Mailing Systems Technology

By Robert W. Mitchell

Editors Note: This article is based in part oit a paper enli-
Hed “Postal Worksharing: Welfare, Technical Efficiency,
and Pareto Optimality,” presented at the Sixth Conference
an Pastal and Delivery Fronomics, Montreux, Switzerland
in June 1998, The opinions expressed are those of the
author and do not necessarily represent opinions or posi-
tions of the Postal Rate Commission.

Since the Postal Reorganization Act of 1970, postal rates
in the United States have been set following hearings
before the Postal Rate Commission. Based on delailed
testimony from the Postal Service and others, including
extensive input from mailers and mailing organizations,
the changes that have occurred in the rate structure
liave been enormous. Whercas rates for all classes were
once relatively simple, they are now extremely complex.
Specifically, we now have presort rates, barcode rates,
automation rates, drop ship rates, letter/flat rate differ-
entials and saturation rates, among others. Mailers are
dependent on complex computer systems to not only
prepare their mail, but also to manage and check
address files.

Many of the adjustments in the rale structure have involved
the creation of what are commonly referred to as workshar-
ing discounts. (Discounts are used to arrange lower rates
for lower-cost mail. They should not be viewed as a means
of giving favorable rates to certain mailer groups.)

Giving Mailers More Options

Some postal activities can be done more efficiently by
mailers than by the Postal Service. The worksharing
notion is to set up a rate structure that gives mailers
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choices. If done right, the mallers will choose to do the
work only when they do it more efficiently than the Postal
Service. For example, suppose it costs the Postal Service
four cents per piece to sort mixed mail into three-digit
packages. [f & presort discount of four cents is given, the
mailer will choose to do the sorting only when he can do it
for less than four cents.

From the Postal Service’s viewpoint, worksharing trans-
fers some of the postal work to the mailer and results in a
smaller postal system. It does not affect the Private
Express Statutes, since they are interpreted to refer only to
the delivery operation. Neither does the universal service
obligation. In a real sense, however, it does involve the
privatization of large parts of postal work.

From the point of view of the mailer, worksharing results
in an increase in overall efficiency, lower postal costs and,
as will be explained later, better service. In order to
understand the benefits of worksharing, it is helpful to
think in terms of several different types of worksharing.

Typel

The mailer does the work in essentially the same way the
Postal Service would do it. In the case of a presort dis-
count, for example, the mailer would create the mailpieces
and then sort them either by hand or on a sorting
machine. This type of worksharing is one most closely
associated with the meaning of the term workshare.

The efficiency gains from this type of worksharing tend to
be limited. In the example used above, where the postal
cost and the discount are four cents per piece, a mailey =
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wha eould do the work for three cents
would gain one cent per piece.

Type?
The mailer achieves the workshared result but does the
work differently than the Postal Service would. The best
example of a Type-2 situation involves, again, presort dis-
counts. Usually on a computer — althangh it could be
done by hand — the mailer may be able to arrange all of
his addresses in ZIP Code order. Then he can print the ZIP
Codes, one group after the other.

In a worksharing situation of this kind, the mailer may be
able to do the work for a small fraction of what it would
cost the Postal Service. Even if he is not using the
advanced technology of the computer, and is serting the
addresses by hand, he has the option of doing the work in
a completely different way. And, if the same mailing list is
used more thau vuce, ur is used again with slight modifi-
cation, he can sort once and do many mailings.

Two features of this kind of situation deserve note. First,
the mailer may be able to do in one step what the Postal
Service does in two or more steps. Such would he the case
if the Postal Service requires two or three sortations to get
the mail to the five-digit level, while the vomputer yoes
there directly. Second, mailers of considerable volume may
be in position to take advantage of this discount without
outside help. In fact, unless the outside firm handles a
good deal of the mail preparation process, mailers would
not be in a position to help in this task at afl.

From an cfficiency point of view, a Type-2 discount situ-
ation is extremely attractive, largely because the poten-
tial gains are large. In effect, the potential exists to
achieve the sortation without doing the work; but note
that if the discount is not offered, none of the benefit
will be realized.

Type 3

Here, the mailer’s decision is influenced by factors other
than the size of the discount and his cost of doing the
work. The hest example of this situation is when the mailer
is concerned about the level or quality of service,

Two examples are important. First, a mailer could find pre-
sorted (or barcoded) mail zips through the system without
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delay while other mail, which
needs more postal attention, is either
delayed or is unpredictable. In this situa-
tion, the value to the mailer of the added serv-
ice would be considered along with the cost of
doing the work and the size of the discount. (Some
mailers have found thal turning the mail over to a presort
firm, which requires time to do additional work, results in
a one-day loss in service. In response, some presort firms
provide same-day entry and some drop ship to nearby loca-
tions.)

Second, a mailer considering drop shipping could know
that mail entered at a destination facility is always deliv-
ered within one or two days while that entered at a distant
location takes much longer and is less predictable. This
mailer would clearly consider the value of the improved
service along with the size of the discount and the cost of
the drop shipping.

From an efficiency point of view, the situation here also
has potential. For example, suppose the discount is four
cents per piece and the mailer’s cost of doing the work
is 3.8 cents. It would seem on first glance that the gain
from having the mailer do the work is only 0.2 cents.
But If the value of the improved service is one cent per
piece, then the gain from offering the discount is ampli-
fied to 1.2 cents. If the discount was not offered, the
matiler would clearly not do the work or receive the
improved service. Also important, is if the improved
service is not feasible, the mailer could decide to use an
alternative to the postal system. Conversely, the mailer
could increase his volume if the discount and the asso-
ciated service are offered.

Type 4

The mailer reduces the work required by changing his
behavior in efficient ways that were either not predicted
or did not seem particularly associated with the nature of
the discount.

A drop-ship discount, for example, can be as simple as a
price for nationwide mail and a price for mail entered at the
destination office. A mailer in New York could be sending
mail to Los Angeles. If mailed from New York, he would pay
the nationwide price, but if entered in Los Angeles, he
would pay the lower deslination price. If the difference =
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between these two prices is
large enough, the mailer could
hire a trucking firm and drop ship.
There is also the option of having the
mail printed by a firm in Los Angeles, which
would make destination entry guite natoral,
Without the drop-ship discount, the mailer will not consider
the Los Angeles prinler, whose charges migld be no higher
than the charges of the printer in New York. With the drop-
ship discount, the mail might be printed in Los Angeles and
the burden of transportation would be avoided entirely.

Consider a variant of the same situation. Suppose a mailer
in New York has two mailings going to Los Angeles. If
postal prices do not depend or distance, he will print one
mailing, enter it in New York and then print the other.
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‘The Postal Service might argue that its costs would be
lower if the two mailings were integrated and shipped
together. Under these pricing conditions, however, the
mailer has na incentive to cooperate in the integration
process. But if a drep-ship discount is offered, it is possi-
ble that the mailer will integrate the production of the two
mailings and ship them more efficiently to their destina-
tions. The savings in transportation from the integration
are greater than the cost and bother of doing the integrat-
ing, but the mailer will not cooperate under a rate struc-
ture without discounts.

As a second example, consider the letter/flat differential.
(Some readers may not view a letterflat rate differential
a3 focused on worksharing. I include ii here because it is
a discount and it can lead to a reduction in postal work.)
Under such a rate structure, letier-size pieces have a lower
rate and flat-size pieces have a higher rate. The differen-
tial might be justified on the basis of nothing more than
an interest in cost-based rates, and worksharing might not
be an issue. Some mailers, however, will convert flats into
letters. Considering the cast of delivery and the benefits
received by the mailer, the letter-size piece might be a
more effective piece for the nation as a whole, but the
mailer will not make the change unless a rate differential
is offered,

Types

This situation has worksharing aspects but its primary pur-
pose is to make: the postal system more competitive. The
drop-ship discount is, again, an obvious example. Suppose
a mailer in Cleveland has mail that is to be delivered in
Cleveland. If the Puslal Service presents him with a rate
that does net vary with distance, he will be paying what
may amount to a rate based on 1,000 miles of transporta-
tion, That is, the average piece of mail goes, say, 1.000
miles, and that is the cest on which the rate is based. Mail
going over 1,000 miles gets a relative bargain and mail
staying in the office of entry can be viewed as helping to
finance the long-distance mail.

Now, suppose there is a private delivery firm in Cleveland
that is competing with the Postal Service. The Private
Express Statutes in the United States do not prevent pri-
vate firms from delivering parcels, periodicals, catalogs
over 24 pages or saturation mail. They may not, however,
use mailboxes. That private firm will base its prices on the
costs it experiences, given it both receives and delivers
mail in Cleveland — it will not charge a 1,000-mile price.
If the Postal Service charges only a 1,000-mile price, with
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no distance differentials and associated drop-ship
discounts, the Postal Service will on that account be
at a disadvantage and may not be competing effectively.
it could easily lose business despite being the low-
cost carrier.

If the Postal Service offers distance-sensitive prices, it will
he more competitive in Cleveland. This is the case
whether or not any mailers decide on the basis of the price
differentials to engage in drop shipping. In short, the price
structure is established in order to be competitive or v
base the prices on the actual costs of the mail, and work-
sharing activity occurs as a natural result.

[mproving the Entire Process

The benefits of offering worksharing discounts clearly go
far beyond the extent to which one
person can do a particular piece of
work cheaper than another person.
Once the mailer is given options
and the possibility of control, the
entire productive operation can he
re-planned and the gains range
from lower costs to improved service
to overall effectiveness in the use of
the mail.

It sounds like the rate setting
process should be simple — the
Postal Service does a cost study and
the discount is set equal to the
result. In practice, these studies are
difficult and often controversial. In
addition, some mail costs more for
the Postal Service to sort and frans-
port than other mail, and the num-
ber of discounts is limited. Also,
mailer costs vary. It is often difficult
to project demand and assure
that the Postal Service will break
even. Nevertheless, we have come a
long way.
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