. Irrv-p's term expired by the time you went into business ?

Mr'. FREFMAN. Yes, sir.
Mr. WmsHox. He was not on the Board then?
"Mr. KrPwns. His term expired at tie end( of )ecember and we were

in business 1)efore that.
Mr. WiisoNx. We were a little disappointed he didn't get reappointed

because le .w:as the only person on there, apparently, who had any
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knowledge of the Postal Service. We thought it very strange that the
one knowledgeable person wasn't, reappointed. I guess the reason was
he knew as much as the Postmaster General.

Mr. KREBS. As the chairman suggested, the first meeting of the
Commission was October 28. and Bill Irvine's term expired in Decen-
ber. And I would agree with you, after having spoke en to Bill, the
fact that he knew so much about the Postal Service and spoke out
militated against his being reappointed.

Mr. WiLsox. That is quite an indictment against the system that
has been used. And quite probably we should abolish the whole thing.
I don't know why we don't.

Do you think, Mr. Freeman, in order to prevent political pressure
from being applied to the, Secretai-y of HEW and other cabinet offi-
cers. we ought to have a board of governors for those departments?

Mr. FREEMAN. No, sir.
Mr. WILSoN. What. is so unique about the Postmaster General that

he has to be protected-from all of this alleged political pressure?
Mr. FREEMAN. Well, the President is elected on the basis of a plat-

form or a program that he asks to carry out, and he should be allowed
to designate his lieutenants or Cabinet members to carry out his:
program.

An instance where we have faced this issue in the past concerns a
President's economic policy? Should he be permitted to appoint the
Chairman of the Federal Reserve System? And as you know, this has
been debated for years without any conclusive determination.

The Postal Service was thought to be something different from the
Secretary of the Treasury, I think in two respects.

First, it is an ongoing operation not really dependent upon the
partisan political program of a candidate. And second, I had the i-
pression-and you would know much more about this than I would
sir--that there was a feeling that the political appointment not only
led to inefficiency in fhe structure but that it was a real problem to the
President. and to the Congress. This would allow them to get that
monkey off their back, to be less directly associated with the Postal
Service, which has the unique feature of being important to every
citizen, whereas with the Defense Department,who the heck knows
about what it's doing-it's quite different. Because it impacts e%'ery
family, the Postal Service generates more complaints, more criticismS.
And !-'have had the impression that the Congress and the President
were pleased at the prospect of being relieved of some of that burden.

Mr. WILSON. Incidentally, you indicated that you thought that the
old U.S. Post Office Department had fallen apart and that was the
reason we passed the law that created the Postal Service. Mr. Hanley
responded very well to that. I must say also that we really got conned
up here in Congress by Mr. Nixon's group.

Seeing what we had and what we hja'e now, just about every mem-
ber of this committee who voted to reorganize in 1970 would have
second thoughts today. And I am one of those. The reorganization bill
only came out of this committee by one vote, incidentally.

Mr. PREEHAN. I don't have anywhere near your experience and
judgment. I look at it in somewh at of a paradoxical way, but I do.

Know back in 1966, the Chicago Post Office, where I come from, com-
pletely collapsed-they couldn't get trucks in, couldn't get trucks out;.
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ifo mail was delivered at all for a period of clays. And I thought after
that Larry O'Brien said that the post office was in a race with disaster.
That was all background that I had, and I had assumed that was
causation.

Mr. WILSON. Now, Mr. Rademacher Joined Mr. Krebs in supporting
the abolition of the Board of Govern6rs this morning, didn't hel

Mr. Karms. No; we only concurred on retaining the sixth day of
delivery.

Mr. WITON. His statement this morning.
Mr. KREBS. He didn't change his statement that much. He stopped

short of endorsing me or supporting my point of view on the Board
of Governors and the Presidential appointment.

NMr. 1.TvNLEY. Maybe, Mr. Freeman, I wonder if you'd be willing to
join Mr. Radeimacher in coming over to the other side?

Mr. FREEMAN. No, but I will say one thing that might be of interest
to you. Mr. Rademacher was very strong on the Board of Governors
but we asked him to attend the last meeting' of the Board of Gover-
nors, and I think his conviction, though it didn't disappear, certainly
weakened.

Mr. KRr.BS. Mr. Chairman, I think it is important, if I might in-
trude on your allocation of time, for the reporter to read Mr. Rade-
macher's response back, because it is my recollection that he was justi-
fiably and understandably angry at Assistant Postmaster General
'Conway's letter preemptiig the responsibility, of the President and
Congress, but he stopped short of endorsing iy recommendation. He
said he strongly supports the elimination of politics, but he didn't say
how that would be accomplished and I'd like for the reporter to read
it.

[The portion of M1r. Rademacher's testimony referred to was read
by the reporter.]

Mr. Wmsox. What (lid he say?
Mr. BLAKiELY. I think he said he'd like the Postmaster General ap-

pointed by the President. That is what he said-but no further politics.
Mr. HANLEY. My understanding on the basis of his chat with me

was that he now supports the Postmaster General at a Cabinet level
'and abolition of the Board of Governors. That was my interpretation.

Mr. CRHEBS. I welcome his support, and I am happy that you talked
to him because I didn't hear it.

Mr. HANLEY. Mr. Wilson.
Mr. WILsON. I have no more questions M1r. Chairman.
Mr. HxLEAY. Mr. Chairman. I know that you and your fellow Com-

missioners have a 2 o'clock date at the 'hite House, so we will rapidly
move to wrap this up.

If I might pose a question again related to the statute, as I under-
stand it, you embrace the protection of the statute, of the private ex-
press statute, that it would remain essentially the same; is that correct?

Mr. FREEMAN. Yes, sir, and I am glad you brought that up. One
-of the members of the Letter Carriers Union approached me Suring
our last recess. We say in here that if the Postal Service is not pre-
pared to render a particular service, that that ought to be thrown open
to the private sector. And this gentleman said, "Now, does this mean
that the private companies ought to be allowed to deliver mail on
Saturday, if that is the day the Postal Service will not deliver "
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And my answer was that I didn't, think the Commission had ex-
plored this point but I itm certain their opinion would be no, that they
did not feel that the Postal Service had thrown open the Saturday for
competition from private express companies.

[r. HANLEY. I see.
Well, when we deliberate the mater of 5-day service, the question

arises in my mind-and I wondered if the Commission had consid-
ered this, in recognition of your position on 5-day service-the possi-
bilitv of a court case resulting from the failure of the USPS to pro-
vide'this service on that sixth business day.

Way back at the inception, of course, the private express statute
was given the agency on the basis of its agreement to provide that
service 6 days per week. When people have talked about the possi-
bility of 5-day service. I have wondered if they were not jeopardizing-
the "ability of the agency to maintain the accommodation of that
statute. Because if. in the business world, entities choose to determine
that denial of this service on Saturday is going to jeopardize the stabil-
ity of that particular business or industry, then the Postal Service
would have lost its case for preservation of'the private express statute.

And should the matter be thrust into a court, I envision a court rul-
ingy against a business or industrial entity whose stability is threatened,
whose economic stability is threatened,* by a process of Government.

So did the Commission give t!is any thought at all ?
-That is, essentially, are you not, by suggesting 5-day service, jeopar-

dizing the private express statute?
Mr. FREEMAN. I don't, think we considered that. My offhand opinion,

as an old lawyer, would be that there would be no'obligation on the
part of the Government or the Postal Service to provide any par-
ticular degree of service, and that the termination of Saturday delivery
would not result in an actionable cause by a citizen, nor vitiate the
effectiveness of the private express statutes.

But that is just one unstudied opinion.
MIr. I-TANLT Y. I am afraid it would zive cause to the development of

a case and, in Particular, businesses that, are highly dependent upon a
continuing cash flow or. for thst mitler., businesses who rely heavily
on mail order. who would be denied that 1 day's service would then,
I believe, have the right to insist that they had to have that service
one way or the other, and if it weren't going to be provided by the
USPS.'then they would have to look to someone in the private sector
to provide it.

Mr. FREErA-. We have provided in our recommendation, sir, that
the window delivery in the post offices would be available on the day
that mail would not'be iel ivred.

So it would be possible, I would believe, that a company could get
its mail.

Mr. HANLEiY. Well, this and all matters relating to your recom-
mendations, of course. as you know, will be subject to much in the way
of deliberation.

I haye a number of questions left, but we shan't impose 1upon von
people any longer. "We will provide your staff with the questions and
hopefully vou will respond in writing.

And I do want to say to each of you that despite my disappointment
with the report-I guess this doesn't necessarily apply to Commission-
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er Krebs because his minority views are pretty much my own by sheer
coincidence-but in any event, my deep gratitude for what you have
done. I know that it has not been an easy task. And I want to salute
you in particular, Mr. Chairman, for the background on the subject
matter that you have developed in a relatively short period of time,
coming aboard essentially cold not too long ago, and to be able to
articu ate and respond as you have. And to have put the effort that
you have into this effort is certainly highly commendable, and in my
judgment you and your fellow Commissioners have served our nation
well. And we will-look -forward to working along and our goal is
identical, and that is how we get this agency on the track; how we do
what is best for the national interest.

And on that I would say that several weeks ago I communicated
with the President urging him to give consideration to the institution
of a national policy on the Postal Service; take a look and determine
exactly what role the Federal Government should be playing in the
provision of this service in the 20th century in recognition of the
dramatic changes that I anticipate in the field of communications.

We have another committee in the House working feverishly rewrit-
ing the Communications Act. And I have said that as I look down-
stream I see us on the brink of a communications revolution.

We talk about the parcel business. Well, whether or not the agency
should even be in the parcel business is a matter to be considered.

So we put it all together and have sent it down to the President and
are hopeful that he will give consideration to the development of such
a policy, and in so doing that certainly would make the task of the
legislative branch more definite and we'd know better what we should
be doinfr.

fr. Wilson.
M r. WmiLso. Thank you, Mr. Hanev.
I know the people have to go, and I will just say briefly that I ap-

preciate your presence here, Mr. Freeman. You have been very patient
and understanding, and it's been a difficult session.

MNr. FREEMAN. I would just respond to that by saying that every
member made this their maior activity during the life of the Commis-
sion. The meetings were well attended, and each member has acquitted
himself or herself extremely well.

IMr. I{ANvF'. With thatothe hearing will stand adjourned pending
call of the Chair.

r Whereupon, at 1 :45 p.m., the hearing was adjourned, subject to
the call of the Chair.]

[The correspondence which follows was received for incision in
the record. subsemient to the testimony of the Commission on Postal
Service witnesses.]

QUESTION FOR THE COMMISSION

1. On pages 52 and 53 you indicate that something must be done to improve
parcel post volume, yet you make no specific recommendations. What would you
do to improve parcel post?

2. Could you elaborate on your recommendation that erentr prorfss mmst
ho on in the selection and appointment of women to positions in the Postal
Service?

3. Yiu r0nt out tbnt the return on Investment for the bulk mail system has
been peor. What ahnut the return on investment for other capital projects?
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4. You are highly critical of the methods used by the Postal Service to measure
productivity. Will you elaborate on your recommendation that a new method be
implemented-what advantages are there in your recommended method?

5. I was very pleased with your recommendations concerning electronic mail.
However, there are some who believe that the opp6rtunity has already passed
and that the Postal Service will not be able to enter significantly into the
electronic mail field. What is your opinion.

6. Do you believe that either the postal monopoly statutes or the Oommunica-
tions Act should be amended to assure the Postal Service some role in future
electronic communications?

T. Why do you recommend that the Postal Service take another two years in
order to decide whether it should become involved in telecommunications? Is
this not more procrastination?

8. Some experts in the telecommunications field feel that the Postal Serviceshould not get into electronic mail because it would be in direct competition with
services provided by the private sector. How would you respond to this opinion?

9. When I originally proposed an increase in public service appropriations
four years ago, I maintained, as you do, that a general appropriation was better
than one tied to specific services. Yet that approach has been consistently criti-
cized as being an invitation to inefficiency by postal management. Now It appearsyou are returning to the original concept. Don't you feel that by tying appropria-
tions to specific services-that is, we actually "buy" these services as any other
customer-we will be propelling management to greater efficiency?

10. You mention on page 29, and elsewhere through the report, that the Nielsonsurvey indicates that the public is willing to accept moderate reductions inservice rather than pay more taxes or higher postal rates. Your own scenario
on page 40, however, indicates that if all your major recommendations for service
cuts and increases in appropriations are carried out, we will still have a 22 centstamp in 1985. Don't you think that if the respondents knew this, the answers
may have been substantially different?

11. You mention that your program would bring "moderate" rate increases.Do you really believe that the public would consider a 9 cent increase in the
next seven years "moderate"?

12. You recommend 5-day a week dellveiy. Did you do any serious studies on
the impact this might have on business? On rural areas?

13. You recommend a subclass for guaranteed overnight delivery at a higher
rate. Then you recommend altering mail processing schedules and cutting out a
day of delivery which will probably slow down the rest of the mail. Shouldn't
this slower class then be given a rate reduction? In other words, is it fair to
raise the rates for increased service and not to lower rates for reduced service?

14. You have some-satisfactorily soothing things to say about the necessity of
keeping small post offices open. Yet the criteria you list on page 52 appear to
give the- Postal Service virtual carte blanche since you say only one of the three
-conditions has to exist. Since the legislation you propose also eliminates the
lengthy procedures designed to protect the public, it is obvious that more small
post offices could be closed more quickly than current law and policy allows.
Was that your intent?

15. You mention on page 62 that fully allocated costs led to the decline in
parcel post volume over the past several years. Can you verify that this was
the real cause?

16. You recommend that Congress enact into law a method of allocating cost
which will preserve the volume of 2nd, 3rd, and 4th class mail. Then you rec-
ommend that a 60 percent cap be placed on attributable costs. If you have enacted
a satisfactory method, why is it necessary to place an arbitrary cap on attrib-
utable costs?

17. One of the criticisms of the court case to which you refer is that the rule
of inverse elasticity was not one of the rate criteria mandated by Congress. Do

.you think that it should be?
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COMMISSION ON POSTAL SERVICE
(Public Law 04421)

1750 K Street, NW.
Suite 801

Washington, DC 20006
634-4174

May 10, 1977

Honorable James M. Hanley
Chairman
Subcommittee on Postal Operations

and Services
U. S. House of Representatives
Washington, D. C. 20515

Dear Mr. Chairman:

This is In response to the questions you submitted to
the Commission. The views expressed are the views of the
majority of the commissioners based on the Commission's
report and investigations.

1. "The Commission believes that reliability of delivery
of parcel post and the frequency of damage can be improved by
improving facilities and transporting methods, eliminating drops,
and better scheduling. However, the principle reason for mailers
using delivery services other than the parcel post is the cost.
If the Commission's recommendations are adopted relating to
attributable costs, a marginal mark up for parcel post rates
should be adopted to insure that parcel post rates are competi-
tively attractive.

2. Testimony before the Commission demonstrated that
the Postal Service has failed to recruit women for higher level
positions. No woman has ever served in any executive manage-
ment position in the Postal Service or In the Post Office Depart-
ment. I respectfully refer you to the testimony of Ms. Patricia
Leeper on page 1358 of the Commission hearings for evidence
of this problem.

3. The Commission did not examine the return on tn-
vestment except for return on capital for the bulk mail system.
Our impression was that accurate data on investment return is
difficult to obtain.

4. I respectfully refer you to the Commission's contrac-
tor's report by National Economics Research Associates In
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Volume II of the Report. The principle advantage of a different
measure of productivity is that it would more accurately reflect
manpower utilization. As the number of odd shaped oleces of,-'
mail and parcel post pieces decline, productivity should
necessarily increase because of the ease of handling letters.
Present postal productivity measurement does not take into
account this change in character of the mail stream.

5. The Commission believes that the Postal Service still
has an adequate opportunity to enter the field of electronic com-
munications.

6. The Commission did not address this issue.

7. Because of the complexity of the problem, the Commis-
sion believes that the two-year period is a reasonable time for the
Postal Service to study electronic communications before making a
final dects ion.

8. Although the Postal Service might be in a position of
competing with private enterprise in electronic communications,
the alternative would be for the Postal Service either to disappear
as the principle means of paper communications in the United
States, or for the taxpayer to be called upon to subsidize heavily
the costs of maintaining a declining system. The Commission
believes that entering into electronic communications is a pre-
ferable course of action.

9. We see no relation between general appropriations and
management efficiency. Efficiency Is a measure of output per
dollar. Any subsidy may moderate management's zeal, but we
find no evidence that that has been the case since postal reorgani-
zatton. (Nor, for that matter, is there much evidence to indicate
that top. management in the Post Office Department was "inefficient"
because Congress appropriated postal revenues.) The disadvan-
tage of specifically designated appropriations, in our opinion,
is that it requires the maintenance of services, such as Saturday
mail delivery, without an objective evaluation of the relative
value of such a service. The Commission'3 experience, for
instance. indicated that the public sentiment regarding Saturday
service was overwhelmingly in favor -- discontinuing Saturday
service as a means of helping to co ntvol postal rate increases.
On the other hand. the opinion of postal unions was overwhelmingly
opposed. We recognize that the Congrergs may require the
Postal Service to continue to perfo 'm a specific function. Our
recommendation was not based on oolitical accertability; it was
based on our view that the inevitable decline of the Postal Service
over the next 20 years requires reductions Mn seurvie arc avoid-
ance of greater costs.
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10. We have no way of knowing whether the public response
would have been different had we phrased the question differently.
A proper rephrasal, however, would have been to reveal the -

public's reaction to having a 224 stamp or a 284 stamp in 1985
and inquire into the public's willingness to accept reduced service
in the hope of paying a lower rate.

11. Probably not.

12. The supplemental Nielsen survey was specifically
directed to rural residents and the basic Nielsen survey included
questions regarding small business establishments. No other
impact studies were made.

13. We believe that it is not a question of fairness, but
of economic necessity. Section 3621 requires that the postal
revenues and appropriations equal postal costs. Unless further
appropriations are made, rates for first class mail, even if
first class service is reduced, cannot be lowered unless other
forms of revenues are found. A one-cent reduction would cost
the Postal Service more than half a billion dollars, a loss which
very likely could not be made up through revenues derived from
[priority mail.

14. The Commission viewed the provisions of section
404(b) of title 39, as enacted by Public Law 94-421, as imposing
an administrative obligation upon the Postal Service, but not
effectively prohibiting the Postal Service from closing or con-
solidating any post office. Upon the completion of a hearing and
an appeal to the Postal Rate Commission, the Postal Service
determination to close any office was absolute regardless of the
outcome of the appeal. We recommended instead of a lengthy
and ultimately futile administrative procedure, that the Postal
Service be precluded from closing any post office unless (1)
,a vacancy exists in the postmastership, (2) conditions (other
than economic conditions) change, or (3) a majority of the
!patrons of the post office vote to close the office.

The first condition was the rule followed by the Post
Office Department prior to postal reorganization. Under that
rule, post offices were closed or consolidated regularly as the
population became more urban. The number of post offices in
the United States declined from 71,000 in 1910 to approximately
30,000 today. Also, since there is substantial evidence to
indicate that postmasters and their associations have been vitally
interested in this problem, the Commission felt that guaranteeing
a postmaster his local position until r-etiremert would help
alleviate some of the political pressure which has been brought
to bear,
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The conditions we envision in the second Instance are
physical--that is, -some genuine change in the community must
occur. Two examples brought to our attention were (1) a town
disappearing because of a flood control project built by the Corps
of Engineers which resulted in the physical disappearance of the
town under water; and (2) closing of the post office because the
military installation on which the post office was located was
-closed by the Defense Department.

15. The Commission statement regarding fully allocated
costs and parcel post volume-was that rates based on fully

- allocated cost accounting were a "principle cause of the lona
cerm decline of parcel post volume". Evidence supporting the
Commission's conclusion include regular increases in parcel
post volume up until the enactment of Public Law 82-199 in 1952,
which established reduced size and weight limits for parcels
moving between first class offices, and the rigid cost recovery
requirements of the Supplemental Appropriations Act of 1951.
Parcel post rate increases in the 1960s and 70s, in our opinion,
have contributed to parcel post volume losses. Service may
also be a factor, but no witness appearing before our Commis-
sion or conferring with our, Commissioners cited any factor
other than cost as a reason for not using parcel post.

16. The Congress apparently thought it had enacted a
"satisfactory method" of fixing postal rates in 1970. The iner-
pretaton of that law by the Chief Administrative Law Judge of
the Postal Rate Commission and subsequently by the United
States Court of Appeals f6r the District of Columbia, clearly
demonstrates that the language used in section 3622 of title 39
may not have accurately reflected Congressional intent. The
legislative history surrounding the Postal Reorganization Act.
indicates that both Congress and the Post Office Department
considered "attributable cost" to be about 50% of total cost and
section 3622 was written to insure that every class of mail or
type of mail service would pay that level of cost plus some portion
of other costs based on factors other than cost causation. If the
Court of Appeals decision of December 28, 1976 in the greeting
card case is permitted to stand, we believe that Congress' intent
cannot be carried out. In addition, webelievethat a regulatory
agency has a natural tendency to seek purely objective standards,
such as cost causation, to fix rates. We believe that the only,
sure way to avoid volume losses in all subordinate classes of
mail (and thereby protect postal revenues and the viability of
the postal system) is to enact a limitation upon the level of
attributable costs.

18. The Commission recommends that section 3622 be
revised so that "demand factors" can be taken into account in

C
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fixing rates. Although, demand is not specifically cited insection 3622 of title 3§, the law dQes state that Ithe value of
the matl service" shall be taken into account. Because the
Court of Appeals has construed this section to mean something..
other than what Congress apparently intended it to mean, we
believe the law should be revised to include demand as a
statutory, criterion for rate fixing.

Sincerely,

DAVID MINTON
Executive Director
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COMMISSION ON POSTAL SERVICE"
(Public Low 14-421)

1760 K Street, N.W.
Oaylord Froman. Ciasirman Suite 801
Rose Il,,ke, Washington, DC 20006Do~d Johnsonm

Paul Krebs 634-4174
James Rademacher Ex O€|o
Kent edr ....' 3.,Juamn F. Doller
Kolart ayior May 11, 1977 ' Postma ter Oeneral

Clyde S. OUpoM. Choirman i
Dald MIO. t Es *D tl W postlratmP o R ommisson.
Lawrence A. Morico. OMMed CP tlenl

Mr. Richard A. Barton
Staff Director
Subcommittee on Postal Operations

and Services
122 Cannon House Office Building
Washington, D. C. 20515

Dear Richard:,

Thank you for your letter of May 10 enclosing threwequestibns-
submitted by Representative Charles H. Wilson of California concerning
curbline and cluster box delivery.

The Comission did not address the issue of curbline'and cluster
box delivery in its report; however, I think it would be fair to-say that
a majority of the Commission would support administrative actions to help
control increases in postal costs. Delivery addresses increase by about
1.7 million each year. The cost of door-to-door delivery is substantially.
greater than the cost of curbline or clusterbox delivery an& facing
mounting .costs and declining volume, the Commission would probably favor
the continued development of curbline and cluster box service.

The issue of local ordinances prohibiting construction of curb-
line boxes has been considered by the United States District Court in
California. The principal issue is whether local government has the
authority to issue regulations controlling the activities of the Federal
Government. That issue was not directly addressed in the District Court
case, but there is a long string of cases decided by the Supreme Court
of the United States which support the paramount sovereignty of the United&
States over any of the constituent State governments. In other words, it
is my opinion that such local ordinances are clearly unconstitutional.

Sincerely,

David Min ton
Executive Director



RECOMMENDATIONS OF THE COMMISSION ON
POSTAL SERVICE

MONDAY, MAY 9, 1977

U.S. HOUSE OF REPRESE NTATNE'S,
COMuFlTrEF, ONx 1OST OFFICE AND CIVIL SERVICE,

SUBCOMMITTEE ON POSTAL OPERATIONS AND SERVICES,
W.qhkington, D.C.

The subcommittee met at 10:35 a.m. in room 311 of the Cannon
1l ouse Office Builing, lion. James .- Hanley (chairman of the sub-
committee) presiding.

Mr. 1-f ANLY. The subcommittee reconvenes this morning for the
purpose of hearing from the Postal Rate Commission its observations
on the recent recommendations of the Study Commission on the U.S.
Postal Service.

It is a pleasure to welcome you, Chairman DuPont. I am confident
tlat your testimony will prove interesting.

STATEMENT OF CLYDE S. DuPONT, CHAIRMAN, POSTAL RATE
COMMISSION

MI'. Dro',,. Thank you very much, Mr. Chairman. It is always
a pleasure to appear before you a1( I dlenly appreciate this oppor-
tunity to present my viewVs on the report of the Commission on Pcstal
Service.

The opinions I will be expressing are my own, and are based on my
observations as a nonvoting ex officio member of the CPS as well as
on my experience with the Postal Rate 'Comission.

My statement runs approximately 14 pages and, if I may, I would
like, to read that statement. Then I have al)ecnded to my oral statement
a mor0 comlliete apl)endix comnienting more fully on the legislative
p)ro1osrIs of tile Commission.

?b r'. I-AN.LE.Y. Without ol)jection, so ordered.
Mr. DuPoNT. Thank you.
Altilollrrh today I am not testifying to an official positio" of the

Postal Rate Commission, I still wish to ask the committee's indihl:yonee
in not askin( questions that bear on matters at issue. or likely to lb'
at, issue. in cases before us. --

As 'ol are aware, we conduct. or proceedings on a srictly on-tle-
re('or,1 ba,'is as required by the Poital Reorganizit ion Actt, and i'
would be imm'ouer for mp' to express views indicating any prejud.'z-
mert oi the merits.

With that exception. I will be happy to answer atuy questims.
* (59)
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I should like to discuss the CPS report generally and to touch upon
some of its legislative recommendations.

In general, I should like first to pay tribute to the chairman, mem-
bers, and staff of the CPS for the extensive collection of information
in its report and appendixes bearing on the condition of the U.S.
Postal. Service.

The Commission went to great lengths to obtain input from as many N.

sources as possible regarding the Service, and they did it in a very
short period of time.

The facts are there for all to read, and I believe the Commission on
Postal Service deserves a vote of thanks for pulling all of this informa-
tion together for you, the President, and the interested public.

With regard to time, as the Committee knows, we at the Postal Rate
Commission have had considerable experience with highly expedited
proceedings and on the basis of that experience I can say that the CPS

It is clear from the report that the CPS has not attempted to recom-
mend a single "quick-fix" solution to the problems of the Postal
Service.

Instead, it has proposed a number of different partial remedies,
focusing on a number of possible means of improving the Service's
condition and assuring its future as a viable institution of Goverriment.

Neither service cuts, increased appropriations, nor ventures into new
forms of communication, taken alone, would be likely to solve the
Postal Service's problems-at least at what the CPS believes would
be an acceptable cost.

The CPS has therefore proposed moderate advances on several
fronts which, taken together, appear to have a better chance of success.

Among the most forward-looking of the CPS's proposals is its
strong recommendation that the Postal Service immediately investi-
gate the possibilities of electronic message transmission.

No student of postal affairs can look with unconcern on the prospect
of drastic diminution of letter mail volume, especially since a severe
volume decline carries with it the threat of higher rates and thus po-
tential further diminution of volume.

The Postal Service possesses an unrivaled nationwide collection and
distribution system with over 35.000 outlets. It would be a serious waste
of a. great national resource if we did. not explore the potential adapta-
bil;tv of this system to electronic message service.

Turning next to the CPS proposals which would directly affect the
Postal Rate Commission, I may say that there are a numbr of find-
inas in the report with which T completely agree.

I was pleased that the CPS recognized and endorsed the value of
an independent regulatory body as part of our postal system.

I am also convinced-as a majority of the Commission has been in
the past--that our decisions should be final and subject only to judicial
review.

Every other regulatory agency is so structured as to render final de-
cisions, reviewable by tle, courts. Nor do the Governors, in exercising
their present limited review powers, employ any standard of review
which a court would not equally well utilize.

So far as the technicalities of ratemaking are concerned, the Gover-
nors are not expected to be experts in the same sense as the Commission.
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I believe, therefore, that the CPS is right to urge that this addi-
tional administrative step be abolished.

Closely related to this proposal, and independently desirable as well,
is the recommendation that both we and the Postal Service be author-
ized to appear in court by agency counsel rather than being represented
by the Department of Jusie..

Other regulatory agencies have this authority, and in a situation
where the Postal Service might be appealing a final decision of our
Commission it would be clearly impossible for the Justice Department
to represent both sides.

Moreover, the Department's attorneys, though highly capable, can.
not be expected to possess specialized expertise in postal rates and
classifications.

The legal representation proposal made by the CPS would be a step
toward greater efficiency in the review process.

One of the most significant recommendations of the CPS is its pro-
posal to amend section 3622 of the Postal Reorganization Act to clarify
the standards for ratemakn.

The Postal Rate Commission's interpretation and application of
these standards--which we think are in accord with Congress intent-
has caused some controversy, and last December the court of appeals
issued a decision calling for a different ratemaking method. That de-
cision has created still more controversies.

I believe that decision is wrong; and if it reaches the Supreme Court,
I believe the Justices can be shown that the court of appeals' decision
should be reversed.

But legislative correction of the Court of Appeals' interpretation
is equally available and desirable.

In the appendix td my statement there is a more extended discussion
of this important proposal.

At this point I would say only that I fully support the CPS pro-
posal to revise section 8622(b) (1) to make it clear that noncost factors
have a legitimate and highly important place in postal rate
determinations.

The reasoning used by the CPS-that the xreat increases in second.
third. and fourth-class rates which the court's theory would require
would drive those items out of the postal system altogether and thus
cause inereacs in first-class rotes--seems to me perfectly sormd.

Thus I fully endorse the CPS proposal to require that:
Each elass or subclass of mail or type of service shall beer those postal costs

attributable to that class, subclass, or type because the costs vary with the volume
of that class or subclass or type of service.

The language, together with the principle embodied in the CPS pro-
vosed section 3622(b) (2) represents the ratemaking method which
Congress originally intended and which we have tried to implement.

I part company from the CPS, however, when it goes on to propose
a permanent 60-percent ceiling on the cost attributions and a rigid
definition of 3 years as the period to be considered in evaluating
variability.

I do not exclude the possibility that at some future time an attribu-
tion ceiling-though perhaps a ceiling that can change from time to
time-might be appropriate.

But the CPS proposal is both premature and overly inflexible.
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This question, again, is discussed in more detail in the appendix.
To make just one example of the excessive rigidity of the CPS form-

ulation: suppose that a few years hence the Service did become sig-
nificantly involved in electronic message transmission. Its entire cost
picture might change radically, and the proposed 60-percent ceiling
on attributions might then become totally unrealistic.

In-addition, of course, the imposition of these inflexible limits would
tend to nullify the expert regulatory function the Commission was
established to perform.

Congress in 1970 directed us to find out how much it costs in fact
to collect, process, and deliver each class of mail.

While cost allocation has perhaps generated more theoretical con-
troversy than any other aspect of postal ratemaking, the definition of
the Service's revenue requirement is no less important.

The CPS here makes two suggestions which I cannot endorse: First,
that the Service's allowance for contingencies be limited to 2 percent
of operating expenses, depreciation, and debt service and, second, that
no recovery of past years' losses be allowed for.

In our last rate case, after considering evidence pro and con, we
allowed a 4 percent contingency provision and a $207.8 million annual
item for recovery of past losses.

I believe both of these actions were fully supported by the record in
that case, and by sound reasoning as well.

Of course, the need for, and appropriate level of, any contingency
provision or allowance for past loss recovery would be independently
assessed in each future case.

As these matters are now in litigation before the court of appeals,
and could thus come before us again, I shall not discuss the merits
anv further.

However, my own view is that here the CPS recommendations would
likely lead t6 an unnecessary increase in required appropriations.

The CPS makes two recommendations regarding procedures which
I should like to discuss briefly in the context of rate decisions, for it
is there that their impact would be felt.

The CPS proposes to require rate cases to be decided in 9 months
rather than the 10 months Congress mandated in Public, Law 94-421
last year.

It also pro;ooses that the Commission be required to deal with re-
lated rate and classification matters in the same docket unless it finds
that greater expedition and fairness require separate proceedings.

I believe that the first of these proposals should be rejected.
The 10-month deadline under which we now operate, and which we

met in docket R76-1, seems to me about the minimum time that can
be allowed without curtailing the rights of the parties to challenge
the basis for a postal rate increase and to develop convincing rebuttal
cases.

I need not say that our Commission remains committed to maximum
expedition consistent with procedural fairness.

If we find that we can complete a rate case in 9 months, or 7, with-
out any sacrifice of fairness, than we shall do so.

So far as I am concerned, Parkinson's law does not apply to postal
rate cases.

But at this time I do not see how a still tighter deadline than the
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one Congress chose to enact only 7 months ago can be imposed without
threatening some curtailment of public participation.

The second proposal-to require, so far as consistent with maximum
expedition and fairness, that related classification and rate matters be
handled in the same docket-is wholly unnecessary.

I believe that the Commission, like any regulatory agency, has in-
herent pbwer to consider related matters together in this way. That
we have seldom done so in the past reflects exactly the concerns recog-
nized by the CPS: expedition and fairness.

In rate cases particularly we should not be required to expend time
on deferrable classification issues which could as well be decided in
classification dockets.

If we are required to include those items in rate cases, the 10-month
time schedule may not be met.

Clearly, where the central issues cannot be fully and fairly decided
without extending the inquiry into related classification or rate mat-
ters, we will include the additional questions in our proceedings and
decisions. 1

But this type of scheduling is generally left to the administrative
direction of the agency, and I recommend that this be done here as well.

Turning to mail classification matters, I should like to comment on
the CPS proposal to freeze the present four main classes of mail.

This provision represents a considerable departure from the original
intent of Congress in passing the Postal Reorganization Act.

At that time it was contemplated that the Postal Service, the Com-
mission, and mail users would have full latitude to explore a complete
restructuring of mail classification.

The Kappel Commission suggested, for example, a reformed realine-
ment of the system based on functional types of mail: messages, mer-
chandise, and bulk mail.

We have been, and are currently, engaged in an exploration of basic
reform in docket MC76-5. The Postal Service and parties to our pro-
ceedings have been engaged in formulating and executing long-term,
indepth studies aimed at improving present mail classifications.

I do not believe that the possibilities of improvement inherent in
this effort should be foreclosed by legislative freezing of the four main
classes.

The CPS in effect recommends that the types of mail historically
accommodated by the postal system should continue to be served.

That is certainly a worthy objective. Indeed, in our-first mail classi-
fication decision- in our docket MC73-1 we stated that future proposals
would be examined for their consistency with basic reform.

In this connection, we have reviewed new mail classification pro-
posals to insure that-if adopted-they would not hamper future
reclassifications.

Equally important, we have carefully reviewed classification pro-
posals to guard against any adverse effect upon (1) mail volumes,
and (2) upon the continued availability of services to all mail users
and to all categories of mail matter.

But I do not believe that this objective has to be attained by petri-
fying the classification structure.

If Congress wishes to adjure the Commission to provide a suitable
place in the classification schedule for all types of mail heretofore car-
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ried by the Service, it would be better done by adding that require-
ment to the general policy sections of the act, such as section 101.

The CPS proposed a number of organizational changes in the Postal
Rate Commission. The most striking is its suggestion that the number
of Commissioners be reduced from five to three. I strongly recom-
mend against this change.

Indeed, it seems inconsistent with the CPS's own proposal to rein-
force and make more specific the professional qualifications to be
required of appointees to the Commission.

The CPS recommends that CommiSsioners be professionally qual-
ified in postal affairs, law, economics, or utility regulation.

This is certainly a worthy objective. Indeed, the list might be ex-
panded to include accounting, finance, and industrial engineering, all
of which disciplinies have relevance to the Commission'a work.

I believe it would be far easier to obtain the desired mixture of pro-
fessional disciplines on a five-member Commission than it would be if
the panel were reduced to three.

In addition, I believe that geographical diversity. among the mem-
bers of a Commission is a desirable goal; this, too, is easier with five
members.

A final reason for maintenance of the Commission at five members
is that we have experimented successfully with the practice of having
Commissioners sit as presiding officers in cases requiring the develop-
ment of an evidentiary record.

Were we reduced to three members, it might be difficult to continue
this procedure, and any streamlining of the institution achieved by
reducing the numbers of members might be canceled in part by the
need to employ more administrative law judges.

I therefore would urge that this proposal be rejected.
The CPS also proposes that the Commission be funded from the

Treasury through the appropriations process rather than continuing
to obtain its budget from the Postal Service Fund.

As the committee knows, it was Congress intention that mail users
bear the costs of regulation-via revenue from rates deposited in the
Postal Service Fund-and that these costs were not to be borne by
taxpayers.

Of course, I recognize the present arrangement-wherein the Gov-
ernors of the Postal Service pass upon our budget-is somewhat anom-
alous-that the regulated entity provides the budget for the regulatory
agency.

It has, nevertheless, worked reasonably well.
I believe that the better solution to the apparent problem of Com-

mission independence would be to establish a neutraLarbiter with au-
thority to review any excision from our budget request which the
Governors might make.

When the General Accounting Office sought our comments on -its
recommendation regarding Commission budgeting, we suggested that
the Commission should continue to be funded as it is now, but that
the Director of the Office of Management and Budget be required
to approve any budget cut the Governors proposed to make.

GAO did not agree with this suggestion-preferring to recommend
that the review task be assigned to Congresa--but I believe our sug-
gestion represents the simplest and most efficient way of both assuring
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the independence of the Commission and reducing the complexity of
the budgeting process.

I address myself now to the proposed $625 million appropriation.
While I do not intend to discuss the various appropriations pro-

posals made by the CPS, I do wish to comment briefly on the pro-
posed $625 million appropriation to retire the Service's operating
debt.

The CPS relates this suggestion to its proposed ban on any future
allowance for recovery of past losses through rates and fees.

In my view, the question whether this cost should be borne by the
taxpayer or the ratepayer is essentially one for the Congress to make.

Operating under the break-even standard of section 3621, we al-
lowed in the last rate case for a past loss recovery-most of which
was directly related to the retirement of the operating debt by which
the Service had covered its operating losses.

Under the law the Commission in its last rate case was presented
with a revenue need of the Postal Service of $1.4 billion for losses in-
curred in fiscal years 1972-75.

From the evidence received in that case we felt the request was
;supportable. The question was whether the revenue should come from
the ratepayer or the taxpayer.

We could not guess what Con ress would do and, to insure that the
money was forthcoming, the on ly alternative was to include it in the
rates.

As I stated earlier, I believe that action was entirely justified by the
record. On the other hand, I recognize /is well that Congress may de-
cide that the CPS appropriation proposal is a preferable method of
dealing with the remaining deficit.

Finally, there are a number of proposals submitted by the CPS
which are imporlant, but which do not warrant extended comnimet
as a part of my oral statement.

They are hi the main discussed in the appendix or are matters in
which we possess no special competence and, accordingly, we would
defer to the wisdom of Congress as to whether such proposals should
be enacted into law.

Specifically I submit no comments with respect to the level of the
public service appropriation or the proposed changes in the Serv-
ice's organization-particularly composition or elimination of the

*Board of Governors.
Also, but for a different reason, I have no comments to offer on the

proposed elimination of Saturday deliveries: This is a matter which
potentially will be before the Commission and on which, therefore,
it would be inappropriate for me to comment at this time.

Our appendix contains analytical comments concerning my support
,or opposition to proposals concerning:

(1) new statutory standards governing the closing of small
post offices, which I oppose;

(2) the addition of an additional statutory standard to be ap-
plied in mail classification cases related to the educational, cul-
tural, scientific, and informational benefits of mail matter, which
I support; and

(3) changes in calculating preferred mail rates--which is es-
sentially an appropriations matter-and proposals for uniform
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maximum size and weight limits of nonletter mail; the latter of
which I support.

Also, the CPS has suggested a relaxation of the private express
statutes. The matter of implementing these statutes is not within the
Commission's jurisdiction and, accordingly, I express no views oni
this proposal.

Similarly, I have no special views to present concerning CPS's
proposed limitation on the permissible outstanding obligations for
the Service's operating expenses which would be set at $500 million.

This concludes my prepared statement, Mr. Chairman.
-I would urge that the committee examine the appendix, which con-

. tains a number of comments on the CPS proposals which time does not
permit me to mention here.

Also, the legal staff of the Postal Rate Commission has drawn up
a side-by-side comparison comparing the CPS's legislative proposals
with the present law.

If the committee staff would find it useful, I will make it available
to the staff.

Having served on the Hill, I know that it is very-at least from
my experience it has been-profitable to have these side by side and
we have worked it out for committee use if you so desire.

I would be happy to answer any questions you may have, Mr. Chair-
man, or Congresswoman Schroeder.

Mr. MiANLEY. Thank you very much, Chairman DuPont, for your
very fine testimony-

I believe I would be remiss if I didn't salute you for your efforts
through your tenure on the Commission. I have always been impressed
with your dedication.

I, contrarily, had been very distressed with your predecessor's. You
have provided a ray of hope, a ray of light in that the Commission
might well work in accord with the will of the Congress. I think that

-under the circumstances that you work with, that you are trying very
hard to do a good job, and I know it is very d1tlcult for the Com-
mission to do this because of the uncertainty t 'at prevails with regard
to exactly what the function of the Postal Service is.

As you may know, I have submitted to the President a recommenda-
tion that would call for the institution of a national policy on postal
service, giving recognition to the many changes that have happened
in the course of the last decade or so, and changes that we envision
as probably happening during the future decacLe or so.

Alt of us in the legislative branch and certainly the Rate Commis-
sionithi1ik could function far better if we knew exactly -what the
role of the Federal Government should be from the standpoint of the
provision of this service.

I am especially interested in our defining exactly what aspects of
this overhead are truly attributable to public service.

Once, with that definition in hand, then we are in a far better posi-
tion to clarify any obligation of the U.S. Treasury insofar as the over-
head of the institution is concerned.

I can appreciatethat you have to work under that shroud for the
present, and I hope very much that that can be clarified in the not
too distant future.

You allude to your support for the Commission's recommendations
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related to electronics and I, too, concur with your support and recom-
mendation and study of the Commission in this matter.

What in your judgment would be the rationale for the reluctance
of the management of the Postal Service to move in the direction of
electronic transmission of mail?

Mr. DUPONT. As an ex officio member of the Study Commission,
Mr. Chairman, I was exposed to the same evidence that Chairman
Freeman and others on the Commission were.

I mean that the Postal Service had submitted a number of docu-
ments to us on research projects that they had underway.

The budget of the Postal Service devoted to research.
We also had Chairman M. A. Wright along with two of his col-

leagues, appear before us. And, I believe these were the statements by
Postmaster General Bailar which he gave before you on electronic
transmission of messages.

As you know, we were concerned at the Commission with a very
bleak future for the Postal Service where costs were going up and
volume was going down.

How do you reconcile this to keep the Postal Service a viable insti-
tution of Government?

One reason we heard was that in those areas where private industry
is participating and moving ahead, it should not have competition
from a Federal entity. Or since private industry is moving very
quickly into electronic transmission of messages-and here I am
paraphrasing and putting my own words into what I have heard-
Government had no business being there.

The position of the Commission and my position, even though I was
not a voting member, was that the Postal Service certainly should
investigate the possibility of getting into joint ventures.

We heard from Xerox. W1e then discussed matters of joint venture
at length, and felt that with the picture as it was-the loss of first-class
mail volume had drastic consequences for the Postal Service if some-
thing was not worked out to handle the electronic transmission of
messages.

Otherwise, the Postal Service would just be handed hard copy and
that hard copy, the amount, would diminish considerably. The result
would be either rates going out of sight, or having the Congress
pick up a greater part of the tab from the general treasury.

I do know that the Postmaster General has now revealed that
the Postal Service has let out a contract for an extensive investigation
into picking up the recommendation of the Study Commission and I
certainly applaud that.

I think electronic transmission of messages is an essential element
for postal research and development, but this is for Congress to decide.
It does involve a policy matter of the Postal Service as to the extent-
putting it in purest form, getting into competition with private in-
dustry. Certainly as you well know there is a place for reconciliation
of these philosophies. This is essentially my view if the Postal Service
is to remain viable.

Mr.- lIALEY. As you know, we have had some very interesting-
testimony from members of the scientific community who have pro-
posed some very exciting and dramatic things that could have been
used by the Service and should be in use by the Service now but, un-
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fortunately, the Service has on a continuing basis walked away from
any such proposals.

I think in fairness the Service had the responsibility to let it be
known, why it didn't appear interested to sophisticate its methodolo-
gies and services. If the committee was provided with a sufficient ra-
tionale, of course, we would have understood.

But in the judgment of many of us, there certainly is much in the
area of electronics that should have, been considered that could have
been implemented by the Service under its existing authority; that is,
the Private Express Statute,

So I have, of course, charged those who administer the agency with
irresponsibility for their'failure to do this and in recognition of the-
continuing decline of revenue.

We are working under the 5-minute rule. That being the case, I
defer to my friend and colleague Mrs. Schroeder.

Mrs. ScI Ro.DFR. Thank you very much, and I appreciated your tes-
timony and the obvious time and effort you have put into it.

I have to apologize because I have to leave in a little bit, Mr. Chair-
man. I have about 10 appointments going simultaneously this Monday
morning.

But one of the things I was interested in in your testimony were your
comments about the court decision that. had come down in thleallocation
of rates, of cost of the different rate structuis.

I noticed in vour statement you said one of the reasons that you felt
the court decision was incorrect and that legislation should be taken
in order to clarify it was because you were afraid that we would chase
out second-, third-, and fourth-class mail users if the rate went lip.

I)on't you think we will also force out first-class mail users if the
rates go up?

Mr. DtUPONT. That has already occurred in parcel post. If I may
answer your question this way. Mrs. Schroeder, I disagree with the
court decision because the volume projections used in that case in
R 74-1 we felt were not solid.

The volume projections used by Judge Wenner in our second rate
case were the same volume projections used by the Postal Service in
projecting a 10-cent first-class rate.

Judge Wenner recommended an 8.5-cent rate.
The shift, of going from 10 to 8.5 cents was in the nature of $3 billion.
To use the same volume projections for both rates we felt was just

not solid.
And, in view of the fact that the evidence could not completely

demonstrate the effect on volume or the shift of mail volume I was
convinced as a Commissioner that we could not risk that volume loss.
We-have lost volume in fourth class.

The criteria given to us in the law says that we should find what is
the attributable costs of each class of mail.The Postal Segice's budget does not allow itself or can be refined

to zero in on what it actually costs to handle a piece of mail whether
it be first-class, second-class, third-class. or fourth-class.

So. before we move on to a drastic change in rate., I feel that we
should have a better knowledge on what. the effect may be on volume
and--consequently on revenue.

Since 1976 when the new rates went into effect, the Postal Service
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has just t" a tboi as close to break even as possible. They have been
$20 million in the red, $20 million in the black either way and, in a
$14 lion operation, that is as close to break even as one can comCe.

So with the 1976 rates, volume has been maintained at a fairly stable
level and as rates have.

I am afraid that if we shift too much one way without a solid pro-
jection of volume we might lose volume. It is like a fuse set that you
ca-n turn on, turn off, and it will stop.

Once we ---
Mrs. SCHROFDER. If I can recoup my time, I ain not sure what you

are saying.
You said that before we do this we should have a better determina-

tion of costs; right?
Mr. DUPONT . Yes. And volume.
Mrs. ScimommR. How are we going to get a better determination of

costs if we dfO't do a better job of allocating the cogts
Mr. DUPONT. I think the evidence we must get with the criteria that

Congress has given us, will result in a better allocation of costs%
So I don't-
Mrs. SconRamw. So you would be in favor of the portion of the deci-

sion that goes to talking about better allocation of the cost
Mr. DUPONT. Yes.
.Mrs. SCHRoRDEl. My question is I don't know. how tomake such judg-

ments without better allocation of the costs and I don't know how to
deal with the classification system until we have a better allocation
of the cost and to know whether it is correct or incorrect and who we
are. subsidizing and to what extent.
-So as a policymaker, I find it very difficult to deal with the whole

classification system and the rate structure because I feel we ate just
pulling figures out of the air and we are really doing a lot. of educated
guessing which so often turns out to be wrong.

Mr. DUPONT. We are not in disagreement.
I agree with you that we should have a better allocation of costs.

That, there is no disagreement there.
.Mrs. SCIIRo nFR. It is now, what theory do you use to allocate costs?
Mr. DUPONT. We have decided at the. Commission that volume vari-

ability should be the theory that we follow. When.a cost incre.tseo or
decreases at the same time that volume increases or decreases. this tells
us that a particular class of mail or a particular cost can be attributed
to a-particular class of mail.

There is a segment of costs that do not change, which call institu-
tional or overhead costs. We are making better inroads and having bet-
ter evidence to determine what portion that is.

So as you say, it is all theory, trying to determine the proper cost
allocation.

Mrs. ScmoimrR. My time has expired, but I am delighted to hear
you say that because I have been most dismayed looking at it from an
accounting and business standpoint as to how the cost allocations have
been made in the past, and I think we really do need to look at it with
a very professional viewpoint. To help us in the future.

Thank you very much again.
Mr. HANLrY. Thank you, Mrs. Schroeder.
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To carry on just a bit about cost ascertainment, this in my judgment
has, again, been one of your fundamental problems.

I related earlier to policy, just what role the Government should pay
from the standpoint of public service.

I think akin to that also is the cost ascertainment process. I have
always been a skeptic of it. I have urged the agency to develop within
its research and development program a better way of doing cost
ascertainment.

It is essentially determined in the same sense that it has beeii tradi-
tionally, and that is rather arbitrarily.

One of the major deficiencies within the mandate of the institution,
is its failure to got with it from the standpoint of a reasonably ac-
,curate cost ascertainment procedure.

In the process of background on the Commission-and this does not
relate to the study commission per se, we were plagued for a number-
of years with a great turnover in the Postal Rate Commission from
the standpoint of Commissioners and Chairmen.

Can you tell the committee how many people have served as Com-
missioners since the inception of the Commission ?

Mr. DUPONT. As you know, we now have one vacancy. We are
-operating with four Commissioners. The term of thi other Commis-
sioner expired last October 14. So really there are two positions that

,-_have -not yet been filled.
We initially of course had five Commissioners. There is only one

remaining of the original five, Commissioner Saponaro.
We have had, I believe, 10 different Commissioners, 4 different

-Chairmen, in 5 years. I left these figures at my office, but I will be
glad to provide you with them.

Mr. HANLEY. I see.
Mr. DUPONT. Before I went down to the Commission, I was asked

if I wanted to stay outside-and throw rocks or get in and work. And
-hee I am.

I have enjoyed the work, buf we do need more stability with the
Commissioners.

I think the instability that we have gone through has had a detri- -

mental effect on staff, on moving ahead.
It is a long educational process that one has to go through to learn

postal rates, rate setting and mail classification, ani if there was any
way of getting better continuity, I would urge that it be done.

I think the terms for which we serve are fine. I think new blood is
always welcome. But we have long enough terms to get our expertise
up, and we should be sensitive to the needs of the Congress, the Presi-
dent, and the American public.

Therefore, I would not advocate extending the terms. But I do
believe it is essential to find Commissioners who are. dedicated, who are
determined to stay and sit on our cases and work like we have done in
the past 21/ years.

Mr. HANLEY. Well, I would agree that the recognition of the highly
technical subject matter that you deal with, that certainly tenure
should work to the advantage of the cause.

There are presently two vacancies?
1Mfr. DUPONT. Yes, sir.
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Mr. HANLEY. And these two vacancies are created as a result of the
.retirement of whom?

r-Mr. DUPONT. Commissioner Miltich whose term expired on Novem-
ber 22, was not reappointed. His term ended November 22 last year.
He decided since he was not reappointed that he would look elsewhere.
'Therefore, he has left the employment of the Commission.

The other one is Commissioner Saponaro whose term expired on
November 14.

The law reads that a Commissioner whose term expires shall con-
tinue to sit for a maximum of 1 year following the expiration date
of his term or until a successor is qualified and confirmed by the Senate.

Mr. HANLEY. As you recall, the intent of the law-was that at no given
time more than three Commissioners of the same political party would
serve on the Commission.

Can you tell the committee how many Democrats have served on the
Commission since its inception?

Mr. DUPONT. I do not know from its inception, Mr. Chairman.
At the present time there are none. There are now two Republicans,

-one independent and one conservative.
During the time that I have served on the Commission, as of Sep-

tember 1974, there was one Democrat whose term expired on October
14, 1974. He was not reappointed.

I shall be happy to get those figures for you.
Mr. HANL Y. Please do.
Mr. DUPONT. But I do not have them at my fingertips.
Mr. HANLEY. Fine. If you would provide the list of that information,

-we would appreciate it.
Mr. DUPONT. Yes; I shall.
ir. HANLEY. So presently there are no Democrats sitting on the

,Commission?
Mr. DUPONT. That's right.
Mr. HANLEY. I have a problem with page 5 of your testimony, where

you support legislative correction of the court of appeals decision.
Isn't there a danger that the courts might accept that as proof of the
court of appeals decision, that it was initially accurate?

Mr. DUPONT. That is a risk, yes. But I believe our case is just, and
When the case is presented to the Supreme Court, I believe that the
Court will realize and compare the statute where you have told us that
we have nine criteria on which to base rates or to judge rates, and cost,
with the court of appeals decision, on fully allocated, fully distributed
costing, and determine this is not the way to go.

There is no one cost factor that is put a head of others, we believe
that our decision and the evidence we would present to the Supreme
Court would make this obvious.

I also urge Congress to reinstitute and support and make more firm
the fact that we are to consider the nine criteria, none of which over-
shadow the other eight. And, whichever comes first, I would urge that
it happen as soon as possible because I anticipate that the Postal Serv-
ice will be filing another rate case with us maybe mid-June or July,
depending on whether the Governors take final action.

They discussed ratesetting at their May meeting last week and called
for a, more complete discussion at their June meeting in Kansas.
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So I would hope that we would have 91/2 months to complete our
next case.

We may have to consider alternatives in setting rates in the case.
But I would hope that the Congress or the Supreme Court affirming
our position would act quickly.

'%fr. HANLUFY. Now, on page 4 6f your statement you agree that the
Commission's decisions be final.

Now, assuming that as a matter of national policy, the agency is
categorized as a service first agency. I noted some time ago that it
appears that the Congress should have some input here. I have offered
the suggestion that the Congress be given veto authority, that, within
60 days after a rate Commission determination, the Congress could
override the decision of the Rate Commission. It would be my intent
that if such a veto occurred, then of course, the Congress as repre-
sentatives of the people would also incur the obligation for any addi-
tional funding. Congress would recognize the importance of yoir deci-
sion and the ability of the agency to sustain its overhead.

I am saying that should the Congress have the veto authority. Con-
gress would take into consideration that the Rate Commission has
delved into this matter and has come up with a decision and that
moneys that would not be kicked up from the user direct would then
have to be funded out of the U.S. Treasury.

What would be your position on that?
Mr. DUPONT. A )rime concern of mine is as you have expressed,

where is the money going to come from.
If a decision of the Rate Commission is in effect vetoed by the Con-

gress, then the money has to come from someplace, and it should come
fairly quickly. The procedure we follow uses a further test year in set-
ting rates. When the Postal Service makes a filing with us, they look
to a future test year, and protect that in 1 year or 2 years they
will need a certain amount. of money. So there is some time to play
with.

But a prime concern of mine is that when we come out with our deci-
sion, that it is not delayed.

The Postal Service does need its money in that test year. And,
frankly, I have some misgivings about how quickly the Congress would
act to appropriate the funds necessary should a decision of ours be
vetoed.

Of course, hope springs eternal in ratesetting as it does on the golf
course, at1d you always hope that the decision you make is right, and
it will be endorsed by the Congress and I don't foresee you vetoing
any rates that we set at all.

But should that occur, my prime concern is the money.
Mr. HANJZY. Sure.
Well, I would hope very much that that particular concern could be

put to rest by the quality of the administration of the agency.
Now, if the agency is going to continue to function as it has, and

that is with 11th houir requirements of money to keep alive, then that
doesn't say much about the quality of those who are running the
agency.

I would hope that resultant from the action of this Congress. we
come upon an era of good sound management within the Postal
Service.
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So I would hope very much that whatever the Congress decides to
<do in this 95th Congress, the result of it is going to be a management
that runs somewhat like successful management in the private sector.

You know we have in the private sector an industry or business
comes upon hard times in certain areas. That doesn't mean that that
industry is going to collapse. Most likely there is a sufficient reserve
there, prudently so, to carry the industry over that troubled water.

That is the challenge of management and that is the type of man-
agement that I for one would like to see heading up this institution.

Mr. DuPo-T. In that scenario, I have no objections. I think that
the Congress is the will of the people. Their actions are what this
thing is all about. And for the Congress to have veto power over our
decisions, I have no problems with.

Hopefully, we will come through with our adversary process, suffi-
cient input f rom the States, froin the interested public-individuals as
well as mail users-and the Postal Service, to produce a decision that
is acceptable to the American public, understanding all of the ram-
ifications. I want to emphasize at this point, Mr. Chairman, that I be-
lieve there is some time to play with, depending on the test year that
is selected.

We don't want to push the test year too far forward because then
everyone is talking about blue sky. We are looking for a reconciliation,
that is, far enough that the Postal Service will not be put into a finan-
cial bind, and possibly if a veto provision was written into the act. we
could accommodate and look for that kind of accommodation.

But. with this. I must say I (to not have any difficulty laying every-
thing else aside as you stated.

IMr. HANIEY. Fine.
Now, going to page 6 here of your testimony. you support the Rate

Commission's policy of allowing the Postal Sere'ice to factor in a $207
million line item for recovery of prior year losses.

Now, that being the case, in the next rate case do you intend to in-
quire of the Service as to why this figure has never been budgeted for
the purpose for which it was supposedto be used ?

Mr. DUPONT. Yes. Of course. the situation in fiscal year 1976. which
was the test year. the new rates went into effect in January, even
though half of the test year had already gone by the boards. Postal
Service had accumulated a loss of $1.1 billion as of January 31, 1975.
So for half of-the test year, we budgeted $207 million in the'fiscal year
1976 and for 7 consecutive years following.

So really it was the hybrid year. fiscal 1976. which was the test year
when the $207 million was cranked in.

You sense some amount of hesitation on my part, because this is
something we will be discussing in our rate case. My comments are a
little shaky right now because I am trying to tread a fine line of the
rulings in the Pillsbury case not to comment on the merits.

Certainly if the $207 million was used to pay off previous years
losses, operating expenses, debt service, and other ramifications of it-
I an dismayed somewhat.

But. on the other. hand, if we. had not cranked in the $207 million.
for fiscal year 1976, the Postal Service would have been in much worse
shape.
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I believe that we will discuss it and examine the evidence at length
in the next rate case when they come in.

Mr. HANLEY. In the event Congress appropriates $625 million to
retire the Service's operating debt, isn't there a serious question as to.
whether it should continue to include the $207 million figure in its
revenue requirement and, that being the case, would you judge that to
be a significant factor in the next rate case?

Mr. DUPONT. If I may put your question the way I can answer it,
will it be a significant factor in the next rate case? Absolutely.

Mr. HANLEY. On page 12 you say that it is desirable to have geo-
graphical diversity on the Rate Commission. I just wondered what
this had to do in the matter of setting postal rates. To what advantage
would that be?

Mr. DuPoNT. Assuming that the primary qualifications of expertise
in law, postal matters and the like, I think having someone from dif-
ferent geographical areas rather than having all of the Commissioners
coming from Washington, D.C., is a qualification that can be very
helpful. It will give input on classification service matters.

From my experience, having a Commissioner come from a particu-
lar part of the country. makes one feel more akin or more attuned to
what the Commissionei is doing, and not as reluctant to ask questions
or write letters or make inquiries. The Commissioner is known per-
sonally, coming from a country area where closing of post offices or
five mail delivery may have well come up, and I think, as you, having-
to be sensitive to the needs of your constituents. Commissioners alsoo
I feel, serve a constituency. The primary constituency immediately
being of course, the. Congress and the President. We should be sensi-
tive to having that intercourse between someone, say, in the country or
rural area rather than just city people coming from Washington D.C.,
assuming of course, that the primary qualifications are there to begin
with.

Mr. HANLEY. Well, I appreciate that explanation. It certainly does
make sense that a mix, urban-rural, would certainly provide a far
better cross-section.

Now,.you suggest that as an alternative to the Commission's recom-
mendation regarding your budget that the Director of OMB be re-
quired to approve any budget cut that the Board of-Governors might
wish to make.

It would appear to me that that could be the worst of both worlds
with two other agencies looking over your shoulder and with some con-
trol over your finances.

I just wonder how this would reduce the complexity of budgetary
process as you suggest on page 13 of your testimony.

Mr. DUPONT. I must admit to a philosophical position that. I was
persuaded to take back in 1969 and 1970, and that has continued, and
so I am looking for a way to continue adhering to that philosophical
position. That is, that the Postal Rate Commission is part of the
Nation's postal system.

The philosophy back in 1969-70 was that the mail user should pay
for the bulk of the system. The fact that we are, in my view, a part of
the postal system means that we should draw, and continue to draw
our operating expenses from the Postal Service fund. If we came to
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the Congress we would draw from the General Treasury and not
from the Postal Service fund.

So looking for an arbiter, in my view frankly, our independence
has not been compromised with the situation we now face.

But others see this as an infringement on our independence. They
would prefer to take us from the Postal Service fund to the General
Treasury.It costs us $2.7 million or $3 million to operate. This is a small
amount.

Philosophically though because there have been accusations that the
independence of the Commission may be compromised, I was looking
for a situation that would resolve what other people have seen as
infringement.

I do believe that the Director of OMB can sign off one way or the
other and furnish the arbiter.

If the Congress feels we should come up to the Hill and get money
from the General Treasury, that won't hurt us at all. I would welcome
coming to the Congress to have you look over our budget request, but
philosophically I prefer staying with the Postal Service fund andlooking fbr an arbiter.

Frankly, that is why that suggestion was made to look at the GAO
and here.

Mr. HANLEY. With regard to the budgetary process and your person-
nel system, if the Rate Commission were to switch to the regular budg-
etary process rather than fund its activities through the Postal Serv-
ice, then would this not require the Commission to switch to the general
schedule and, as such, eliminate its own semiautonomous system?

Mr. DUPONT. Yes.
Mr. HANLEY. It would?
Mr. DUPONT. Yes. Since I have been Chairman we have moved to

follow the general schedule almost completely.
Unlike the Postal Service, we are restricted in the levels of pay we

can give our employees. Therefore, we are following the general
schedule.

Looking for the day you should decide to have us come up here for
our funding, the transition would not be that drastic. In fact, it
wouldn't be drastic at all.

Again, I go back to my philosophy. We are trying to follow the
general schedule as closely as possible. -We will do that.

Mr. HANLEY. Now, to continue our discussion about budget, you
support the continuation of the current budgetary arrangements.

Has the Service ever cut a budget request on you?
Mr. DUPONT. Yes.
Mr. HA-NLEY. And why?
Mr. DUPONT. Yes, 2 years_ ago before I went to the Commission, it

had under discussion the institution and establishment of what is com-
monly referred to in regulatory agencies as a system of accounts. I
call it a periodic reporting system. The regulatee comes in periodically
with data on its operations so that when a rate filing is submitted every-
one is knowledgeable on the financial condition of the utility. Other
regulatory agencies, the public utilities that are being regulated, do
come in with periodic filings.
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The name that is given to this periodic filing, as I said, in other
regulatory agencies is a system of accounts.

WVe felt that this was essential. In view of the need to expedite our
proceedings, our rate proceedings particularly, we wanted to have the
Postal Service give us periodic filings rather than oome in with the
rate filing and bringing in material 2 feet high. Thiscauses evexrbody
to go through it and takes at least 7 months for discovery to see what
the Postal Service actually was saying-what their financial condition
was.

So in 1975 we alded to our budget an amount of $470 million, I
believe, or was it. 700-$700,000 excuse me. To establish within the
Commission a system of accounts.

The Postal Service immediately threw up its hands and said, "You
are going to impose on us a new system of weounts," which was not
really our intent. But sometimes you need a two by four, asI was told
by my father, to get somebody's attention.We have been trying to establish a system of accouints or periodic
rl)ortings system.

The Governors turned us down, but they said in the letter denying
that amount of money that, "We will cooperate with yeu in coming
up with a reporting system that would accommodate the needs of the
parties and the Commission and still not infringe on the managerial
prerogatives of the Postal Service."

We said, "Fine, we will work with you."
We agreed to that reduction.
They reduced us. We then moved, though much slower than we had

hoped, to set up a periodic reporting system.
It was only after approximately 14 months of discussions that we

arrived at a periodic reporting system that gives us a start where we
have the material coming into us monthly, quarterly, whatever the
Postal Service brings up, and how they report it.

We have it coming in. Timparties and the Commission staff are able
to review the Postal Service's financial condition before a rate tiling.
This will I am convinced, help us to expedite by cutting down the
amount of discovery that is necessary for the parties, and moving our
cases ahead much quicker than they did previously.

Mr. HAwLEY. I am a bit concerned about the procedure. And I guess
skeptical of the thought that there is a possibility that the agency
under this procedure is in a position to actively influence directly or
indirectly the Commission's activity.

Is that reasonable, to be a bit apprehensive?
Mr. DUPONT. No. Because of this. The material that they give us is

subjected to cross-examination by people who are well-schooled in
postal operations and postal finances. Should at any time-and this has
happened-the parties find some area of data that we feel is deficient,
we have the right to make disallowances or to question the Postal
Service much more extensively regarding these matters.

I believe that we have gonp thronuh the evolutionary process. the
early stages, and now have obtained enough sophistication to know
and, have a feel for. what is solid and what. is not.

Therefore, even thoiwh the Postal Service can, in effect, not give us
information that we feel is necessary, through this adversary process
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that is very extensive and very detailed, we can come up hopefully
with the right answer.

There are a number of people around this town and around the
country who have a great deal of sophistication regarding postal opera-
tions now and postal finances, and we are in a much better shape now
to question the Postal Service's findings and their operations than we
were 5 years ago or even 2 years ago.

Mr. HtANLF.Y. What you say is comforting and hopefully will set
my apprehension to rest.

Now, you support. the Commission's reasoning that the move toward
full distributed costs would bring volume losses in the second-, third-,
and fourth-class mail which would lead to even higher first-class
rates.

This has been a. theory that is often stated but I am yet to see any
serious economic studies which would give us a good picture of the
overall effects of such a costing methodology.

Has your Commission conducted any suchf study?
"Mr. DUPONT. Yes, we have, and we will submit'that, what we have.
11We also have extensive testimony in our hearing transcripts, ad-

dressing the inverse elasticity rule that, we follow, showing that there
are competitive modes of delivery available to mailers. rihtctit now.

For the first time, in our last case we had extensive testimony given
to us by MPA and by third-class mailers that did have an effect on the
rates that we set.

For instance, the information we got from *MPA showed that their
experiment in Hagerstown, Md. with a private delivery service had a
rate of 14 cents a piece for this type of delivery service:

We looked at the rates and leci(led that the competitive mods of
delivery wei not that threatening to the Postal Service. Though at
some point they may very well become threatening.

Therefore, we have to watch this very carefully.
With third-class mail, as with parcel post, we found evidence that

the competition was much stricter. Therefore, we reduced the rate
that was proposed to us by the Postal Service. It was obvious that
there is A relationship and that at some 1)oint a rate may become too
high. Also the alternative modes of delivery will be. competitive as
they are now with UPS and parcel post.

So we do have that evidence before us showing the effect, and we
have tiken that into consideration in the rates that.we have set.

We have to refine it. WYe have to get l)etter evidence, and we will
in our next. case. We do have a study and evidence from our cases in-
divatinm, that this is so.

Mr. HANLEY. With regard to the "co-ine of post offices .enld under
the newly effective provision for appeal, what steps has the Commis-
sion talren ?

.%r. DUPONT. As you know, we have rules. slice the Conqress rave
us that responsibility, that. requiire the Postal Service to file witl uis
a filing at least 90 (lays before they put a rate change into effect. This
ap.1lips also to service-chanes with post office ,losing".

With uost. office closings. since we. aor inist the apJ)ellate l)odv.. the
record that comes to us will be what the'lawyers call-will not be a
trial do nova-trial beginning. _
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We only get the appeal record which has been brought together
by the Postal Service. Then we get the appeals from the individuals.

We do have a set of rules that we issued several months ago and we
have distributed to the Postal Service to others.

We are now waiting to see what rules the Postal Service will be
adopting for post office closings.

We are asking that widespread distribution be made of our rulings
throughout the country, particularly at a post office, where a closing
has been determined to be made by the Postal Service.

This is about all that I can say at this point. We have established
rules, but we have not received any closings. When I was around with
the Commission on Postal Service, there were a number of inquires I
received regarding this and I have sent them copies of our rules.

We are also making available to them the services of the officer of
the Commission. As you know, within theCommission we have to have
somebody to represent the interests of the public in general. We have
the officer of the Commission whose. services made available to any-
one-any appellant who wants to take advantage of that.

Mr. HANrL.Y. Tell me, is the Commission presently employing any
administrative law judges?

Mr. DUPONT. No. We, lost our one administrative law judge last
month. He went to the Civil Aeronautics Board. And my intent is to
have the Commissioners sit on the cases, preside at the- cases.

I find, frankly, as far as the Postal Rate Commission is concerned,
that this is the best way to operate. We are very cogniziant of the need
to expedite, the need for fairness, the need to get as much evidence as
possible, and input into the Commission as to what is happening.

We. have five classification cases gogin right now, post office clos-
ings, a move to 5-day delivery, and then a rate case again, I feel that
the Commissioners should preside at the cases like you' preside at
these hearings.

I feel that under the present circumstances I would rather stay with
Commissioners nresiding at the cases rather than having an dmin-
istVrative law judge.

That is what we are getting paid for. That is our responsibility. I
can see no reason, frankly, to get an administrative law judge at this
time.

It may be that at some future time we may need someone when
the case load becomes heavier, should that ever be the situation I do be-
lieve that with five Commissioners the caseload can be handled very
well.

Therefore, we do not have any administrative law judges at this
time.

And, again. I feel that the Commissioners should come up here and
appear before you and get your views.

Administrative law judges are fairly independent. I would rather
have the Commissioners come up and appear here before the Conaress.

Mr. HANLEY. Well, I ai)Dreciate what von have said. and hope-
fully through the course of this year we can develop more in the way
of this type of colloquy.

Well, in conclusion, in your iudaoment does the Postal Rate Com-
mission enjoy the capability whereas it could provide the direction
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to top management of the agency which ultimately would provide the
return to the American public of the 3-cent first-class stamp?

That is too tough.
--Deliberate that one and answer by letter.
Mr. DUPONT. Since that is an item that may come up for discus-

sion before the Rate Commission, I can't discuss the merits of it. But
I do feel we have the expertise.

Frankly, I believe the Postal Service has too.-Right now they have
underway 10 studies. The first one reportedly will begin this month
on mail flow where they can isolate these costs. They have household
studies, nonhousehold studies, market demand studies. I think these
are things that the Postal Service and Congress needs very badly to
determine how mail moves, what it costs, and what the demands are.
I think the Postal Service can be much further ahead to brirzF, the
Congress good information on which to make policy.

I would like to state that I think your suggestion to the adminis-
tration that you establish a national postal policy is absolutely essen-
tial, one that really has been lacking in my view. And I hope that we
can ret that poicy, and will be guided by it.

Mr. HANLEY. Well, it would appear to me that that is essential if
we are going to have the agency emerge from the dilemma that it is in
and provide properly for the American people.

Just one final question.
The premium rate available to first-class mailers for doing certain

steps on their own, how is that working out?
Mr. DUPONT. Very well. As you know, we are moving in our first

classification case and even now, to presort discounts. When a mailer
avoids certain functions f6i-the Postal Service, thafi-should be taken
into consideration. -

But it is essential to find out what the savings are and what those
steps cost the Postal Service.

We have moved ahead in allowing for presort discounts, when the
evidence in these cases have justified that. And we are moving into
this area much faster.

I appreciate the Postmaster General's statement to the Comstock
Club in Sacramento earlier this year saying that they were going
to move ahead with giving discounts.

We already have in our cases given resort discounts. That is do-
ing very well. T am Mleased with it and the mailers are pleased with
it. But'essential to this is finding the costs again for these processes.

Mr. H.\NI n-. Yes. Any idea with regard t-o-percentage of first-class
mail that is enjoying, that benefit?

'Mr. DUPONT. I don't have it at. my fingertips, but we can get it.
We have it available in the Commission.

MI. HANLEY. That informain-ion could be helpful to the committee.
I want to express., on behalf of the full committee, our apprecia-

tion for your appearance here this morning . Chairman DuPont.
Your testimony is indeed excellent. Certainly I know that it was

well thought out and I can appreciate the problems of the Commis-
sion in attempting to resolve the very difficult problems that you deal
with.
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We are hopeful that a combination of things, essentially the na-
tional policies that we have alluded to, far better than the traditional
cost ascertainment system, could provide your Rate Commission-with

-Tetter tools with which to work as we proceed through the years
ahead.

The hearing stands adjodirned pending call of the Chair.
[Whereupon, at 12 noon, the hearing was adjourned, subject to

the call of the Chair.]
[The appendix to the prepared statement of "i'. DuPont follows :]

APPENDIX TO CHAIR IAN CLYDE S. DUPON'T'S STATEMENT

Introductios. This Appendix discusses in detail the legislative recommenda-
tions made by the Commission on Postal Service ("CPS") which directly affect
the powers and activities of the Postal Rate Commission. The section numbers
are those of the draft bill printed in Volume 1 of the CPS report, and the page
numbers are also those of that volume.

1. Closing of Post Offices (§ 3, "p. 85). The CPS draft bill would amend 39
U.S.C. § 4041b) to change the standards for closing a lost office and to elim-
inate the as yet untried statutory mechanism for Postal Rate Commission review
of Postal Service decisions to close or consolidate offices. The CPS proposal would
appear to eliminate any consideration of economic savings resulting from a
closing. (Compare present 39 U.S.C. § 464(b) (2 (1)).) This seems too reqtric-
tive a standard; a plainly uneconomic office could be closed only if a majority
of the patrons agreed or if the postmastership fell vacant. The standards of
present § 404(b) (2) appear more realistic, while still requiring adequate pro-
tection for the public.

Elimination of PRC review can not be supl)orted by any argument from ex-
perlence, since the review mechanism has not .vet beven invoked by postal patrons.
If the intent of the CPS bill is to eliminate anyI independent review of post office
vlosings, it is not likely to succed. An action can be brought In District Court 1
to enjoin the closing, and under 28 U.S.C. § 1331 no I articular monetary amount
in controversy necd be shown. Review by the PR11C s-eems likely to be cheaper,
speedier, and simpler tham a court action. This would be to the advantage of
the public. The ('I'S recommendation therefore seems premture at best. and
could have the effect of making public participation in the review piiocess much
more diffIcult.

2. Leqal representation (§ 4, pp. 85-86). The proposal of the CI'S to allow both
the Service and the PRC to appear in court by their own attorneys in cases arise -
ing under chapter 36 (i.e., regulatory matters) should be enacted. Both agenci.es
have consistently supported it. At present, the I)epartmnent of Justice must rep-
resent both agencies, and this arrangement has already led to one awkward
situation where the Service and the Conmnission were on Opposite sides If the
CPS recommendation that l'W decisions he final and subject only to judicial
review (which the Service would have the right to seek) were adopted, the situa-
tion confronting the Justice I )ep-irtment-would become, virtually intolerable. The
CPS amendment would correct this situation. as well as plating the PRC on time
same footing as most other regulatory agencies.

If the CI'S proposal to modify post office (losing procedures is not adopted,
and PRC review of such action. remains part (if the Act, then the statutory dele-
gation of self-reresentation authority should be correspondinly amended. Th.e
cases do not arise under chapter 36. and so would not be covered by the CIS
language. References to N, 404 should be added to the references to "chapter 86"
[proposed § 409(d) (2)] and "this cbanter" (proposed § 3605) in the CPS bill.

3. Profes.ional Qualifcafinits of PRC M1embcrs. (§ 6(2). p. 86). The CPS pro-
poses to require that Comumis-soners be chno en "on the Masis of their professional
otialflcations In postal affairs, law, economics, or utility regulation." Present
law requires that nominees be professionally qualified, without specifying par-
ticular disciplines.

The list of relevant professional skills could he con4derahlv expmnded beyond
t1oe the CPS has rnumera ted. For exanm)le. the original 1.69 postal reorganiza-
tion bill (H.R. 17070, 91st Congress, § 1251) called for expertise in "the legal

1 See ,S'mon v. United States Potal Aerr Ices, - F. SU1. ---. D.D.C. No. 76-0322 (1976).
2 'R.QocInt,,,t Third Class Yall User v. U'it,,d ,qtateR Po Rtal Nerdiee. 405 P. Supp. 1109

(D.D.C., 1975), affirmed, - F. 2d -, D.'C. Cir. No. 77-2227 (Dec. 28, 1976).
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profession, economics, cost 'accounting, engineering, management or postal rates."
Even this list could be added to: finance, transportation, marketing, and other
-subdisciplines of accounting could be quite as useful as the skills listed.

Indeed, in view of the difficulty of predicting all the professional skills that
might be needed, we would suggest a more flexible approach than that of the
CPS: development of a comprehensive list of desirable skills which would then
be made advisory but not absolutely binding on the President. He could thus
appoint persons with unusual but plainly relevant expertise.

Under present law, the President has had this type of flexibility. Experience
has shown that the Commissioners appointed in this way have successfully dis-
charged the Commission's business, and have quickly assimilated the technical
knowledge necessary to carry out their duties-including that of sitting en banc
aud presiding directly at evidentiary hearings.

4. Reduction of Commis8ion membership fromn five to three (§ 6(b), p. 87), The
recommendation to reduce the Commission's membership to three Is not a desir-
able on(e. While it may appear to promote the "streamlining" of government, any
such advantage would be canceled out by the adverse effects of the reduction.

The CPS's own recommendation that a broad ranpgo of professional skills be
represented in the 111C would be more difficult to achieve if membership were
reduced to three. Valuable diversity of geographic background among Comnils-
sloners would also be reduced. In addition, the PRC has experimented success-
fully with the practice of having: Commissioners sit as presiding officers in 'hear-
ilgs. If the scope of this practice were reduced by a reduction in membership,

it might be necessary to make greater use of Administrative Law Judges-thereby
sacrificing much of the theoretical "streamlining" advantage of the CPS proposal.

Moreover, there is no administrative sylnptom suggesting that reduction in
miemibership would improve P11C efficiency. Experience shows that a 5-member
Commission can and does dispose of its business expeditiously and well.

If Congress were to adopt the CPS proposal. however, a serious practical de-
ficiency in it should be corrected. Under the CPS' scheme, the Commission would
have a total membership of four for two years.' During that period, any matter
on which the vote was 2 to 2 simply could not be disposedd of. This Is especially
serious in that the Commission expects to hear the evidence directly in future
rate cases; thus there Is no possibility of such eases being (dlposed of through
affirnmance of an Initial l)ecision by an equally divided vote. Proper expedition
of rate cases-demanded by Congress in Public Law 94-421-could thus become
impossible as a matter of law.

The only means of correcting this difficulty would appear to be to give the
Chairman of the 1PR1C a tie-breaking vote in cases where the Commission was
equally divided.

5. Funding of the PRC Through Appropriations (§ 6(c). p. 87). The CPS pro-
poses that the Commission should be funded throutzhi the appropriations process
rather than by drawing on the Postal Service Fund with limited budget review
'by the Governors. The present system Is admittedly somewhat anomalous. in
that the regulated entity provides the regulators' budget, but in general it has
worked satisfact-orily. It is l me view of the Commission that its independence Is
n6 compromised by the present procedure. However, if Congress perceives a po-
tential problem of Commission independence, it can lie better remedied by pro-
viding a neutral arbiter who would review any proposed reduction by the Gov-
ernors.' The most logical choice for such an assignment would be the Director
of the Office of Management and Budget. This procedure would both assure the
independence of the PRC and retain the s-implicity of its budget process.

6. ('hangq s to .39-T7.&R.. § 3621 (§ 7. pp. 97-89). There are several sub-issues
raised by § 7 of the CPS draft bill, discussed herein seriatim.

A. The first sentence of the new § 3621 proposed by CPS would vest authority
to change rates and fees in the PRC. This reflects the CPS's recommendation that
PRC decisions be final: that proposal, and the reasons why it should be adopted,
are discussed in detail in the main statement.

B. The elements of the revenue requirement which forms the basis of postal
rates would be affected In a number of ways by the CPS bill. The bill would
redefine the elements includable, place a limit of two percent on allowable con-
thingency provisions, and prohibit the Inclusion of'nny allowance for the recovery
of past losses.

3 From Oct. 15. 1978 through Oct. 14, 1980 (1 6(b) (4)).
4The Governors are not authorized to veto Or change any line Item in the PRC budget.

39 U.S.C. 13604 (d) (1).
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Present law provider. as an element of the revenue requirement, for "sinking
funds or other retirements of obligations to the extent that such provision exceeds
applicable depreciation charges." The CPS bill omits this item and thus presum-
ably intends to prohibit sinking funds." There does not appear to be any inherent
disadvantage in the use of a sinking fund to retire past deficits represented by
,operating debt; indeed, the CPS itself implies that if revenues associated with
the allowance for past-loss recovery had been applied to such a fund, the allow-
ance itself would be less objectionable. See CPS Report, vol. 1, p. 71. Under these
circumstances, it sgems premature at best to prohibit the use of sinking funds
for this purpose. Moreover, such a prohibition would tend to depart from the
"break-even" philosophy which underlies the Postal Reorganization Act. The
better course would be to lea,'e the sinking fund available as a means of restoring
the financial condition of the ServIce.

The CPS also proposes to prohibit the allowance of any sums for the recovery
of past losses. This ban--coupled with a proposed appropriation of $625 million
to retire operating debt outstanding as of September 30, 1978--is apparently
intended to "wipe the slate clean" and to require timely rate increases and
economical operations in the future. It is by no means certain that the CPS
proposal is workable, however. It Is not unlikely, in the first place, that more
operating debt will have been incurred by the end of FY 1978. The CI',
appropriation proposal thus may be inadequate to achieve its purpose. Second,
there is a distinct possibility of major changes in the Service's cost picture in
future years. For example, experimentation with electronic message transmission
could cause temporary changes of considerable size. Under these circumstances it
would seem preferable to allow postal management suftficient leeway to choose
the most efficient financing mechanism.

Finally, the CPS argues in favor of limiting contingency allowances to two
percent of operating expenses, depreciation, and debt service. This seems an un-
duly low limit; indeed, the history of contingency allowances recommended by
the PRC in the past shows that-without any limit other than the statutory
prescription of reasonableness--the amounts allowed have been no more than
adequate. The Kappel Commission recommended an allowance of-three to five
percent. Moreover, the PRC has not adopted any particular figure as a rule,
of thumb. The need for, and amount of, a contingency allowance will be examined
independently in each case.

C. As revised in the CPS draft bill, § 3621 omits any mention of establishment of
mail classifications. The mechanisms for classification are incorporated elsewhere
in the bill, and are commented on at Paragraphs 12-15, infra.

7. Initiation of Rate Cases (§ 7(2). p. 88). The CPS revision of present § 362
(a) requires that the Postal Service, before bringing a rate case before the
PRC, must find "that each such change would be in the public interest of this
and in accordance with the policies of this title." This provisiou--which is ,'e-
tained from existing law-apparently would perpetuate the rule of Associated1
Third C ass Mail Users v. U.S. Postal Serrice, 8upra, that the Governors must
review and approve in detail each rate request before it may be submitted to the
CommissbM.

8. Ratcmaking standards (§ 7 (2), pp. 88-89). The CPS proposes a large number
of changes in § 3622)(b1), the central ratemaking provision of the Act.

A. As a basic rule of cost allocation, the CPS would revise the first sentence of
13622(b) (1) to read:. "Each class or subclass of mail or type of service shall
bear those postal costs attributable to that class, subclass, or type because the
costs vary with the volume of that class, subclass, or type of service."

It seem quite clear from the body of the CPS Report (see pp. 6, 7, 63-614) that
this amendment is specifically intended to reverse the Judicial interpretation
placed on theAct In National Association of Grceting Card Publishers v. UT.S.
Postal Service - F .2d - D.C. Cir. No. 75-1856, December 28, 1976). In that
decision, as the Report makes clear, the court adopted a construction of the Act
which subordinates all of its other ratemaking criteria to the objective of at-
tributing costs on the basis of causation.

s Sinking fund% would be available for the retirement of operating as well as capital
borrowings. See PRC Op.. R76-1. pp. 32-34.

$To achieve this end, the qourt showed a willingness to entertain rough or approximate
methods of judging causation. Indeed. It chided the Commission for an "allegiance to the
goal of greatest possible accuracy," which it said "fatally flaws" the ratemaking approach
used. Slip op., p. 41.
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The CPS recommendation would restore to their intended role in ratemaking
the noncost factors used to assign institutional costs. In doing so, it would III
effect institutionalize the methods used by the PRC in past rate cases, which are
consistent both with the legislative intent and with tile best interests of the
mailing public. As the CPS Report points out (Vol. 1, p. 63), the methods endorsed
by the courts would result in substantial rate increases for the classes of mall
having alternative delivery systems available. Experience shows that volume in
these classes Is sensitive to rate increases. Thus. if volume in those classes de-
clined, the heavy fixed costs of the Service would fall increasingly on first-class
wail-the apparent short-term beneficiary of maximized cost attributions.

The Commission fully endorses the change proposed in the first sentence of
9 3622(b) (1). It is suggested, however, that its meaning would clarified by alter-
ing the definitional phrase to real: ". . . those postal costs which are attributable
to that class, subclass, or type because the costs vary [etc.I."

B. Thus far the recommendation of the CIS is entirely In accord with the
original intent of Congress and with sound ratemaking principles. The next altera-
tion proposed to § 3622(b) (1), however, is not a desirable one. The CPS advo-
cates two mathematical limitations on the exercise of the ratemaking method
embodied in the first sentence of § 3622(b) (1) : (i) An absolute ceiling of
6J0% on the proportion of costs that may be causally attributed: and (it) A limit
of three years on the period which may be considered to determine whether costs
vary with volume.

Neither of these essentially arbitrary limits is necessary, or consistent with the
regulatory functions assigned to the Commission. It Is arguable that a limitation
on the maximuni level of attributions might contribute some stability and pre-
dictability to postal rates.7 But stability in rates cannot realistically be pursued
when costs are not stable.

It is not unlikely that the costs of the Postal Service will change significantly
InI nature as well as in aniount in future years. For example, if the Service were to
become actively involved inI electronic message transmission, new categories of
expenditures, with different causal factors, would make their appearance. Al-
other example is suggested by the Postmaster General's prediction (Wall Street
Journal, May 3, 1977) that potential savings from 5-day per week delivery (esti-
mated at $412 million) would not be fully realized for three years. These are
specimens of the kind of change which a rigid limitation attributioms would leave
out of account.

It is also quite possible that--contrary to the accepted economic theory and
underlying the present provisions of the Act-some classes of mail could, under
the proposed 60 percent ceiling, be priced below incremental cost. When ('oni-
gress prescribed "attributable cost" as a floor for prices, it did not have in mind
that an arbitrary definition of that term might be employed to make the price
floor less than incremental cost. Indeed, as the ('I'S Report itself recognizes (vol.

-1, p. 60). Congress intended incremental cost to establish that price floor. Artificial
limits on attributions, therefore, such as the 60 percent proposed here, would
undercut the original intent of the Act.

Finally, it is clear that Congress intended attribution-like the other technical
procedures of ratemaking-to lie performed by an expert body making judgements
on the basis of an evidentlary record. Artificial limitations such as the 60 percent
"cap" on attributions are inconsistent with this approach. -

The time limitation on consideration of cost variability is open to the same
objections. The determination of a reasonable planning cycle for variability
analysis is as much a part of the Counmission's expert function as tile deter-
uination of variability itself. Moreover, the limitation of the period considered to
three years would place all additional limit on attributions, since the longer the
period take into account the higher the level of cost variability apparent. It
might be argued that the three-year period is appropriate as reflecting hte length
of the Postal Ser "vlce labor contract. But that contract period is not immutable;
rather it is subject to negotiation between the Service and the unions.

IEven if this argument were accepted, it would still be preferable to provide a ceiling
that could change from time to time 1o reflect the changing economic realities of postal
operations. One possible method might be a periodic study (e.g.. every four years), con-
ducted by the PRC and submitted to Congress with a recommendation for the next four-
years' limit on attribution levels. If not vetoed by either House, this limit would become
the governing one until superseded by the next report.
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In summary, therefore, the amendment to the first sentence of § 3622(b) (1)
is highly desirable, and should be favorably considered by Congress. The two
numerical limitations on application of volume variability should be rejected.

9. Relationship between Appropriation8 and Ratemaking (§ 7(2), p. 88). As in
the present law, § 3622(b) (2) would govern the assignment of costs not attributed
on the basis of causation. Subsection (2) (A)-(E) contain the standards which
the P-RC would be required to observe in making these assignments; the CPS
proposals in this respect are discussed below at Paragraph 10. Here. however, It Is
necessary to discuss one point in the preliminary portion of § 3622(b) (2).

The costs which are to be apportioned in accordance with the listed noncost
factors are, under the CPS proposal, to be diminished by "an estimated afiount
for public service appropriations" before being assigned. This specific treatment
of public service appropriations as a single deduction from unattributed costs
raises a significant question. Section 3621 now requires-and the CPS bill would
not change it in this respect-that income plus appropriations equal total esti-
mated costs. Its attributed costs are calculated as a portion of total estimated
costs, and all remaining costs are then reduced only by the amount of public
service appropriations before being assigned on the basis of the proposed § 3622
(b) (2) factors, it is possible for some income items other than rate revenue

and public service approprialions to be left out of account. These miseella-
neous items would include Postal Service investment income, miscellaneous fees,
and international mail revenues. The result of failing to account for these items
would b--to produce needlessly high rates and excess revenues. Inasmuch as the
appropriate deductions are made as a matter of course in rate cases under cur-
rent practice, it is questionable whether the CPS amendment is needed at all.

10. Changes in Noncost Factors (§ 7(2), pp. 88-89) The five paragraphs, let-
tered (A) through (E), of § 3622(b) (2) in the CPS proopsal would make cer-
tain changes in the factors currently used to distribute institutional costs among
the mail classes. One change which Is probably not desirable is the elimination
of present § 3622(b) (9): "such other factors as the Commission deems appro-
lriate." There may be unusual circumstances which should be reflected in the
assignment of institutional costs, and it would be desirablee for the Commission
to have clear authority to consider them. Likewise. the 'PS proposes to eliminate
present § 3622(b) (1) : "the establishment and maintenance of a fair and equi-
table schedule." While the Commission would certainly attempt to meet this
standard whether or not it was articulated, no good reason appears for striking
it from the statute. The CPS has also removed from § 3622 the factor concerning
degree of l)reparation by the mailer of mail matter; however, it has added
this factor to the mail classification section (§ 3623), and it may well be that
it can be better administered there. Simplicity 6f structure and "simple identi-
fiable relationships" among the various rates are a requirement of present law
[§ 3622(b) (2)1; this provision is removed by the CPS. It represents a worth-
while, if not paramount, value is ratemaking and probably should be retained.
The CPS has added, as new § 3622()(2) (E), a factor concerning "the relative
demand for each class or subclass of mail or type of mail service." This is a
meritorious proposal, which is consistent with the Commission's use of relative
demand elasticity as an important tool in assigning institutional costs.. 11. Temporary Rate Provisions (§ 7(4), p: 789). One comment should be made
on the CPS's proposed subsection 3641 (d), which provides that temporary
rates established by the Postal Service under § 3641 may remain In effect for up
to 150 (lays after the Commission issues its decision. The ancestor of this pro-
vision In present law was enacted on the theory that the Governors of the Postal
Service required a reasonable time in which to consider (and possibly decide to
renmand for reconsideration) a recommended decisionn of the PRC. By giving the
PRO-flnal decisional authority, the CPS draft bill makes this provision obsolete
for Its original purpose. It my be-noted that the CPS's proposed new § 3624
(d) (3) leaves it to the PRC to prescribe an effective date for new rates; thus
this provision is inconsistent with the one allowing the Governors to retain a
temporary rate in effect when the PRC-prescribed permanent rate Is different.'
The inconsistency. if Inadvertent should be corrected by omitting the revision of

3041(d). Prescription of the effective date of new rates is a proper function of
the regulatory agency. If the Intention of the inconsistent provision Is to the pro-

4The CPS would anmendl 30641 to permit the 'Rervice to instittt temporarv rates\ "in
accordance with the proposal under consideration by theComninsson"-bnt th Com ission
may-, of course, prescribe other rates than those proposed. In that event, the temporary
and permanent rates would differ.
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vision of an "extraJudicial stay" which the Governors may invoke, it is equally
undesirable. Appellate courts can stay an order of an agency if certain showings
as-to its unduly harmful effect on the respondent are made. This should re-
main a judicial function, not a privilege of one party to the proceeding.

12. 1l4assificatiom Amendinents: Legi8lative freezing of Major M14il ,as88e8
(§ 8(a), pp. 89-90). The CPS recommends that § 3623 be amended to require that
there be at all times a separate class for (i) letters and other matter sealed
against inspection, (ii) newspapers and other periodical publications, (iii) ad-
vertising and miscellaneous matter under 16 ounces and not required to use an-
oter~class, and (iv) parcels and other Items not required to use some different
class. Congress, in 1970, did not envision such a limitation on future restruc-
turing of the classification schedule. As the Kappel Commission Report (p. 136)
Indicates, some sweeping proposals for realignment of the traditional structure
were before Congress at that time, and the statute adopted allows full latitude
to explore then. If-as is understandable--the CPS desires to guard against
the exclusion of any of the historic types of mail from the postal system through
the adoption of a reformed classification schedule, it is not necessary to ac-
complish this end by refusing in advance to countenance any basic reorientation
of mail classification. It can be made a binding requirement of the statute, or ex-
pressed as a general policy, that all those types of mail must continue to be ac-
commodated by the system, whatever shape the future classification schedule
may take.

13. Change in Classification Standards (§ 8(a), p. 90). The CPS has proposed
certain changes to the classification standards of § 3623(c). As it did with
respect to ratemaking standards, the CPS has omitted both the general "fair
anud equitable" standard and the general provision for the Commission to con-
sider other factors not specifically enumerated. Both should be retained in the
statute, for the same reasons mentioned in Paragraph 10 above. The transfer of
the "degree of preparation" standard from the rate to the classification section
has also been commented on above.

The omission of the "fair and equitable" standard is particularly unfortunate
here because, unlike the situation with respect to rates, § 101(d) does not speak
directly to classifications.' There is no apparent reason for this omission, but
if Congress determines to remove the general standard from § 3623 it might be
desirable to broaden § 101(d) to cover classifications as well as rates.

The CPS would also add to the classification criteria an "educational, cul-
tural, scientific, and informational value" standard. Congress added this criterion
to the rate provisions in 1976. These considerations are a traditional element of
mail classification legislation enacted before 1970. While they are difficult to
quantify, participants in classification proceedings can be encouraged to over-
come the difficulty with appropriate evidence.

14. Initiating Mail Cla8sification Proccedings (§ 8(a), P. 90). The CPS would
add a new subsection 3623(d) to the effect that "[t]he Postal Service or the
Commission may propose changes in the mail classification schedule." The Coin-
mission now has, and has used, authority [under §3623(b)] to initiate mail
classification proceedings on its own motion. It is important that any amended
§ 3623 clearly preserve this authority; however, the proposed § 3623(d) could
conceivably be read as meaning that the PRC may propose changes only in the
context of a proceeding initiated by a Postal Service filing. To avoid such a
construction, which does not appear to be what the CPS intended, it might be
well to add a second sentence to the new § 3623(d) : "The Commission shall
institute proceedings, in accordance with § 3624, upon such nronoRed 'bonge4."

15. Ternporari, Mail Classifications-Inatitution by Postal Serv fce (I 8(b), pp.
90-91). Under this proposed amendment, the period between the filing of a Postal
Service classification change proposal and the possible institution of temporary
classification changes by it (the PRC not having yet issued a decision in the
premises) would be enlarged from 90 to 180 days. This change would not ac-
complish any practical result except to give the public additional notice of
pote itlal temporary classifications. While theoretically the probabilities of a
PRC decision issuing before temporary classifications can be imposed is in-
creased, it is In fact unlikely that in a controverted case of any complexity a
decision would be rendered in -180 days. The proposed change does not reflect

g Section 101(d) reads: "Postal rates shall be established to apportion the costs of all
po, tal operations to all users of the mail on a fair and equitable basis." One-but not the
only-asnect of fairness and equity is addressed with reference to classifications as well as
rates In 1 403(c), which forbids undue discrimination.
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any administrative problem existing today, since the Postal Service has not
placed any temporary classifications into effect in advance to PRC decision.
The change therefore seems unnecessary.

16. Change in PRO Dclsional Proces--Rate and Olassification Matter. in
Common Docket (I 9(a) (1)). The 0PS proposal to require-unless the demands
of expedition and fairness dictate otherwise-that related rate and classification
matters be dealt with in the same docket seems unnecessary. It is inherent In the
power of a regulatory agency to arrange its docket and conduct its business ef.
liciently either to separate or to combine such related matters. The Commission
shares this power, and the fact that such related matters have seldom been
combined in one docket reflects the demands of expedition and fairness-that is,
the exceptions provided for by the CPS draft bill would. if experience is a guide,
tend to outweigh the rule. This is, of course, particularly true In rate cases,
where a statutory time limit has been imposed.

17. Nine-month. Rate Case Deadline, (§ 9 (a), p. 91). The CPS recommends that
the time limit of 10 months on decision in rate cases, established by P.L. 94-421,
be reduced to 9 months. This reduction in an already close schedule would seri-
ously interfere with the rights of the parties to present, cross-examine, and
rebut evidence and to present legal argument-all of which rights are (quite
properly) preserved in the CPS bill. Thq gain, if any, to the Postal Service
would be relatively minor, and the CPS report does not appear to advance any
reasons for the reduction.

18. Finality of Decision (§ 9(a), pp. 91-92). The CPS proposes several amend.
ments of a technical nature to 11 3624, 3628, 3602, and 3684, to effectuate its
proposal to make PRC decisions final. In addition, of course, it would delete
§ 3625 in its entirety. The CPS amendments appear to be technically sound and
adequate to accomplish the general change intended.

19. Preferred Mail Rates (§ 10, p. 92). The CPS' proposal to cause preferred
mail eventually to pay full rates (including institutional cost components)
rather than rates reflecting only attributable costs, as presently provided, is not
one on which the Commission would normally comment-as it involves essen-
tially a question of appropriations policy. However, one technical question should
be raised. It is apparent (although the CPS did not specifically so state) that
the gradual elimination of the preferred subclasses is intended to begin with the
end of 16-year phasing as currently provided for in I 3626(a) (1). The CPS bill
apparently assumes that the terminal date will be July 5, 1987, since I 10(b)
declares that the effective date of the amendment is July 6, 1987. However, the
end of the current 16-year phasing schedule will be July 6, 1988. since the effec-
tive date of the first rate decision (which is the key date for determining the end
of phasing) was July 6, 1972. The CPS bill therefore appears to contain a pre-
sumably unintended one-year incursion into the currently applicable phasing
schedule.

20. Size and Wei.qht Limits (§ 11, p. 93). The OPS proposal to amend § 3682
appears to be intended to make uniform the maximum size and weight limits for
non-letter mail; it would apply the 100.inch/70-pound limit to all such items
and not merely to those meeting the requirements of present § 36,F2(b). The
amendment would probably tend to make parcel post service more widely avail-
able. with a beneficial effect on volume in that highly competitive class. A poten-
tially misleading locution in the CPS' proposed subsection-3682(b) should he
corrected: the proposed bill states that the "Postal Service may establish size
and weight limits for letter mail" in the mantrer prescribed for mail classifica-
tion cases under subchapter 1I. This is a near-reprodnction of existing language;
but as the CPS would make PRO decisions final, omitting the Governors' review,
it is incons lent to speak of the Service's "ettablIshing" these limits. The sub-
stitution of "Commission" for "Postal Servici"' in this sentence would cure the
defect. I

21. Change* in. Mall Servfee (f 13(b), pp. 9)3-94). This proposed change would
substitute informal rulemaking (under 5 T.S.C. § 553) for the present reqtire-
ment of formal, on-the-record proceedings in vases under * 3661 Involving changes
in the nature of service. It does not seem that If the Commission found evidentiary
proceedings actually needed for part or all of such a case, they would be posi-
tively forbidden by the direction to use the less formal procedures. However, it
would be preferable to allow the PRC the necessary administrative flexibility to
adopt the best mode of procedure. This could be accomplished by making the
applicable language read: 'The Commission shall conduct a proceeding under
Section 553 of title 5 (or, if It finds the requirements of fairness necessitate so
doing, under sections 556 and 557 of title 5)."
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22. Miscellaneous Proistion8. Two relatively minor amendments proposed by
the CPS require little comment. The CPS would amend 5 3624(d) to specify
matters that must be addressed in PRO opinions, the CPS's list essentially re-
.flects the PRO's present opinion-writing practice. The only new item Is a require-
ment that the effective date of new rates or classifications be specified. This
reflects the CPS's recommendation that PRC decisions be final.

The CPS also would require [in § 3624(e)] that the Commission decision be
printed by the Public Printer within 10 days of its issuance, This also reflects
present law and practice. While it might be more economical-in view of the
fact that under the CPS bill Commission decisions would be final-to employ
the Commission's own print of its decision, the matter is essentially one for
the discretion of Congress.

In this connection it might be of assistance to the public if a printed (rather
than microfilmed) edition of the entire record were required to be prepared by
the Public Printer, as was the practice in earlier PRC rate cases.

[The following letter and its attachments were received for inclu-
sion in the record subsequent to the testimony of Chairman DuPont.]

POSTAL RATE COMMISSION,
Wasthington, D.C., May 13, 1977.

lion. JAMES 1M. HANLEY,
Chairman, Subcommittee on Postal Operations amid Services, Committee on Post

Oflee and Civil Service, House of Representatives, Washington, D.C.
DEAR CHAIRMAN HANLEY: At the hearings before the Subcommittee on Postal

Operations and Services, on May 9, 1977, you requested that I supply informa-
tion on two points: (1) the effect, as found by the Commission, of volume de-
clines in second, third, and fourth class owing to rate increases in those classes
on first-class rates, and (2) the names, tenures, and political affiliations of past
and present members of the Postal Rate Commission.

I am enclosing two attachments responding to your inquiries.
The first attachment summarizes, in narrative form, the findings and expres-

sions of ratemaking and economic principles contained in the second and third
postal rate decisions Issued by the Commission, regarding the probability that
large-scale rate increases In second, third and fourth class mail might drive suh-
stantial quantities of this mail matter out of the postal system altogether, to
the ultimate detriment of first-class mail (which would be required to shoulder
the remaining burden of fixed postal costs). As the sunmary makes evident,
the Commission has considered this probability in both cases, and the third case
(Docket R76-1) represents a considerable advance on the second in tie exact-
ness of the techniques and the quality of the record data available to the

.Commission.
The second attachment is a complete list of the eleven individuals who have

served as members of the Postal Rate Commission since its establishment.
Together with their names, the table shows the dates of their assuming and
leavhig office, and the political party (if any) with which each Commissioner
was affiliated.

I am also transmitting as a third attachment two substitute pages to replace
pages 15 and 16 of the Appendix to my statement given before the Subcommittee.
On reviewing the technical discussion of the Commission on Postal Service's
proposed revision of 39 U.S.C. § 3622(b) (2), I have concluded that the principal
problem with the draftsmanship of the preliminary part of that section Is the
apparent distinction drawn between puhIlic service appropriations and other
non-rate income Items of the Postal Service. A literal reading of the bill might
suggest that those items need not be subtracted (although they should be) in
calculating the revenue required from rates and fees. This would lead to a higher
revenue level from rates than is really needed. It would appear, upon further
reflection, that the draftsman of § 3622(b) (2) intended merely to codify the
Commission's ratemaking practices-but has inadvertently omitted certain
essential revenue components. In these circumstances, as the revised pages sug-
gest, there may be no real reason for the amendment. No related revisions to
my oral statement are required.

If I can supply any further information on any of the material transmitted,
:please let me know.

Sincerely,
CLYDE S. DUPONT,

Chairman.
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SUMMARY OF RECENT POSTAL RATE COMMISSION DETERMINATIONS REGARDING
VOLUME ETOTS OF RATE INCREASES AS A GUIDE TO RATE LEVELS

The Chairman of the House Postal Operations and Services Subcommittee has
requested a summary statement showing the findings of the Postal Rate Com-
mission with respect to potential mail volume losses as a result of rate increases.
The question has arisen in connection with a statement by the Commission oil
Postal Service that increases in second-, third-, and fourth-class rates which
would be necessitated by the decision in National Associatiom of Greeting Card
Publisher v. United States Postal Service. - F. 2d - (D.C. Cir. 75-1856, De-
cember 28, 1976) would drive large volumes of such mail out of the Postal sys-
tem. The ultimate result of such volume losses would be to reimpose substantial
fixed costs on first-elass mail-the intended beneficiary of the court's costing and
pricing approach.

The view of the CPS is consistent with the findings made and principles em-
ployed by the Commission in the two most recent rate cases. A summary of the
major relevant sections of these decisions follows.

In Docket No. R74-1, the Commission had available a ranking of the major
mail classes in order of relative demand elasticity. See PRO Op. R74-1, p. 177.
The Commission also recognized certain class linkages: relationships in which
rate changes would produce a shift of volume from one mail class to another. Us-
Ing demand theory as a principal guide to prediction of the effects of rate
changes, the Commission considered the volume (and hence revenue) conse-
quences of the various proposals.

With regard to first-class mail, a pure demand analysis would not have been
feasible, even had the Commission desired to rely solely on that measure. The
Postal Service has established a policy "not to take advantage of its [statutory]
monopoly over first-class mail." (PRC Op. R74-1, p. 193.) The Commission ac-
cepted this policy, and adjusted first-class rates so as to prescribe only a reason-
able markup over attributable costs-while not holding rates down to a level that
would have cast excessive burdens on other classes.

In Docket R74-1-unlike Docket R76-1, discussed below-there was little or
no shoAving made as to the potential of higher second-class rates for driving vol-
umie into alternative channels of delivery. There was little more evidence offered
with regard to third-class bulk mail, though the Commission did analyze the
competitive channels available for both "distribution" and "direct response"
advertising.' The Commission found the first type especially prone to diversion
into television, radio, hand-delivered circulars, and newspaper advertisements or
inserts. PRO Op. R74-1, pp. 277 et seq.

A more complete picture of competition and potential volume loss was avail-
able with regard to fourth-class parcel post. Here the record showed that, for
business mailers especially, United Parcel Service (UPS) was an active com-
petitor for parcel volume. 1See PRC On. R-741. pp. 288 et seq. In particular. a
market study conducted by Booz, Allen & Hamilton documented the strong attrac-
tion UPS exercises for business mailers. The rates recommended by the Commis.
sion reflected this showing.

The analysis of potential volume declines in these classes of mail was further
refined in the third rate case (Docket No. R7(--1. issued June 30, 1976). In the
R74-1 decision, as noted above, only relative elasticities of demand for various
classes were available. In Docket R74-1, a reasonable quantification of these
elasticities was performed.

In Docket R76-1. the Commission considered the efect of higher letter rates
on first-class volume. See PRO Op. R76-1. pp. 165 et seq. Two principal concernF,
were expressed: first, that the 13-cent/li-cent (degressive) rate itself might
cause a decline in volume, and second, that electronic message transmission in
particular might divert volume from first-class. In both of these respects the
Commission found the data insufficient to make firm predictions, and urged the
Service to: (1) monitor the volume of letter mail : (2) reevaluate the projected
elasticity of demand for first.-elass: and (3) collect data to evaluate the rela.-
tionship. if any, "between the letter min!l rote and the loss of volumimo to alterna-
tive means of communication." (PRC Op. R76-1. p. 166) '

I Distribution advertlsinfr aims at ore'tlne awareness of and Intereqt in a nroduet or
service: direct response advertising seeks to secure, as a direct reaction to the mes.nage,
an order for the product offered.

2 In this connection, we also suggested that the Service add a variable fn Its Inver.-e
Elasticity Rule model to represent increasing use of electronic communications. See 'RI
op. R70-1, appendix 1I, p. 11.
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A related problem regarding first-class was that of diversion from letters to
post and postal cards. The Commission found that the Service's proposed 10-cent
card rate was too high, and that it would carry with it an excessive cost coverage.
This determination raised the question whether a larger (4-cent) differential be-
tween cards and letters would divert letter volume into cards. The Commission
discussed this question at PRC Op. RT6-1, pp. 170 et seq., and found that any di-
version would be negligible.

Considerable inquiry in Docket R76-1 was devoted to the volume effect of sec-
ond-class rates. Sine second-class matter, unlike letters, may lawfully be car-
ried by private enterprises, the principal question was the potential of private
delivery as an alternative to mailing.

The private delivery industry, the Commission found, is in its Infancy. Thus,
few historical data are available concerning its potential large-scale effect on sec-
ond-class volume. A Postal Service witness in Docket R76-1 constructed a hypo-
thetical private delivery service "(Magserv") for periodicals. On this basis he
attempted to gauge the possible magnitude of diversion. Intervenor witnesses
contributed considerable data regarding experimental private delivery programs,
and criticized some of the assumptions -of the "Magserv" study. See PRC Op.
R76-1, pp. 193 et seq.

The Commission concluded "that for some publications private delivery is a
realistic alternative to the Postal Service." (PRC Op. R76-1, p. 198.) The data,
however, did not permit any other firm conclusions regarding the magnitude of
the challenge. The capital and labor costs of private delivery systems in particu-
lar remained somewhat unclear. The Commission found that the rates it was rec-
ommending were below the average cost of private delivery as shown by the rec-
ord, but stated that further increases (tending to move rates into an area of-
greater elasticity) would divert some second-class matter to private carriers.
Rates were recommended with this fact in mind.

Diversion of a different type was at issue in regard to third-class bulk mail.
It was shown that the advertising which makes up most of this mail matter can
be carried out by television, radio, newspaper and magazine advertisements
(including inserts), billboards, and private carriers delivering unaddressed cir-
culars* See PRC Op. R76-1, p. 230. This fact was taken into account in fixing
the rates.

Brisk competition exist between the Postal Service and private carriers
(principally UPS) for parcel post business; indeed, it is common knowledge
that much of this traffic has already been diverted to UPS.' The Postal Service
witness recommended, and the Commission adopted, an increase which ac-
counted for the realities of competition. He foresaw that any substantial in-
crease in parcel post rates could cause a decline in net revenue because of fur-
ther diversion to UPS. His analysis of the competitive situations led to the con-
clusion that-had lie not scaled down the increase indicated by a strict appli-
cation of the inverse elasticity rule-the price would reach an area of increasing
elasticity with a resultant loss of volumes. See PRC Op. R76-1, pp. 244-246. The
Commission found this approach well supported, though in need of some detailed
refinements.

i When a third-class bulk piece is addressed specifically, it Is subject to the Private
Express Statutes.

' UPS, an Intervenor in Docket R70-1, urged that parcel post rates be raised twice as
much as the Service proposed. See PRC op. R76-i, p. 243. Presumably this indicates a
perception that active price competition exists in the parcel traffic.
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