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Co-Chairmen Johnson and Pearce, Members of the Commission:


My name is James Cregan and I am Executive Vice President of the Magazine Publishers of America.  We are the national trade association for this country's consumer-interest magazine industry.  Just about any magazine the general public reads is represented by MPA.  Approximately 85 percent of the magazine copies produced by MPA members are delivered to their readers by the U.S. Postal Service. 


At the outset, on behalf of the MPA Board of Directors and our entire membership, I wish to thank each of you for your willingness to take on this difficult and exceedingly important public policy mission.


On February 12th, MPA submitted for the Commission's consideration a detailed written statement providing a "magazine" perspective on many of the key issues before you -- including universal service, cost control, and governance.  You have asked us to focus today on the price setting process, and I am pleased to offer the MPA perspective -- a perspective shaped by many years of experience and, I must admit, hardened by the reality of having had three postal rate increases imposed on our members in the past two years, totaling 24 percent for all magazines on average.  


Let me begin by commenting on an issue of overriding importance that is, in fact, a "price setting process" issue -- but that is also an issue of American public policy.

America's Postal Policy: The Historic Role of Periodicals

As the Commission is no doubt aware, select categories of mail – magazines, newspapers and books – have historically been given special recognition in the nation's postal law for their educational, cultural, scientific and informational value, a ratemaking factor in current law known informally as “ECSI” value.   This factor is used by the Postal Service and Postal Rate Commission to moderate rates for these types of mail because of their intrinsic public policy value.  Without "ECSI", the 24 percent rate increase we have received during the past two years would have been even higher -- much higher.  

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

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

Large increases, particularly unexpected ones, are damaging to all businesses that rely on the Postal Service; but such increases are particularly devastating to businesses, like magazine publishing, that cannot cut volume to mitigate a rate increase.

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

As the Postal Service and most mailers have recognized, individual rate arrangements with one or more mailers, such as Negotiated Service Agreements, are a valuable tool that can be used to retain or increase revenue and to constrain costs.  The Postal Service has attempted to implement this kind of innovative pricing mechanism under current law but the process is proving to be cumbersome.  Especially when used in conjunction with a system that constrains subclass rate increases to no more than inflation, negotiated service agreements can enhance revenue and reduce costs to the benefit of all mailers.  Such arrangements should be explicitly provided for in a new rate-setting system.
To encourage worksharing and outsourcing, rate structures should be cost-based to provide the correct price signals that will maximize private-public partnerships.  One approach would be to reconstitute rate structures into a rate "menu" through which mailers could opt to purchase only the services that they need and that they believe the Postal Service can provide in a cost efficient manner.  For example, a publisher with access to private sector providers of co-mailing and dropshipping services could simply purchase "last mile" or delivery services.  Such a publisher would deliver magazines in walk-sequenced carrier route packages directly to the delivery office where the carrier is based.  Alternatively, a publisher who prefers to use the Postal Service exclusively could purchase processing, transportation, and delivery services from the Service using the prices for those services on the menu.  Such a rate "menu" system would provide ultimate flexibility to mailers, who could elect to change the services they procure from the Postal Service every time they mail if they chose to, depending on the characteristics of the mailing and their immediate service needs.  Such a system would also facilitate development of a least-cost network, since the relative costs of private providers and the Postal Service would be transparent to mailers.

Naturally, for such a rate system to succeed, the Postal Service will need the ability to constrain cost increases to match its need to keep rate increases below inflation.  Improvements in the ability of the Postal Service to streamline its network and control labor costs will enhance productivity and make restrained rate increases a readily achievable goal.

Furthermore, while a rate system that automatically restrains rate increases will certainly simplify and streamline the rate-setting process, it will not eliminate the need for a strong regulator to oversee the rate process and to ensure that service levels are met.  A complaint-based review system will allow recourse for mailers if rate increases or innovative pricing arrangements violate the rules to be established for them, or if cost controls are only achieved at the expense of service.  We believe a system of clearly stated service levels for all classes must be part of the revised pricing system, with penalties imposed on the Postal Service if service levels are not maintained.

Thank you for this opportunity to share our thoughts with the Commission.  I am happy to answer any questions you may have.
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