
Restructure the Posta[ Service
U nited Stofes Postq I Servrce

Summary of Proposat: This proposalwould restructure the United States Postatsystem to return
it to a sustainable business mode[ or prepare it for future conversion from a Government agency
into a privatety-hetd corporation. Like many European nations, the United States coutd privatize
its posta[ operator white maintaining strong regutatory oversight to ensure fair competition and
reasonable prices for customers. The President's Task Force on the United States Postal System
wilt make recommendations on reforms towards this goal in August 2018.

TFIE CHALLENGE

When the United States Postatservice (USPS) was created out of the Post Office Department in 1970, the
Congress tasked it with binding the f,lation together through correspondence; hatf a century later, that rote
has been increasingty supptanted by tess expensive digitat alternatives. USPS has extremely high fixed
costs as a resutt of relatively generous emptoyee beneflts combined with a universaI service obligation that
is understood to require mail carriers to visit over 150 mitlion addresses six days per week. Historicatty,
this [eve[ of service was supported by a high volume of mai[. Despite significant decline in votume in the
internet age, the size of the delivery network has continued to grow to meet expectations of the current
operating structure. USPS can no longersupport the obtigations created by its enormous infrastructure
and personnel requirements. USPS atready has over Sroo bittion in unfunded tiabitities, a substantial
capital investment backtog, has posted [osses for over a decade, and has no clear path to profitabitity
without reform. A new modetthat adequately finances USPS while meeting the needs of ruraI and urban
communities, large maiters, and small businesses is needed.

THE OPPORTUHITY

A privatized PostaI Service woutd have a substantiatty lower coststructure, be able to adapt to changing
customer needs and make business decisions free from potiticaI interference, and have access to private
capitaI markets to fund operationaI improvements without burdening taxpayers. The private operation
woutd be incentivized to innovate and improve services to Americans in every community.

WHAT WE'RE PROPOSING AND WHY !T'S THE RIGHT THING TO DO

This proposaI would restructure USPS by aligning revenues and expenses to restore a sustainable business
mode[ and possibty prepare it for future conversion from a Government agency into a privatety-hetd
corporation. Like many European nations, the United States coutd privatize its postal operator white
maintainingstrong regulatory oversightto ensure faircompetition and reasonable prices for customers.
A private Posta[ Service with independence from congressionaI mandates coutd more ftexibty manage
the dectine of First-Class mai[ while continuing to provide needed services to American communities.

E DELIvERTNG covERNMENT soLUTroNs lN THE 2rsr cENTuRv



P r of ita bitity o n d P r ivqti zati o n : Co n sid e rati o n s fo r the F utu re of USPS

lnZALT,USpS experienced fasterthan expected dectines in both First-Class Mailand Marketing Mai[. First-Class

Mai[ has dectined 40 percent since 2001. Marketing mail is more stabte, down onty 10 percent since

2001, but is incredibty sensitive to price and market downturns. At the same time, USPS has continued

to grow its package delivery business, particutarly the [ast-mile detivery that is retativety cheaper for

them because of the huge fixed network they must maintain to support mail detivery. However, the

revenues from tower-margin package detivery and other competitive products cannot replace dectining

revenue from the market-dominant (monopoty) products in the long-run. This year, USPS continued

its six-year string of defautts and for the first time defaulted on pension-related payments rather than
just heatth benefit prepayments. USPS's current modeI is unsustainable. Major changes are needed in

how the PostaI Service is financed and the [eveI of service Americans should expect from their universaI

service operator.

One successful mode[ of Postal reform internationa[ly has been to transition to a mode[ of private
management and private or shared ownership. USPS is caught between a mandate to operate like

a business but with the expenses and potitical oversight of a pubtic agency. A private postal operator
that delivers mait fewer days per week and to more centra[ locatlons (not door detivery) would operate
at substantia[ly [ower costs. A private entity woutd atso have greater abitity to adjust product pricing
in response to changes in demand or operating costs. Freeing USPS to more futty negotiate pay and
benefits rather than prescribing participation in costly Federat personne[ benefit programs, and atlowing
it to fo[[ow private sector practices in compensation and labor relations, coutd further reduce costs.
A privatized PostalService could be structured like an investor-owned utitity and continue to be regulated
by the PostaI Regutatory Commission (PRC), a successor agency, or another Federa[ regutator such as
the FederaI Trade Cornmission, consistent with the existing modets of privatization in Europe. Even with
continued regutation, a privatized PostaI Service would be more insulated from politics and more [ikely
to succeed as a financia[[y-viabte business. A private entity would also have access to private capital
markets to raise money for needed improvernents [ike new vehictes without burdening taxpayers with
additionaI tiabitities.

USPS privatization through an initia[ publicoffering (lPO) or sate to another entity woutd require the
implementationofsignificantreformspriortosatetoshowapossiblepathtoprofitabitity. Mostforeign
posts that have been privatized have been profitable at the time of the sale. ln contrast, USPS has lost over
S0S bittion since the [ast recession and recorded a Sz.t bittion loss [ast fiscalyear. To reach profitability,
most internationaI postaI operations have gone through significant restructuring, including shrinking
their physicaland personnelfootprints. In some cases, foreign governments have had to absorb legacy
retirement tiabitities' in order to prepare a postal operator for sate. The existing unfunded liabilities
in USPS's retirernent programs total more than 5100 bittion. USPS owes an additionat $15 biltion to
Treasury's FederaI Financing Bank and has further liabitities to the Department of Labor's Workers
Compensation program. According to the PostaI Servicet own estimates, the Agency is insotvent, with
tiabitities exceeding assets by more than SrzO bitllon.2

1 UK NationalAudit Oftice, The Privatisation of Royal Mai[, Apri[ 2AI4, Pg. 16: https://www.nqo.org.uk/report/
p rivoti so ti o n -of-royo I -m o i I - pl c/

'2At7 Report on Form 10-K United States Postal Service, Balance Sheet, CSRS and FERS Unfunded Retirement
Benefits, and PSRHBF Funded Status
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Forthcoming Recammendstions by the Task Force on the United Stotes Postol System

To addressthese major issues and identify sotutions, possibly including private ownership, the President has
issued Executive Order 13829: Task Force on the United States PostatSystem. The Task Force wit[ conduct
a thorough evaluation of the operations and finances of the PostatService and make recommendations
for reform consistent with this reorganization proposa[. The Task Force wil[ examine:

1. The expansion and pricing of the package delivery market and the USPS's rote in competitive
markets;

2. The decline in maitvolume and its implications for I-ISPS se[f-financing and the USPS monopoty
over letter delivery and maitboxes;

3. The definition of the "universatservice obtigation" in light of changes in technology, e-commerce,
marketing practices, and customer needs;

4. The USPS rote in the U.S. economy and in rural areas, communities, and smalttowns; and
5. The state of the USPS business modet, workforce, operations, costs, and pricing.

The recommendations witl inctude administrative and legislative reforms to the United States postaI
system that promote our Nation's commerce and communication without shifting additlonaI costs to
taxpayers. The report wi[[ be available by August 10, 2018.
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