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Abstract 
 

While Amazon ostensibly advocates for postal reform, it has engaged in two types of 
anticompetitive conduct that threaten the solvency of the U.S. Postal Service (USPS) and 
evidence a desire to extend and perpetuate its dominance over e-commerce. First, 
Amazon has lobbied to combine mail and parcel delivery under one cost center, thus 
obscuring the latter’s contribution to institutional costs. Such a policy would allow 
Amazon to conceal the uneconomic pricing it receives under the Parcel Select program, 
the USPS ground bulk package “last-mile” delivery service that Amazon and other parcel 
shippers use. Amazon receives such favorable pricing in the form of special discounts, 
putting upward pricing pressure on the standard rates for parcels and letters that 
smaller shippers and individuals pay and placing taxpayers at risk of having to bail out 
the popular agency when losses occur. Original empirical evidence suggests that 
Amazon’s lucrative negotiated service agreement (NSA) with the USPS has prompted 
the latter to attempt to recover any losses on the Amazon deal by raising prices to other 
customers. Second, Amazon has established a network of distribution facilities in 
primarily urban locations, leaving USPS to serve the high-cost, largely rural areas—a 
“cream-skimming” strategy that exploits the Postal Service’s universal service mandate. 
Further, Amazon’s staunch anti-labor positions and its exploitation of USPS should raise 
concerns about its motivation for lobbying in favor of Medicare integration. While the 
transition of postal workers to Medicare and/or postal employee health benefit plan has 
drawn bipartisan support, the scope of the change remains opaque and its impact on 
Medicare warrants further analysis. The paper concludes with concrete policy proposals 
that address and mitigate Amazon’s anticompetitive conduct. In particular, we propose 
(1) restrictions on special discounts off USPS’s standard parcel rates granted to large 
shippers that do not reflect legitimate cost savings to USPS; and (2) to maintain any 
special discount from USPS, a large shipper would be unable to use the USPS for last-
mile service on routes USPS deems unprofitable unless fully offset with more lucrative 
routes in congested areas. 
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INTRODUCTION 

The largest parcel-delivery firms benefit from below-market shipping rates obtained 

through negotiated service agreements (NSAs) with the U.S. Postal Service (USPS). These 

special discounts, which reflect the large shippers’ bargaining power as opposed to 

legitimate cost savings for USPS, put upward pressure on the Postal Services’ standard rates 

on parcel-delivery shipping to cover the agency’s resulting losses. In contrast, America’s 

myriad small businesses, which generate 44 percent of U.S. economic activity2 and form the 

backbone of the American economy, cannot avail themselves of such discounts and thus pay 

higher relative prices for shipping (that is, relative to the larger shippers) and potentially 

 
2. U.S. Small Business Administration, Small Businesses Generate 44 Percent Of U.S. Economic Activity, Jan. 

30, 2019, available at https://advocacy.sba.gov/2019/01/30/small-businesses-generate-44-percent-of-u-s-
economic-activity/. See also https://cdn.advocacy.sba.gov/wp-content/uploads/2018/12/21060437/Small-
Business-GDP-1998-2014.pdf.  

https://advocacy.sba.gov/2019/01/30/small-businesses-generate-44-percent-of-u-s-economic-activity/
https://advocacy.sba.gov/2019/01/30/small-businesses-generate-44-percent-of-u-s-economic-activity/
https://cdn.advocacy.sba.gov/wp-content/uploads/2018/12/21060437/Small-Business-GDP-1998-2014.pdf
https://cdn.advocacy.sba.gov/wp-content/uploads/2018/12/21060437/Small-Business-GDP-1998-2014.pdf
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higher absolute prices than they would absent the special discounts,3 and thereby operate at 

a competitive disadvantage. The holiday season magnifies this disparity; while small 

businesses and individuals must pay higher holiday rates, Amazon and other large shippers 

can avoid incurring the same costs.4 Beyond the obvious harms to small businesses, many of 

whom compete directly with Amazon in retail markets, the American public loses out when 

such anticompetitive conduct forces USPS to make operational changes that result in 

reduced service quality, such as the slowing of traditional mail service, even as stamp prices 

continue to rise.5 Moreover, to the extent that the current system of cost allocation obscures 

below-cost pricing that large shippers obtain from USPS, policymakers and the public remain 

unaware of the long-term toll of such NSAs on the Postal Service and the commensurate risk 

to taxpayers. The need for the USPS to accurately allocate costs between mail and parcel 

delivery is consistent with the aims of recent legislation aimed at securing the agency’s  

financial stability and its ability to fulfill its mandate. H.R. 3076, the Postal Service Reform 

Act of 2022, recently passed the House on a bipartisan basis by a vote of 342-92, 

underscoring the urgency of achieving this goal.6   

 
3. John Sandbulte, Why the Post Office Gives Amazon Special Delivery, WALL STREET JOURNAL, July 13, 2017, 

available at https://www.wsj.com/articles/why-the-post-office-gives-amazon-special-delivery-1522603826; 
USPS Inspector General, Negotiated Service Agreement – Report Number 20-233-R21, May 13, 2021, available 
at https://www.uspsoig.gov/document/negotiated-service-agreement-%E2%80%93-contract-redacted  

4. USPS, U.S. Postal Service Announces Proposed Temporary Rate Adjustments for 2021 Peak Holiday 
Season, Aug. 10, 2021, available at https://about.usps.com/newsroom/national-releases/2021/0810-usps-
announces-proposed-temporary-rate-adjustments-for-2021-peak-holiday-season.htm. 

5. Aimee Picchi, USPS: 10-year plan includes longer delivery times, fewer post offices, CBS NEWS, Mar. 24, 
2021, available at https://www.cbsnews.com/news/usps-mail-delays-louis-dejoy-10-year-plan-longer-
delivery-times-service-cuts/; Jory Heckman, USPS plans to move ahead with mail rate hike over lawmakers’ 
objections, FEDERAL NEWS NETWORK, July 20, 2021, available at https://federalnewsnetwork.com/agency-
oversight/2021/07/usps-plans-to-move-ahead-with-mail-rate-hike-over-lawmakers-objections/.  

6. Paul LeBlanc, House passes sweeping bipartisan USPS overhaul bill, CNN, Feb. 8, 2022, available at 
https://www.cnn.com/2022/02/08/politics/usps-overhaul-bill-house-vote/index.html.  

https://www.wsj.com/articles/why-the-post-office-gives-amazon-special-delivery-1522603826
https://www.uspsoig.gov/document/negotiated-service-agreement-%E2%80%93-contract-redacted
https://about.usps.com/newsroom/national-releases/2021/0810-usps-announces-proposed-temporary-rate-adjustments-for-2021-peak-holiday-season.htm
https://about.usps.com/newsroom/national-releases/2021/0810-usps-announces-proposed-temporary-rate-adjustments-for-2021-peak-holiday-season.htm
https://www.cbsnews.com/news/usps-mail-delays-louis-dejoy-10-year-plan-longer-delivery-times-service-cuts/
https://www.cbsnews.com/news/usps-mail-delays-louis-dejoy-10-year-plan-longer-delivery-times-service-cuts/
https://federalnewsnetwork.com/agency-oversight/2021/07/usps-plans-to-move-ahead-with-mail-rate-hike-over-lawmakers-objections/
https://federalnewsnetwork.com/agency-oversight/2021/07/usps-plans-to-move-ahead-with-mail-rate-hike-over-lawmakers-objections/
https://www.cnn.com/2022/02/08/politics/usps-overhaul-bill-house-vote/index.html
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The rush to safeguard the future of the Postal Service should exercise concomitant 

care that third parties, such as Amazon, do not take advantage of the moment and leverage 

their industry weight to insert self-serving provisions into pending legislation. Amazon has 

lobbied aggressively in support of measures to extract special discounts for its package-

shipping rates. Superficially, potential consumer savings from lower shipping prices for 

Amazon may motivate the presumptive conclusion that such an outcome enhances 

consumer welfare without further inquiry as to its underlying cause and long-term harm. 

According to this logic, Amazon passes through the advantageous pricing it receives from 

USPS to consumers in the form of lower (or free) shipping costs. But such reasoning ignores 

concomitant welfare effects, including the upward pricing pressure such discounts place on 

the standard rates for parcels paid by smaller shippers. The proverbial devil lies in the 

details, which reveal the long-term harm that follows (and outweighs) any short-term 

benefits that Amazon’s exploitation of USPS’s financial position offers. As a matter of 

economic theory, USPS is incentivized to make up the losses incurred while servicing 

Amazon and other large shippers at the discounted rate by raising its standard shipping 

rates. Consistent with new empirical results presented here, smaller, brick-and-mortar 

retailers that do not qualify for the special discounts likely face an inflated standard rate for 

USPS package shipping. Economic principles and legislation that reflects them have long 

cautioned against policy myopia and recognized the need to evaluate potential outcomes 

beyond the immediate term. Case in point: antidumping statutes prohibit conduct that teases 

short-term favorable pricing but risks long-term consumer harm from reduced competition. 

Amazon’s efficiency mirage presages a similar outcome for USPS, to the detriment of small 

businesses, individual consumers, and labor.  
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To underscore how artificially low rates that USPS offers to large shippers such as 

Amazon causes long-term harm to the Postal Service, we begin by explaining how these 

popular reforms can unintentionally mask and thus propagate these effects. One such reform 

is “Medicare integration”, which refers to the rescission of the Postal Service’s health benefit 

pre-funding mandate and the enrollment of future USPS retirees in both Medicare and the 

Federal Employee Health Benefit Plan. Medicare integration of postal health benefit plans 

represents a politically salable policy that can, when unaccompanied by a detailed analysis 

of its consequences, obscure the risk of long-term harm. 7 The impetus for Medicare 

integration has been predicated upon claims of ostensible benefits to postal workers and 

reassured financial viability of USPS, particularly in light of its health benefits prefunding 

requirement. The 2006 Postal Accountability and Enhancement Act mandated that USPS 

prefund 75 years of retiree health benefits, a requirement that does not encumber other 

federal agencies that use a “pay-as-you-go” system of covering premiums as they are billed.8 

This requirement imposed a significant constraint on the Postal Service, which receives no 

taxpayer funding to cover its operating expenses, which it must cover from its own revenues.  

The Congressional Budget Office’s Cost Estimate of H.R. 3076 represents the key 

analytical pillar of support for at least the Medicare integration portion of the Act. The CBO 

report explains that, because USPS has not made its annual prefunding payments to the 

Postal Service Retiree Health Benefits Fund in recent years, “rescinding the requirement 

 
7. According to the American Postal Workers Union, “Medicare Integration means that future USPS 

retirees will be enrolled in both Medicare and FEHBP once they become eligible for Medicare at age 65. 
Medicare will become the primary provider and FEHBP will be the secondary provider. Only future retirees, 
upon becoming Medicare eligible, will have to join Medicare Parts A and B and purchase Part B in order to 
remain in FEHBP. American Postal Workers’ Union, Update on Postal Service Reform Act, August 27, 2021, 
available at https://apwu.org/news/update-postal-service-reform-act.  

8. United States Postal Service, Retiree Health Benefit Prefunding, available at 
https://about.usps.com/who-we-are/financials/annual-reports/fy2010/ar2010_4_002.htm.  

https://apwu.org/news/update-postal-service-reform-act
https://about.usps.com/who-we-are/financials/annual-reports/fy2010/ar2010_4_002.htm
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would have no effect on spending,” though it would prevent USPS from incurring additional 

prefunding liabilities in the future.9 With respect to current premiums, because Medicare 

would cover the majority of healthcare costs for Medicare-eligible individuals enrolling in 

Postal Service Health Benefit plans, USPS spending on health insurance premiums for active 

employees and dependents would decrease by $2.5 billion over 2021-2031. In total, including 

payments for premiums for annuitants, USPS spending would decrease by roughly $5 billion 

from 2022-2031. In contrast, on-budget Medicare expenses would increase by $5.6 billion, a 

net cost increase of $591 million. As such, on a net federal expenditure basis, Medicare 

integration of USPS health insurance reflects a cost transfer, not actual cost savings to the 

federal government, as shown in Figure 1 below. 

 
FIGURE 1:  POSTAL SERVICE MEDICARE INTEGRATION EFFECTS ON USPS AND MEDICARE EXPENDITURES 

 

 
9. Congressional Budget Office, Cost Estimates of H.R. 3076, Postal Serv ice Reform Act of 2021, July 14, 

2021, available at https://www.cbo.gov/system/files/2021-07/hr3076.pdf.  

https://www.cbo.gov/system/files/2021-07/hr3076.pdf
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 Further, the CBO cautions that its figures depend on various assumptions, variations 

from which would yield different results. 10 The CBO’s caveats merit closer scrutiny of the 

Medicare integration provision of H.R. 3076. To our knowledge, neither the CBO nor any 

other agency has performed a sensitivity analysis of budget outcomes to changes in the CBO’s 

assumptions. Instead, the “Uncertainty” section of CBO’s report has received little more than 

a perfunctory glance. A thorough analysis should accompany such a seismic financial shift in 

USPS’s budgetary funding, which holds significant implications not only for the Postal 

Service, but also for the Medicare program that protects over 60 million beneficiaries.11 

Finally, the economically relevant question that has largely evaded rigorous 

analytical treatment is how USPS will spend the resulting savings that the Medicare program 

will cover. To the extent that such savings will continue to fund the status quo and permit 

large shippers to extract artificially low package-delivery prices from USPS, the net result of 

Medicare integration will be that the Medicare program will effectively subsidize the 

uneconomic pricing that private package-delivery firms receive. This report delineates the 

social harms that flow from such underpricing of USPS’s services. As we explain herein, 

myriad other constituencies have recognized the current status quo as unsustainable, yet 

Amazon has lobbied fiercely in its favor, forcing taxpayers to bear the risk of bailing out USPS 

 
10. Id at 3-4 (“Under H.R. 3076, the budgetary effects of the changes to health programs would depend on 

the number of postal workers and annuitants who chose to enroll in PSHB plans and how many chose to enroll 
in Medicare. If their decisions differed from those CBO has assumed, the bill’s budgetary effects could be 
different as well. Additionally, it is unclear how some policies in the bill would be implemented. For this 
estimate, CBO assumed that the new PSHB program would become available in 2024 and that FEHB and PSHB 
premiums would be based only on those programs’ enrollees. Finally, CBO assumed that the agencies would 
enroll people in Medicare only if they met Medicare’s eligibility requirements under current law. If agencies 
implemented H.R. 3076 in ways that differ from CBO’s assumptions, the bill could have different budgetary 
effects.”). 

11. KFF, Total Number of Medicare Beneficiaries, 2020, available at https://www.kff.org/medicare/state-
indicator/total-medicare-beneficiaries/.  

https://www.kff.org/medicare/state-indicator/total-medicare-beneficiaries/
https://www.kff.org/medicare/state-indicator/total-medicare-beneficiaries/
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to Amazon’s indirect benefit. Perpetuation of the complicated economic realities that USPS 

faces, and that Medicare integration will not resolve, will serve to enhance Amazon’s profits 

at taxpayer expense. The looming taxpayer burden mirrors that seen in the wake of the Great 

Recession, when the largest financial institutions received bailouts while Main Street 

America endured the brunt of the economic downturn. When USPS inevitably requires future 

public assistance to ensure its economic survival and its ability to fulfill its statutory purpose, 

taxpayers will cover the harm that Amazon’s ephemeral low shipping prices have imposed 

on the social welfare. The economic adage that “There’s no such thing as a free lunch”12 

extends itself to Amazon’s “free” shipping, which reflects a teaser rate that will saddle the 

public with additional debt. 

This paper proceeds as follows: Part I provides an overview of the Postal Service 

mechanism that fosters its currently unsustainable status quo and leaves it susceptible to 

exploitation through conduct like that which Amazon has employed. Parts II and III detail 

the respective social harms that flow from Amazon’s two-part anticompetitive strategy: (1) 

a concerted effort fueled by aggressive lobbying to extract special discounts from the Postal 

Service’s standard package rates and bind parcel and mail delivery into a unitary service, 

thus obscuring the subsidization of the former by the latter to Amazon’s benefit and to 

consumers’ detriment; and (2) cream-skimming the most profitable last-mile delivery 

regions for itself while leaving the highest cost areas to USPS. Part II presents original 

empiricism suggests that Amazon’s lucrative negotiated service agreement with the USPS 

has prompted the latter to attempt to recover any losses on the Amazon deal by raising prices 

to other customers. See Figures 2 and 3, infra. Part IV concludes by proffering a set of 

 
12. https://www.stlouisfed.org/education/economic-lowdown-video-series/no-such-thing-free-lunch.  

https://www.stlouisfed.org/education/economic-lowdown-video-series/no-such-thing-free-lunch
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concrete policy prescriptions that would mitigate the harms enumerated in the preceding 

parts and place USPS on firmer financial footing. 

I. USPS’S INTERNAL CROSS-PRODUCT SUBSIDIZATION LEAVES IT SUSCEPTIBLE TO EXPLOITATION 

The 2006 Postal Accountability and Enhancement Act identified two primary classes 

of products that USPS offers: 

• “The market-dominant category of products shall consist of each product in the sale 
of which the Postal Service exercises sufficient market power that it can effectively 
set the price of such product substantially above costs, raise prices significantly, 
decrease quality, or decrease output, without risk of losing a significant level of 
business to other firms offering similar products.”13 Such products include First Class 
Mail, Marketing Mail, Periodicals, Media Mail, Library Mail, Bounded Printed Matter, 
and Special Services.14 
 

• “The competitive category of products shall consist of all other products.”15 Such 
products include Priority Mail services, First Class Package Service, Parcel Select, 
USPS Retail Ground, and various other offerings.16  
 

The Act further instructed the Postal Regulatory Commission “to prohibit the subsidization 

of competitive products by market-dominant products,”17 thus ensuring that USPS does not 

leverage its statutorily-derived monopoly power in first class mail services to inhibit 

competition for parcel services.18 Notably, the Act does not prohibit cross-subsidization that 

operates in reverse: using profits from competitive products to subsidize market-dominant 

ones. Doing so would impose no social harm; competition in the former would inhibit USPS’s 

ability to raise prices unilaterally, thus profits would necessarily flow from greater efficiency. 

 
13. 2006 Postal Accountability and Enhancement Act, 120 STAT at 3209 [hereafter “PAEA”]. 
14. https://about.usps.com/newsroom/statements/091521-new-market-dominant-price-adjustment-

schedule.htm. 
15. PAEA at 3209. 
16. https://about.usps.com/postal-bulletin/2020/pb22561/html/updt_002.htm 
17. PAEA at 3206. 
18. In other words, the PAEA aimed to ensure that USPS did gouge its monopoly first-class mail customers 

by saddling them with more than their fair share of USPS’s operational costs, while allowing it to undercut its 
private-sector competitors in the package delivery market. 



 -10- 

Leveraging such operating efficiencies to maintain lower prices in market-dominant 

products falls in accordance with USPS’s universal service mandate. It would also moderate 

the Act’s general limits on price increases for market-dominant products to the rate of 

inflation, a limit that does not encumber the Postal Service’s costs.19  

Yet the status quo reflects precisely the opposite situation. Market-dominant 

products such as first-class mail subsidize competitive products such as parcel delivery, not 

to USPS’s advantage, but to Amazon’s, which benefits from extracting uneconomic parcel-

delivery pricing from the Postal Service. Unlike market-dominant products, competitive 

products such as parcel delivery are not subject to a price cap and thus allow USPS pricing 

latitude, assuming that such products (1) receive no subsidization from market-dominant 

products, (2) cover their attributable costs, and (3) cover what the Postal Regulatory 

Commission determines to be an appropriate share of USPS’s “institutional costs”—defined 

as “residual costs that cannot be specifically attributed to products or groups of products 

through reliably identified causal relationships.”20 Historically, USPS has only allocated 

approximately 55 percent of its costs to specific products, leaving the remaining 45 percent 

as institutional costs.21 In 2007, the Postal Regulatory Commission determined that Shipping 

Services should cover a minimum of 5.5 percent of institutional costs, a figure that it has 

 
19.  USPS 2020 10-K at 16, available at https://about.usps.com/what/financials/10k-reports/fy2020.pdf.  
20. Public Regulatory Commission, PRC Adopts Final Rules on Minimum Contribution of Competitive 

Products to Institutional Cost: Formula-based Approach Used to Calculate the Appropriate Share, 1/3/2019, 
available at https://www.prc.gov/press-releases/prc-adopts-final-rules-minimum-contribution-competitive-
products-institutional-cost. Cost causality forms the basis for the concept of incremental costs. Panzar explains 
that “To say that service (or group of services) X causes an expenditure Y is equivalent to saying that Y is the 
Incremental Cost of X.” John C. Panzar, The Role of Costs for Postal Regulation, 2009, available at 
https://www.prc.gov/sites/default/files/reports/J%20Panzar%20Final%20093014.pdf.  

21. United States Postal Service, Office of Inspector General, A Primer on Postal Costing Issues, March 20 
2012 at Appendix C, at 25, available at https://www.uspsoig.gov/sites/default/files/document-library-
files/2015/rarc-wp-12-008_0.pdf. 

https://about.usps.com/what/financials/10k-reports/fy2020.pdf
https://www.prc.gov/press-releases/prc-adopts-final-rules-minimum-contribution-competitive-products-institutional-cost
https://www.prc.gov/press-releases/prc-adopts-final-rules-minimum-contribution-competitive-products-institutional-cost
https://www.prc.gov/sites/default/files/reports/J%20Panzar%20Final%20093014.pdf
https://www.uspsoig.gov/sites/default/files/document-library-files/2015/rarc-wp-12-008_0.pdf
https://www.uspsoig.gov/sites/default/files/document-library-files/2015/rarc-wp-12-008_0.pdf
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recently raised to approximately 8.8 percent based on a revised approach resulting from 

USPS’s contention that the basis for the figure’s derivation holds no relevance today.22  

The Postal Service recently warned that it faces substantial logistical hurdles to the 

efficient operation of its delivery network.23 The Build Back Better Act seeks to provide 

approximately $7 billion for the purchase of electrical delivery vehicles and related 

infrastructure to support them.24 USPS expects that the Act’s passage will also eliminate the 

agency’s obligation to prefund retiree health benefits.25 Nevertheless, in its current form, the 

Act contains no provisions that address the need to update the Postal Service’s cost 

attribution to more accurately reflect the financial stress that favorable deals for large parcel 

shippers place on its delivery network. 

In 2018, the Postal Regulatory Commission adopted a formula-based methodology, 

detailed in Appendix B, in an attempt to ensure that competitive products cover what it 

determined to represent an appropriate share of USPS’s institutional costs, as required 

 
22. USPS Shipping Services include the competitive products such as  Express Mail, Global Express 

Guaranteed, Express Mail International, Priority Mail, Priority Mail International, Parcel Select, and Parcel 
Return Service. See https://about.usps.com/who-we-are/financials/annual-
reports/fy2010/ar2010_finance_006.htm. The dichotomy between attributable and institutional costs is not 
endemic to the postal service; the very same concept prevails, for example, in intercollegiate athletics where 
each sport has its own cost structure but also contributes to institutional expenses such as field maintenance, 
administrative services, and the like. See also 22 US Postal Regulatory Commission, Revised Notice of Proposed 
Rulemaking, August 7, 2018 at 35. 

23.  USPS, Delivering for America at 13-14 (“We currently lack the advanced logistics systems that 
are critical to managing a fleet as large as ours. Mail products traverse differing processing and 
transportation streams, which creates redundancies, multiple handlings, and under-utilization of 
surface transportation networks. Increased package volume, a dispersed processing network causing 
products to travel excess mileage, and an extremely distributed collection process to pick up 
increasingly smaller mail volume make it impossible to meet our current service standards, or do so 
at a reasonable cost.”). 

24.  H.R.5376 - Build Back Better Act, 117th Congress (2021-2022) at Sec. 80003, available at 
https://www.congress.gov/bill/117th-congress/house-bill/5376. 

25.  Jory Heckman, USPS outlines $8B infrastructure investment in 2022 as sign of ‘bright future’, FEDERAL 

NEWS NETWORK, November 10, 2021, available at https://federalnewsnetwork.com/agency-
oversight/2021/11/usps-outlines-8b-infrastructure-investment-in-2022-as-sign-of-bright-future/.  

https://about.usps.com/who-we-are/financials/annual-reports/fy2010/ar2010_finance_006.htm
https://about.usps.com/who-we-are/financials/annual-reports/fy2010/ar2010_finance_006.htm
https://www.congress.gov/bill/117th-congress/house-bill/5376
https://federalnewsnetwork.com/agency-oversight/2021/11/usps-outlines-8b-infrastructure-investment-in-2022-as-sign-of-bright-future/
https://federalnewsnetwork.com/agency-oversight/2021/11/usps-outlines-8b-infrastructure-investment-in-2022-as-sign-of-bright-future/
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under the 2006 Act.26 The formula fails to accurately reflect competitive products’ cost 

coverage. By 2017, package delivery contributed around 25 percent of USPS’s revenue, far 

outpacing its formulaic attribution of 8.8 percent share of institutional (a.k.a., “common” or 

“fixed”)27 costs. In 2021, package revenue was 44 percent of total revenue, while its share of 

institutional costs remained unchanged.28 Thus, while some have claimed that the Amazon 

deal yields net profits for the Postal Service, this calculation likely understates the deal’s true 

contribution to institutional costs, thus obscuring the cost-benefit analysis. 

Some may argue that current incremental-cost allocations already reflect USPS’s 

products commensurate contributions to institutional costs. A possible argument in support 

of the current cost allotment for Parcel Select shipping lies in the last-mile coverage that this 

service represents. USPS observes that Parcel Select represents “primarily a last-mile service 

that bypasses much of our infrastructure and therefore is one of our lowest-priced package 

services, and as a result, produces a lower contribution per piece when compared to many 

of our other services.”29 However, as we discuss subsequently, last-mile services represent 

approximately 53 percent of the total parcel-delivery costs. As packages constitute close to 

60 percent of the total weight, and likely over 80 percent of cube delivered, the mere 8.8 

 
26. U.S. Postal Regulatory Commission, Revised Notice of Proposed Rulemaking, Aug. 7, 2018 at 3. 

Available at https://mailomg.files.wordpress.com/2018/08/prc-revised-competitive-pricing-formula.pdf  
27. The PRC identifies institutional costs as follows: “Institutional cost cannot be attributed to a specific 

product or service, a class, or Competitive products collectively and is equal to total accrued cost minus total 
attributable cost. While sometimes referred to as “fixed cost,” it is more accurately characterized as “common 
cost” because it includes costs that are variable but not causally related to an individual product, class, or 
Competitive products collectively. Institutional cost includes costs for carrier network travel time, amortization 
of RHB [retiree health benefits] unfunded liability, amortization of CSRS [civil service retirement system] 
unfunded liability apportioned to prior years, and various administrative costs. PRC, Financial Analysis of the 
United States Postal Service, Financial Results and 10-K Statement, Fiscal Year 2020, April 26, 2021 at 44, 
available at https://www.prc.gov/docs/116/116704/FY2020%20Financial%20Report.pdf.  

28. United States Postal Regulatory Commission Form 10-K 2021,09.30-10-K (usps.com) 
29. USPS, 2020 Form 10K at 28-9, available at https://about.usps.com/what/financials/10k-

reports/fy2020.pdf.  

https://mailomg.files.wordpress.com/2018/08/prc-revised-competitive-pricing-formula.pdf
https://www.prc.gov/docs/116/116704/FY2020%20Financial%20Report.pdf
https://about.usps.com/what/financials/10k-reports/fy2020.pdf
https://about.usps.com/what/financials/10k-reports/fy2020.pdf
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percent of USPS’s institutional cost currently attributed to parcel shipping likely represents 

a significant underestimate. For example, 2021 Fiscal Year transportation costs attributed to 

domestic competitive products (parcel) exceeded those of market-dominant products (mail) 

by 2.2 times ($4.8B vs. $2.2B).30 Competitive products represented approximately 40 

percent of USPS’s domestic costs, again underscoring why USPS’s 8.8 percent attribution of 

institutional costs appears inexplicably low. Further, as USPS has acknowledged, the design 

of its facilities, aimed at letter delivery, limits its ability to absorb increased parcel volumes, 

and parcel cubic-space requirements have resulted in increased processing costs.31 And 

while the growth of USPS’s parcel-shipping service has increased the cubic footage of 

transportation space required, packages contribute less to cost coverage than mail.32 

According to USPS, letter revenue per cubic foot exceeds package revenue per cubic foot by 

over 80 percent.  

For at least three reasons, the opaque nature of USPS’s cost calculations and 

classification of almost 50 percent of its costs as “institutional” imposes substantial 

compliance difficulties and masks the financial hurdles that the agency must navigate. First, 

USPS is a de facto federal agency tasked with a universal service mandate—to provide mail 

services to areas across the United States, and, at least with respect to first-class mail, using 

uniform pricing. While private corporations can charge rates that reflect the cost differential 

of servicing rural versus urban areas, a first-class stamp costs the same regardless of the 

letter’s domestic destination. Providing a public service, rather than profit-maximization, 

 
30. USPS, Public Cost Segments and Components, Fiscal Year 2021, C Report – Cost Summary. 
31. USPS, Delivering for America, 2020, at 11, available at https://about.usps.com/what/strategic-

plans/delivering-for-america/assets/USPS_Delivering-For-America.pdf.  
32. Id. at 13. 

https://about.usps.com/what/strategic-plans/delivering-for-america/assets/USPS_Delivering-For-America.pdf
https://about.usps.com/what/strategic-plans/delivering-for-america/assets/USPS_Delivering-For-America.pdf
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reflects the Postal Service’s primary function, rendering any economic justification why it 

must “turn a profit” questionable at best. As Rep. Ro Khanna (D-CA) observed, the federal 

government imposes no profitability requirement on other agencies, such as the 

Departments of Defense, Health, and others.33 Nonetheless, deeming USPS’s profitability 

peripheral in light of its public service provision should not serve as a license for the agency 

to engage in inefficient or uneconomic pricing that may be necessary to sustain a deal with a 

private corporation like Amazon.  

Second, the 2006 Act required USPS to prefund retiree health benefits for up to 75 

years in the future, a burden not imposed on other federal agencies, which, like most private 

corporations, use a “pay-as-you-go” funding mechanism.34 This mandate costs the Postal 

Service approximately $5 billion per year. Importantly, the National Association of Letter 

Carriers union, which now favors the removing the prefunding mandate, previously 

supported the 2006 Act that codified the same, characterizing the Act’s signing as the 

fulfillment of its top legislative priority.35 Detailed discussion of the economic costs and 

benefits of the prefunding requirement lie beyond the scope of this report. However, the 

contradictory characterization of both pro- and anti- prefunding mandate positions as 

“reform” underscores the need for an accurate assessment of a policy’s long-term effects 

prior to its passage, a position we adopt in this paper. 

Third, and perhaps most salient to this discussion, unlike other federal agencies, USPS 

receives no taxpayer funding to cover its operating expenses. This fact has prompted the 

 
33. https://www.youtube.com/watch?v=kDOoUZHiWoI. 

https://twitter.com/cnnpolitics/status/1296928138858041350.  
34. https://about.usps.com/who-we-are/financials/annual-reports/fy2010/ar2010_4_002.htm.  
35. National Association of Letter Carriers, Postal overhaul becomes law, Updated Feb. 12, 2010, available 

at https://web.archive.org/web/20131008174540/https://www.nalc.org/postal/reform/paea_2006.html.  

https://www.youtube.com/watch?v=kDOoUZHiWoI
https://twitter.com/cnnpolitics/status/1296928138858041350
https://about.usps.com/who-we-are/financials/annual-reports/fy2010/ar2010_4_002.htm
https://web.archive.org/web/20131008174540/https:/www.nalc.org/postal/reform/paea_2006.html
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bromide from Amazon’s lobbying arm, the Package Coalition, that USPS’s financial problems 

levy no burden on taxpayers. But such a perfunctory argument relies on a semantic rather 

than substantive point. Even though tax revenues may not fund USPS’s annual budget, 

taxpayers are not insulated from incurring the costs of covering USPS’s recurrent losses 

through repeated bailouts, as recognized by the 2003 Report of the President’s Commission 

on the United States Postal Service.36 Indeed, the Great Recession aptly demonstrated that 

American taxpayers have been left holding the bill even for the losses of private corporations 

whose operating budgets did not receive public funding. Failing to address USPS’s cost 

structure, and failing to prevent Amazon’s exploitation of it, all but ensures a stream of future 

bailouts funded from public coffers. While the distribution of USPS’s institutional costs 

among its constituent products requires modernization to stave off such an economically 

and politically undesirable outcome, Amazon has adopted the opposite strategy, by seeking 

to further obscure the true social cost of its uneconomically favorable deals. Further, Amazon 

aims to expand its last-mile delivery by cream-skimming the most profitable locations, a 

strategy made possible by its exploitation of USPS’s complex cost-allocation structure 

addressed above. We discuss each of these anticompetitive strategies seriatim.  

II. THE FIRST PART OF AMAZON’S TWO-PART ANTICOMPETITIVE STRATEGY: LOBBYING TO 

MAINTAIN UNECONOMIC PACKAGE PRICES AND MASKING PACKAGE DELIVERY’S INSTITUTIONAL COST 

CONTRIBUTION 

Through its policy mouthpiece, the Package Coalition, Amazon lobbies the federal 

government to uneconomically suppress package-shipping rates that it pays to USPS.37 This 

 
36. Report of the President’s Commission on the United States Postal Service, July 2003, at v (“Without 

significant modernization, the Postal Service will have three choices: dramatically roll back service, seek a rate 
increase of unprecedented scale, or fall even further into debt, potentially requiring a significant taxpayer 
bailout.”) (emphasis added).  

37. Amazon forms U.S. Postal Service lobby group with other companies, REUTERS, Aug. 1, 2018, available at  
https://www.reuters.com/article/uk-usa-shippers-post-office-idUKKBN1KM5Y4. 

https://www.reuters.com/article/uk-usa-shippers-post-office-idUKKBN1KM5Y4
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lobbying campaign to secure special discounts off USPS’s standard package rate that benefit 

Amazon at society’s expense has intensified even as the rapid rise of e-commerce has 

ratcheted up the demands on USPS’s parcel-shipping services. Although the COVID-19 

pandemic did not manufacture this phenomenon, it accelerated consumer demand for e-

commerce as an alternative to brick-and-mortar shopping. Increased demands from large 

package shippers such as Amazon have forced USPS to re-allocate resources from mail 

delivery to package delivery.38 Shapiro and Yoder (2021) confirm that USPS uses its 

traditional mail service, along with its tax exemptions and access to Treasury loans, to 

subsidize its package-delivery business,39 meaning that USPS incurs a loss when serving 

Amazon and other large shippers. By lobbying to keep USPS package shipping rates for large 

shippers artificially low, while at the same time dumping the unprofitable rural-delivery 

business onto USPS, Amazon and the Package Coalition have pushed USPS toward 

insolvency.40  

In May 2021, Congress introduced the Postal Service Reform Act of 2021, which 

would provide $46 billion in financial relief to USPS over ten years, with the legislative intent 

of supporting USPS mail delivery.41 However, given USPS’s internal cross-subsidies 

discussed previously, the Act ultimately maintains USPS’s artificially low package-delivery 

 
38. Quinn Klinefelter, 'There's No End In Sight': Mail Delivery Delays Continue Across The Country, NPR, Jan. 

22, 2021, available at https://www.npr.org/2021/01/22/959273022/theres-no-end-in-sight-mail-delivery-
delays-continue-across-the-country  

39. Robert Shapiro and Isaac Yoder, The U.S. Postal Service’s Increased Focus on Parcel Deliveries and The 
Impact on Universal Mail Delivery and the Economy, SONECON, Sept. 2021, available at 
http://www.sonecon.com/docs/studies/Report-on-USPS--Robert%20Shapiro--Sept-10-2021.pdf. 

40. Citi Research, The Free Shipping Tax: Examining the Unsustainable Pricing Model of the USPS, Apr. 18, 
2017, available at 
https://ir.citi.com/XInLvxkr5F%2FJvyPr1NMl%2FPcIgrn%2BXqplW8cqbv2ImZxLKrWAiRT%2BcFMjQe6C%
2BuQT9n1mvCnznGU%3D.  

41. David Shepardson, Group of U.S. senators backs $46 billion in relief for Postal Service, REUTERS, May 19, 
2021, available at https://www.reuters.com/world/us/us-senators-back-46-bln-financial-relief-postal-
service-2021-05-19/. 

https://www.npr.org/2021/01/22/959273022/theres-no-end-in-sight-mail-delivery-delays-continue-across-the-country
https://www.npr.org/2021/01/22/959273022/theres-no-end-in-sight-mail-delivery-delays-continue-across-the-country
https://ir.citi.com/XInLvxkr5F%2FJvyPr1NMl%2FPcIgrn%2BXqplW8cqbv2ImZxLKrWAiRT%2BcFMjQe6C%2BuQT9n1mvCnznGU%3D
https://ir.citi.com/XInLvxkr5F%2FJvyPr1NMl%2FPcIgrn%2BXqplW8cqbv2ImZxLKrWAiRT%2BcFMjQe6C%2BuQT9n1mvCnznGU%3D
https://www.reuters.com/world/us/us-senators-back-46-bln-financial-relief-postal-service-2021-05-19/
https://www.reuters.com/world/us/us-senators-back-46-bln-financial-relief-postal-service-2021-05-19/
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rates to the benefit of large shippers, all but necessitating additional future bailouts. Amazon 

lobbied for the Act,42 which includes an obscure provision inserted in Section 202 of the 

legislation that requires USPS to maintain an “integrated delivery network of mail and 

parcels.” This argument appears to stem from misinterpreting the 2018 U.S. Treasury Report 

as calling for separate mail and package networks.43 This is not the case, as the 2018 Report 

merely acknowledged that, consistent with the intent of the 2006 Act, separate accounting 

should occur for mail and packages. The Report recommended that the USPS retain the 

package business, “but establish a separate balance sheet for packages to help prevent cross-

subsidization between the mail and package business units.”44 Further, neither the bill nor 

USPS’s guidance45 define the term “integrated delivery network” (IDN), as the Congressional 

Research Service report observes.46 Such a provision, lacking any specificity and apparently 

intended to obscure USPS’s financial position, hardly qualifies as “reform.”47 Amazon has 

both publicly supported and lobbied for the integration provision, presumably because it 

continues antiquated postal costing that conceals USPS’s package-delivery subsidy by 

rendering virtually impossible the determination of the true costs and pricing differences 

 
42. Amazon.com Services LLC, Lobbying Report, available at 

https://lda.senate.gov/filings/public/filing/f65114d5-3612-49a1-924d-7e7feec23960/print/.  
43. United States Treasury, United States Postal Service: A Sustainable Path Forward Report from the Task 

Force on the United States Postal System, December 4, 2018, available at 
https://home.treasury.gov/system/files/136/USPS_A_Sustainable_Path_Forward_report_12-04-2018.pdf.  

44. Id. at 55. 
45. United States Postal Service, Domestic Mail Manual, July 15, 2007, available at 

https://pe.usps.com/Archive/PDF/DMMArchive20070717/mailingstandards.pdf.  
46. Congressional Research Services, Select Mail Delivery Provisions in the Postal Service Reform Act of 

2021 (H.R. 3076), June 2, 2021, available at https://crsreports.congress.gov/product/pdf/IN/IN11686.  
47. For a more detailed discussion of integrated delivery networks, see Appendix C. 

https://lda.senate.gov/filings/public/filing/f65114d5-3612-49a1-924d-7e7feec23960/print/
https://home.treasury.gov/system/files/136/USPS_A_Sustainable_Path_Forward_report_12-04-2018.pdf
https://pe.usps.com/Archive/PDF/DMMArchive20070717/mailingstandards.pdf
https://crsreports.congress.gov/product/pdf/IN/IN11686
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between mail and package delivery.48,49 As a result, Americans who rely on mail service (and 

particularly rural Americans) will likely end up paying more and receiving increasingly 

spotty service, especially with USPS proposing to slow delivery times to rural locations.50 

 While the Postal Service’s financial woes have garnered the support for the agency’s 

reform, strong economic evidence, not hand-waving and sophistry, should inform the public 

policy that seeks to effectuate the requisite changes. Nebulous terms such as the “integrated 

delivery network” that Section 202 proposes, without definition, fail to meet criteria for 

substantive, rather than semantic “reform.”  

Further, original empirical evidence suggests that Amazon’s lucrative NSA with the 

USPS has prompted the latter to attempt to recover any losses on the Amazon deal by raising 

prices to other customers. USPS inked its initial five-year NSA with Amazon in 2013 and 

revisited the terms in 2018.51 To examine whether any price changes may have coincided 

with the initial and revised terms of the NSA, we analyzed USPS price lists provided in the 

agency’s annual Notice 123s over the period from 2011-2021.52 We focused our analysis on 

 
48. Amazon Staff, It’s time to revitalize the United States Postal Service, May 27, 2021, available at  

https://www.aboutamazon.com/news/policy-news-views/its-time-to-revitalize-the-united-states-postal-
service.  

49. Cesar Ybarra, How an 'integrated postal network' represents cronyism at its worst, THE HILL, July 23, 
2021, available at https://thehill.com/opinion/finance/564303-how-an-integrated-postal-network-
represents-government-cronyism-at-its-worst.  

50. Obscure language in postal reform bills causes stir, POSTAL TIMES, July 5, 2021, available at 
https://www.postaltimes.com/postalnews/obscure-language-in-postal-reform-bills-causes-stir/  

51. Postal Regulatory Commission, https://www.prc.gov/docs/88/88446/13-11-
27%20Amazon%20opposition.pdf, (“The contract at issue is a negotiated contract between Amazon and the 
Postal Service for competitive parcel shipping services including Parcel Select and Parcel Return Service.”). See 
also, Greg Bensinger and Laura Stevens, A Peek at Amazon’s Contract with the Postal Service, WALL STREET 

JOURNAL, Nov.25, 2013, available at https://www.wsj.com/articles/BL-DGB-31049. The original contract called 
for a five-year term. Upon expiration, if the parties were engaged in actively preparing a successor NSA, the 
term could be extended up to two years. 

52 E.g., see, https://pe.usps.com/text/dmm300/notice123.htm. 

https://www.aboutamazon.com/news/policy-news-views/its-time-to-revitalize-the-united-states-postal-service
https://www.aboutamazon.com/news/policy-news-views/its-time-to-revitalize-the-united-states-postal-service
https://thehill.com/opinion/finance/564303-how-an-integrated-postal-network-represents-government-cronyism-at-its-worst
https://thehill.com/opinion/finance/564303-how-an-integrated-postal-network-represents-government-cronyism-at-its-worst
https://www.postaltimes.com/postalnews/obscure-language-in-postal-reform-bills-causes-stir/
https://www.prc.gov/docs/88/88446/13-11-27%20Amazon%20opposition.pdf
https://www.prc.gov/docs/88/88446/13-11-27%20Amazon%20opposition.pdf
https://www.wsj.com/articles/BL-DGB-31049
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Parcel Select, non-machinable products falling into the following three categories, which 

represent mail dropped off at various points on the USPS delivery network: 

• Destination Delivery Unit (DDU) – Also known as “the last mile”, this 
represents the last stop a parcel makes before delivery. 
 

• Destination Sectional Center Facility (DSCF) – This point represents a 
processing and distributional center that services a geographic area 
destinated by one or more zip code prefixes. 
 

• Destination Network Distribution Center (DNDC) – A major USPS mail 
processing plant, of which approximately 22 currently exist in operation.53   

The figures below indicate that USPS prices spiked at periods concurrent with the 

origin and revisitation of the USPS-Amazon NSA. 

FIGURE 2: ANNUAL PRICES ACROSS ALL WEIGHT CATEGORIES, PARCEL SELECT NON-MACHINABLE 

 

 
53 https://fast.usps.com/fast/fastApp/resources/labelListFilesSearch.action.  

https://fast.usps.com/fast/fastApp/resources/labelListFilesSearch.action
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FIGURE 3: PERCENTAGE PRICE CHANGES, USPS PARCEL SELECT NON-MACHINABLE, AVERAGE ACROSS ALL WEIGHTS 

 

These results suggest that smaller USPS consumers subsidize the favorable deal that Amazon 

has obtained from the agency. Coupled with the USPS’s prioritization of package delivery 

over mail, these results presage harm to the competitive landscape, as Amazon will be able 

to exploit the USPS, a quasi-Federal agency to place its rivals at a disadvantage.54 Moreover, 

 
54. Also see, Mark Solomon, Amazon bars use of USPS delivery service for some seller-fulfilled goods, 

FREIGHTWAVES, Nov. 13, 2019, available at https://www.freightwaves.com/news/amazon-bars-use-of-usps-
delivery-service-for-some-seller-fulfilled-goods. The article details Amazon’s attempt at inducing a merchant 
to pay a higher rate for postage than the merchant obtained through its own NSA by buying the postage from 
Amazon: “Amazon’s plan was to make it so difficult for the merchant to do business outside of its ecosystem 
that it would effectively let Amazon manage all of its fulfillment and delivery…” 

https://www.freightwaves.com/news/amazon-bars-use-of-usps-delivery-service-for-some-seller-fulfilled-goods
https://www.freightwaves.com/news/amazon-bars-use-of-usps-delivery-service-for-some-seller-fulfilled-goods
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mail services suffer as the Postal Service increasingly caters to the needs of Amazon over its 

statutorily-intended mail delivery priorities.55  

In the next section, we detail another type of anticompetitive conduct that harms 

USPS and whose cost attribution Section 202 would render opaque.  

III. THE SECOND PART OF AMAZON’S TWO-PART ANTICOMPETITIVE STRATEGY: DUMPING THE 

UNPROFITABLE RURAL DELIVERY ONTO USPS 

To illuminate the anticompetitive effects of Amazon’s practice of selecting the most 

profitable areas to provide “last-mile” service while leaving USPS to cover the rest (known 

as “cream-skimming” or “cherry-picking”), we begin with a brief overview of Amazon’s 

logistical strategy.56 Amazon’s supply-chain hierarchy consists of three main stages: (1) 

procurement and fulfillment, which consists of ensuring its fulfillment centers have sufficient 

product to complete orders; (2) distribution, which entails transporting parceled orders hear 

the points of final delivery; and (3) the last mile, which represents the actual delivery of the 

parcels to their final destination.  

 Diverse types of facilities form the infrastructure to service each stage of Amazon’s 

supply chain: sortable and non-sortable fulfillment centers, sortation centers, receive 

centers, specialty structures, and finally, delivery stations. Fulfillment centers service the 

first stage of the supply chain and represent the largest of these facilities, each averaging 

approximately 800,000 square feet in size.57 Delivery stations, on whose role this section of 

 
55. Fred Thys, Postal employees say mail delivery is spotty because they’ve been told to prioritize packages, 

VTDIGGER.COM, Feb. 1, 2022, available at https://vtdigger.org/2022/02/01/postal-employees-say-mail-
delivery-is-spotty-because-theyve-been-told-to-prioritize-packages/.  

56. Claire Borsenberger, Helmuth Cremer, Denis Jordan, and Jean-Merie Lozachameur, Vertical Integration 
in the E-Commerce Sector, in NEW BUSINESS AND REGULATORY STRATEGIES IN THE POSTAL SECTOR 145 (Pier Luigi 
Parcu, Timothy J. Brenna, and Victor Glass, eds., Springer Nature, 2018). 

57. Jean-Paul Rodrigue, The distribution network of Amazon and the footprint of freight digitalization, 
88 JOURNAL OF TRANSPORT GEOGRAPHY (2020), at Fig. 4, available at 
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC7419283/#fn0005.  

https://vtdigger.org/2022/02/01/postal-employees-say-mail-delivery-is-spotty-because-theyve-been-told-to-prioritize-packages/
https://vtdigger.org/2022/02/01/postal-employees-say-mail-delivery-is-spotty-because-theyve-been-told-to-prioritize-packages/
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC7419283/#fn0005
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our paper focuses, represent the opposite end of the supply chain: the final stage where 

customer orders are prepared for final delivery. Despite representing a relative minority of 

the trip length or duration, last-mile service constitutes approximately 53 percent of the total 

cost of shipping and 41 percent of the total supply-chain costs.58 

 Historically, large shippers such as Amazon have relied, at least in part, on USPS to 

fulfill the last mile of delivery, a product that USPS labels “Parcel Select.” In the early 2000s, 

Airbone@Home, a residential delivery service of Airborne Express (subsequently acquired 

by DHL), picked up parcels from shippers and dropped them at USPS locations closest to the 

recipient, thus taking advantage of the Postal Service’s last-mile network. Currently, FedEx 

and UPS refer to their own USPS-partner solutions as SmartPost and SurePost, 

respectively.59 However, as USPS has observed, certain major customers have begun to 

divert volume from the Postal Service by in-sourcing last-mile deliveries.60 Because its 

relatively nascent last-mile footprint operates relatively few delivery stations that are 

located primarily in urban areas, Amazon still routes packages, particularly those in high-

cost rural areas, through USPS’s “sectional center facilities,” or processing and distribution 

centers that serve designated geographic areas.61 FedEx has also attempted to internalize 

last-mile services in profitable areas with higher population densities.62 UPS recently 

 
58. Onfleet, Six Practical Ways to Reduce Last Mile Delivery Costs, May 13, 2021, available at 

https://onfleet.com/blog/6-ways-to-reduce-last-mile-delivery-costs/ 
59.  Cathy Morrow Roberson, Population shifts away from urban areas to raise last-mile costs, JOURNAL OF 

COMMERCE, April 28, 2021, available at https://www.joc.com/trucking-logistics/population-shifts-away-urban-
areas-raise-last-mile-costs_20210428.html.  

60. USPS 2020 10-K at 26, available at https://about.usps.com/what/financials/10k-reports/fy2020.pdf.  
61.  https://about.usps.com/publications/pub220/pub220c2.htm.  
62. Fed Ex, 2020 Annual Report, at 3 (“To make costly last-mile deliveries more efficient, we’re also 

continuing successful collaborations like Last Mile Optimization — now launched in 57 origin markets. To put 
the right package in the right network at the right cost to serve our customers, FedEx Express is contracting 
with FedEx Ground for the transport and delivery of select day-definite residential Express shipments.”). 

https://www.joc.com/trucking-logistics/population-shifts-away-urban-areas-raise-last-mile-costs_20210428.html
https://www.joc.com/trucking-logistics/population-shifts-away-urban-areas-raise-last-mile-costs_20210428.html
https://about.usps.com/what/financials/10k-reports/fy2020.pdf
https://about.usps.com/publications/pub220/pub220c2.htm
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acquired last-mile platform Roadie, though this service focuses primarily on perishable 

goods or parcels that do not fit into UPS’s existing network.63 In addition, UPS redirects a 

portion of its SurePost parcel shipping back into its own network, thus enhancing its own 

delivery density.64 

With respect to traditional parcel delivery, UPS still relies heavily on USPS’s last-mile 

service offering.65 Recognizing the costs of such services and the limited options available in 

rural areas, Amazon and FedEx have also shifted at least a portion of the last-mile costs onto 

the consumer. For example, in primarily urban areas, Amazon uses its “Hub” parcel lockers 

as a last-mile logistics solution, and the consumer incurs part of the last mile costs by picking 

up the shipment at such a kiosk.66 Likewise, FedEx has partnered with Dollar General for 

package pickup and delivery; consumers can drop off or pick up FedEx deliveries at Dollar 

General stores, which are located primarily in rural locations.67   

As the 2003 Report of the Presidential Commission on USPS noted, public-private 

partnerships can function to the advantage of USPS by allowing it to profit from its most 

advantageous first- and last-mile services. However, to the extent that large shippers can 

onboard profitable last-mile services while offloading the least profitable onto USPS, such a 

partnership not only fails USPS, but forces the taxpayer to bear the financial costs, either in 

 
63.  https://multichannelmerchant.com/operations/ups-buys-way-into-last-mile-with-roadie/. 
64. United Parcel Service, Q1 2021 Earnings Call Transcript (period ending March 31, 2021). Available at 

https://www.fool.com/earnings/call-transcripts/2021/04/27/united-parcel-service-ups-q1-2021-earnings-
call-tr/.  

65.  Mark Solomon, FedEx, UPS begin the great last-mile delivery divergence, FREIGHTWAVES, Oct. 30, 2019, 
available at https://www.freightwaves.com/news/fedex-ups-to-begin-the-great-last-mile-delivery-
divergence.  

66. Amazon, Everything you need to know about Amazon Hub Locker, available at 
https://www.amazon.com/primeinsider/tips/amazon-locker-qa.html.  

67. https://www.digitalcommerce360.com/2019/06/17/fedex-teams-up-with-dollar-general-for-drop-
off-and-pickup-services/. 

https://www.fool.com/earnings/call-transcripts/2021/04/27/united-parcel-service-ups-q1-2021-earnings-call-tr/
https://www.fool.com/earnings/call-transcripts/2021/04/27/united-parcel-service-ups-q1-2021-earnings-call-tr/
https://www.freightwaves.com/news/fedex-ups-to-begin-the-great-last-mile-delivery-divergence
https://www.freightwaves.com/news/fedex-ups-to-begin-the-great-last-mile-delivery-divergence
https://www.amazon.com/primeinsider/tips/amazon-locker-qa.html
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the form of bailouts or higher prices. USPS Inspector General’s 2020 report on rural and 

urban deliveries has proposed levying a fee on parcels that have an excessive cost of 

delivery.68 While large parcels, either in size or over the 70 pound limit would likely meet 

the criteria for such a fee, so would parcels located in more difficult-to-reach areas, 

particularly if USPS cannot offset these higher costs by servicing more profitable routes.69 

Taking advantage of (largely urban and suburban) population densities can offer 

large shippers a profit-maximizing incentive to internalize certain last-mile routes. 

Variations in population density contribute to last-mile costs because it complicates the 

optimization process that every logistics firm must undertake: the vehicle routing problem 

(VRP), a.k.a., the truck dispatching problem, a more complex form of the traditional 

combinatorial optimization traveling salesman problem.70 Simply put, the VRP poses the 

question of how an organization can deliver items to various customer locations, using 

various drivers, trucks, and traversing multiple routes while optimizing certain metrics (e.g., 

minimizing costs, time, fuel, etc.).71 USPS, by virtue of its statutory responsibility to deliver 

mail to rural locations with low population densities, always faces the VRP in these areas.72 

 
68. United States Office of Inspector General, Package Delivery in Rural and Dense Urban Areas, Report 

Number RISC-WP-20-008, September 16, 2020, available at https://www.uspsoig.gov/document/package-
delivery-rural-and-dense-urban-areas (“Third, the Postal Service could consider applying extra fees to certain 
high-cost deliveries.”).  

69. FedEx and UPS have recently imposed fees on packages weighing over 50 lbs. and have imposed a 
dimensional weight pricing mechanism on packages based on their size. See FedEx, What is dimensional 
weight?, available at https://www.fedex.com/en-us/shipping/packaging/what-is-dimensional-weight.html, 
and UPS, Billable weight, available at https://www.ups.com/us/en/help-center/packaging-and-
supplies/determine-billable-weight.page.   

70.  G. B. Dantzig and J. H. Ramser, The Truck Dispatching Problem, 6(1) MANAGEMENT SCIENCE 80-91 (1959), 
available at https://pubsonline.informs.org/doi/10.1287/mnsc.6.1.80.  

71. Google Operations Research Tools, Vehicle Routing Problem, available at 
https://developers.google.com/optimization/routing/vrp.  

72. https://www.govinfo.gov/content/pkg/STATUTE-84/pdf/STATUTE-84-Pg719.pdf#page=5. 39 U.S. 
Code § 101 (b) - Postal policy, (“The Postal Service shall provide a maximum degree of effective and regular 
postal services to rural areas, communities, and small towns where post offices are not self-sustaining. No small 

 

https://www.uspsoig.gov/document/package-delivery-rural-and-dense-urban-areas
https://www.uspsoig.gov/document/package-delivery-rural-and-dense-urban-areas
https://www.fedex.com/en-us/shipping/packaging/what-is-dimensional-weight.html
https://www.ups.com/us/en/help-center/packaging-and-supplies/determine-billable-weight.page
https://www.ups.com/us/en/help-center/packaging-and-supplies/determine-billable-weight.page
https://pubsonline.informs.org/doi/10.1287/mnsc.6.1.80
https://developers.google.com/optimization/routing/vrp
https://www.govinfo.gov/content/pkg/STATUTE-84/pdf/STATUTE-84-Pg719.pdf#page=5
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USPS attempts to solve the VRP through three primary delivery types: city carriers, rural 

carriers, and Contract Delivery Services, which represent a contractual agreement between 

USPS and a third-party for the delivery and collection of mail.73 USPS also began 

implementing a Dynamic Route Optimization initiative in 2016, allowing highway-contract 

routes to change from a fixed-price to rate-per-mile contracts. The latter permitted variation 

in departure times, travel routes, and types of mail carried according to mail volume in an 

attempt to solve the VRP and reduce mileage traveled and total costs. However, the planned 

cost savings for 2017 and 2018 failed to materialize, for a variety of reasons detailed in the 

Office of Inspector General’s 2019 report.74   

Unlike USPS, Amazon faces no universal service requirement; it can selectively offload 

delivery to USPS in areas where logistical difficulties, such as solving the VRP, reduce its 

profits, leaving USPS to incur such costs. As a result, Amazon can optimize its overall VRP by 

avoiding or excising high-cost routes entirely. In addition, it can leverage its Hub locker 

solution, which raises opportunity costs on consumers. USPS’s inability to avail itself of 

either option exposes the root economic mechanism that leaves the agency susceptible to 

Amazon’s exploitation: parcel delivery cross-subsidization. We distinguish between inter-

product and intra-product subsidization, the former of which we discussed in the first 

section of this report dealing with allocated versus institutional costs. This section focuses 

 
post office shall be closed solely for operating at a deficit, it being the specific intent of the Congress that 
effective postal services be insured to residents of both urban and rural communities.”) 
https://www.law.cornell.edu/uscode/text/39/101.  

73. United States Postal Service Office of Inspector General, Contract Delivery Service Cost Attribution, 
Audit Report Number 20-313-R21, June 21, 2021, at 1, available at 
https://www.uspsoig.gov/sites/default/files/document-library-files/2021/20-313-R21.pdf.  

74. United States Postal Service Office of Inspector General, Postal Service Dynamic Route Optimization 
and Cost Savings Initiative, Audit Report NL-AR-19-004, September 27, 2019, available at 
https://www.uspsoig.gov/sites/default/files/document-library-files/2019/NL-AR-19-004.pdf.  

https://www.law.cornell.edu/uscode/text/39/101
https://www.uspsoig.gov/sites/default/files/document-library-files/2021/20-313-R21.pdf
https://www.uspsoig.gov/sites/default/files/document-library-files/2019/NL-AR-19-004.pdf
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on the latter, specifically subsidization of low-profit routes by those generating higher profits 

within a specific product offering: in this case, Parcel Select. 

Amazon’s in-sourcing (through Amazon Logistics) the most lucrative, last-mile 

delivery zip codes, leaving deliveries to rural and more expensive zip codes to USPS, has not 

gone unnoticed. In 2019, Morgan Stanley found that Amazon was “disproportionately 

servicing” the densest areas in the United States to keep costs low, but that the strategy 

would “bleed out” USPS, which has the statutory imperative for universal service, including 

low margin and low-density rural neighborhoods.75 By serving only the lowest cost areas, 

Amazon contributes to the further degradation of USPS service. In fact, beginning in October 

2021, USPS announced slowed delivery and higher rates to contend with a projected $160 

billion loss over the next decade.76 Senator Gary Peters (D-MI) has expressed concerns with 

the plan, noting that cuts to service standards would adversely impact USPS’s customers in 

rural and underserved areas.77  

Amazon’s route preferencing affects small businesses and their customers in rural 

areas as well. Amazon’s cream-skimming the most profitable last mile routes not only 

prevents the USPS from offsetting the cost of its mandated service to less profitable areas, 

but it also places rural independent pharmacies at a disadvantage. These small local “mom-

and-pop” pharmacies have sprung up to service rural areas as big-box retail stores have 

 
75. Rachel Premack, Morgan Stanley reveals that Amazon Logistics is 'cherry picking' the most lucrative 

delivery zip codes and leaving rural deliveries to the USPS — and it’s a brilliant strategy to slash costs, BUSINESS 

INSIDER, Dec. 13, 2019, available at https://www.businessinsider.com/amazon-deliveries-usps-rural-morgan-
stanley-2019-12. 

76. Ahtra Elnashar, USPS rolls out slower delivery, higher prices for some services, ABC NEWS 4, Oct. 1, 2021, 
available at https://abcnews4.com/news/nation-world/usps-rolls-out-slower-delivery-higher-prices-for-
some-services.  

77. Peters Statement on Proposed U.S. Postal Service Strategic Plan, Mar. 23, 2021, available at 
https://www.peters.senate.gov/newsroom/press-releases/peters-statement-on-proposed-us-postal-service-
strategic-plan. 

https://www.businessinsider.com/amazon-deliveries-usps-rural-morgan-stanley-2019-12
https://www.businessinsider.com/amazon-deliveries-usps-rural-morgan-stanley-2019-12
https://abcnews4.com/news/nation-world/usps-rolls-out-slower-delivery-higher-prices-for-some-services
https://abcnews4.com/news/nation-world/usps-rolls-out-slower-delivery-higher-prices-for-some-services
https://www.peters.senate.gov/newsroom/press-releases/peters-statement-on-proposed-us-postal-service-strategic-plan
https://www.peters.senate.gov/newsroom/press-releases/peters-statement-on-proposed-us-postal-service-strategic-plan


 -27- 

closed down, driven out by Amazon’s online offerings.78 Permitting Amazon to continue 

exploiting the USPS will effectively subsidize Amazon’s competition with rural pharmacies, 

driving them out of business again and leaving these areas at the online behemoth’s mercy. 

 Certainly, lower-density rural areas pose specific challenges. While much of the OIG’s 

report on this issue is redacted, the Postal Service notes that, in areas with low population 

density, it “must carry relatively few packages across wide expanses of land.”79 Further, USPS 

adds that a declining rural population exerts downward pressure on the profitability of these 

routes. Further, the nature of rural package delivery also complicates cost attribution 

between letters and parcels. For example, rural residents must place mailboxes at the 

nearest point along the delivery route. When such mailboxes are located far from the 

residence and cannot accommodate package sizes, home delivery requires the carrier to 

traverse the additional distance from the mailbox to the home.80 Unlike FedEx and UPS, 

however, USPS does not recover the additional costs of rural deliveries by imposing 

surcharges. To the extent that Amazon is successful in cherry-picking the most profitable 

last-mile routes leaving USPS with the rest, the Postal Service may have little choice but to 

adopt a surcharge-based cost recovery approach. This point again underscores the 

misleading nature of the implication that taxpayers are insulated from the Postal Service’s 

financial welfare. On the contrary, even setting aside the myriad benefits USPS offers, 

taxpayers hold a significant financial stake in its solvency and its ability to protect itself from 

Amazon’s cream-skimming.  

 
78. Markian Hawryluk, Local Pharmacists Fill Rx Void as Big Brands Pull Out of Rural Areas, KHN.org, Dec. 

20, 2021, available at https://khn.org/news/article/local-pharmacists-fill-rx-void-as-big-brands-pull-out-of-
rural-areas/. 

79. Id. at 12. 
80. U.S. Postal Service, Rural Carrier Duties and Responsibilities, September 2013, Sec. 331.21, available 

at https://apwu.org/sites/default/files/po-603_rural_carrier_duties_and_responsibilities_sep_2013.pdf.  

https://khn.org/news/article/local-pharmacists-fill-rx-void-as-big-brands-pull-out-of-rural-areas/
https://khn.org/news/article/local-pharmacists-fill-rx-void-as-big-brands-pull-out-of-rural-areas/
https://apwu.org/sites/default/files/po-603_rural_carrier_duties_and_responsibilities_sep_2013.pdf
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Furthermore, statutory restrictions restrict USPS’s ability to compete with the private 

sector, all the while requiring it to fulfill its universal service mandate. To the Postal Service’s 

credit, a substantial portion of USPS’s costs reflects the agency’s investment in its unionized 

labor force. In contrast, FedEx and Amazon rely in large part on independent contractors, the 

latter of which labels them “Delivery Partners,” to fulfill many logistical services.81 While 

Amazon advertises hourly compensation of $18 to $25 per hour for such services, 

contractors who undertake these deliveries must pay for their own gas, tolls, and use their 

own vehicles. As one article observed, after subtracting such costs, “the pay seems to be little 

more than minimum wage.”82 

Further, while the “free shipping” discussion has captured much of the attention and 

discussion bandwidth in policy circles, the concomitant effects on labor have been largely 

relegated or ignored entirely. Ensuring USPS’s financial future not only protects taxpayers 

from having to bail out the agency in the future, but also secures hundreds of thousands of 

well-paying jobs that contribute to federal, state, and local tax bases.83 

We conclude this section with an analogy to a market that faces both similar cross-

subsidization issues and network effects: higher education. Institutions of post-secondary 

education in the United States subsidize institutional grants or scholarships to economically-

disadvantaged students by charging full “sticker” price to those from families with higher 

 
81. See, e.g., https://www.amazon.jobs/en/jobs/1844781/sr-program-manager-amazon-flex-last-mile-

amazon-flex. (“At Amazon we are building a world class Last Mile Supply Chain, significantly complimented by 
Amazon Flex. Amazon Flex works directly with independent contractors, called Delivery Partners (DPs)…”) 
(emphasis added). 

82. Taylor Soper, I was an Amazon delivery driver: What it’s like to work in the tech giant’s citizen package 
brigade, GEEKWIRE, Dec. 24, 2017, available at https://www.geekwire.com/2017/amazon-delivery-driver-like-
work-tech-giants-citizen-package-brigade/.  

83. United States Office of Inspector General, Package Delivery in Rural and Dense Urban Areas, Report 
Number RISC-WP-20-008, September 16, 2020 at 11, fn. 26. 

https://www.amazon.jobs/en/jobs/1844781/sr-program-manager-amazon-flex-last-mile-amazon-flex
https://www.amazon.jobs/en/jobs/1844781/sr-program-manager-amazon-flex-last-mile-amazon-flex
https://www.geekwire.com/2017/amazon-delivery-driver-like-work-tech-giants-citizen-package-brigade/
https://www.geekwire.com/2017/amazon-delivery-driver-like-work-tech-giants-citizen-package-brigade/
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incomes and thus with the ability to pay it. Such cross-subsidization yields direct network 

externalities through peer effects, the educational benefits that students derive from each 

other.84 Likewise, postal customers benefit from similar network effects: the greater the 

number of households served, (1) the greater the probability of communicating with any 

other individual through the mail system, and (2) the broader the potential audience, 

particularly for marketing mail. Colleges and universities obtain such peer effects through 

cross-subsidization among students, just as USPS achieves similar positive network 

externalities though cross-subsidization of routes. 

In this light, suppose that a group of colleges or universities could siphon off a 

substantial percentage of higher-income students while limiting any concomitant peer effect 

attenuation. Such an outcome would result in a budgetary crisis for the remaining 

institutions that now could no longer offer the same financial aid award levels to lower-

income but high-achieving students. As a result, either states or the federal government (or 

both) would need to provide the offsetting funds to simply maintain the (already 

underfunded) status quo. This outcome represents the equivalent of taxpayers having to bail 

out the Postal Service as a result of Amazon’s cream-skimming the most profitable last-mile 

routes. Alternatively, students would have to assume the loss in financial aid by incurring 

educational debt, similar to surcharges that the Postal Service may need to impose on 

consumers along lower-profit routes. As such, the analogy to higher education does not 

merely serve as a theoretical construct, but rather presages the likely diminished social 

 
84. D. Epple, R. Romano, S. Sarpça, H. Sieg., and M. Zaber, Market power and price discrimination in the US 

market for higher education, 50 RAND J. ECON. 201-225, 202 (2019) (“Pricing by ability- or merit-based aid 
arises because high-ability students increase college quality through peer and reputational effects.”). 



 -30- 

welfare effects that would occur were Amazon’s distillation of the profitable last-mile routes 

at USPS’s expense be allowed to continue unchecked. 

IV. POLICY PROPOSALS TO PROTECT CONSUMERS AND THE U.S. POSTAL SERVICE 

We conclude with three policy proposals that would protect the U.S. Postal Service 

from Amazon’s anticompetitive conduct and ensure that taxpayers will not bear the risks of 

bailing out the agency in the future. First, with respect to Medicare integration, we advise an 

in-depth accounting and economic analysis of the effects of this proposal not only on the 

Postal Service but also on the Medicare plan. Such an analysis should examine the sensitivity 

of the results to departures from the assumptions that the CBO detailed in its report. The 

prefunding mandate, which formed part of the 2006 Act but now faces bipartisan 

disapproval as a result of its contribution to USPS’ financial straits, should serve as a 

cautionary tale against adopting policy proposals without rigorous analysis of their long-

term implications. The 2006 PAEA garnered bipartisan support, as well as that of the 

National Association of Letter Carriers. While its provisions, including the prefunding 

mandate that USPS devised, were characterized as “reform”, payments soon ceased, as the 

Postal Service chose instead to fund its competitive position in the small package delivery 

space. Indeed, USPS appears to have elevated its service to commercial customers such as 

Amazon above its duty to deliver mail to the general population. At the recent 2022 CES, 

Todd Schimmel, acting senior director of Technology Acquisition and Program Management 

for USPS, commented that “The added cargo capacity is specifically for our projections on 
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where e-commerce is going and where packages are going so we can better serve our 

commercial customers, the Amazons of the world… and to also serve our end customers…”85 

Next, we propose that any pricing concessions obtained through NSAs between USPS 

and shippers should reflect the commensurate lower costs of USPS (and not the shipper) for 

providing that same service. This proposition requires an accurate allocation of USPS’s costs, 

particularly between (1) parcels for larger shippers and smaller shippers, and (2) mail and 

parcels, a need we have emphasized throughout this paper. This solution reflects established 

economic principles that underlie the existing mandate that USPS must price its product to 

cover their respective costs; our solution is also simultaneously incompatible with Section 

202 of the proposed Postal Reform Act, which Amazon has sponsored, and which would 

prohibit precisely the type of cost allocation necessary to support efficient parcel delivery 

pricing by conflating package and mail services. Further, our proposal also aligns with 

Congressional intent to protect competition as reflected in both the Sherman Antitrust and 

Robinson Patman Acts. USPS would be free to price discriminate among parcel consumers 

as long as the price differential reflected a legitimate difference in USPS’s costs of service and 

not the large shippers’ exercise of buyer power. To the extent that advantageous prices 

reflect corresponding cost differentials or volume discounts, the Postal Service would retain 

the discretion to enter into NSAs, so long as the offered prices covered the costs of providing 

those same specific services. 

 
85. Mick Akers, Oversized future USPS delivery truck on display at CES in Las Vegas, LAS VEGAS REVIEW-

JOURNAL, Jan. 5, 2022 (emphasis added), available at 
https://www.reviewjournal.com/business/conventions/ces/oversized-future-usps-delivery-truck-on-
display-at-ces-in-las-vegas-2508080/.  

https://www.reviewjournal.com/business/conventions/ces/oversized-future-usps-delivery-truck-on-display-at-ces-in-las-vegas-2508080/
https://www.reviewjournal.com/business/conventions/ces/oversized-future-usps-delivery-truck-on-display-at-ces-in-las-vegas-2508080/
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In offering this prescription, we echo the economic logic behind the Robinson Patman 

Act’s prohibition on secondary-line price discrimination. We acknowledge that the Act, while 

still law, has received little enforcement interest from the regulatory agencies. Nonetheless, 

its statutory intent was to protect smaller, individual dealers (e.g., “mom-and pop” stores) 

from larger merchants (chain stores), whose buying power enabled them to extract 

favorable deals from manufacturers, in the same manner that Amazon extracts advantageous 

shipping rates from USPS. In this case, we see no obvious efficiency argument to support 

uneconomic Postal Service deals for large shippers. The only plausible reason reflects a 

defensive attempt by USPS to disincentivize Amazon, FedEx, and UPS from developing their 

own last-mile parcel shipping offerings and thus in-sourcing deliveries previously 

outsourced to the postal service. But all three have adopted this strategy already, placing 

USPS at greater risk by cream-skimming the most profitable routes, which our third policy 

proposal addresses. 

Finally, to prevent Amazon and other shippers from siphoning off the most profitable 

last-mile delivery routes and leaving USPS with the rest,86 we propose linking the discounts 

that USPS offers to any shippers through NSAs to the profitability of the routes they service. 

For example, suppose Amazon’s decision to service a particular route or general location 

diverts volume away from USPS. Under this proposal, to maintain its discount from USPS, 

Amazon would be obliged to deliver their own packages  on routes USPS deems unprofitable 

to fully offset USPS’s loss of the profitable route. This proposal aims to place USPS in the same 

 
86. United States Postal Service, Form 10-K, 2020, at 12, (“Although the Postal Service's Competitive 

service volumes have increased, this increase is largely due to significant volume growth from three major 
customers, all of which continue to build the delivery capability that would enable them to divert volume away 
from the Postal Service.”), available at https://about.usps.com/what/financials/10k-reports/fy2020.pdf.  

https://about.usps.com/what/financials/10k-reports/fy2020.pdf
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position it would have enjoyed had it continued to provide the last-mile services for the 

locations now in-sourced by Amazon or others. Such an obligation would seek to prevent 

large shippers from building out their last-mile shipping infrastructure by cream-skimming 

profitable routes from USPS and thus encumbering taxpayers with the risk of further 

bailouts. Any shipper that does not use USPS’s last-mile services would be exempt from the 

obligations of this proposal. Thus, this approach would not encumber competition, but 

rather would prevent exploitation of USPS’s universal service mandate.  
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APPENDIX A: CHANGES IN USPS MAIL AND SHIPPING VOLUME 

Declining first-class mail volumes over the last two decades have also complicated 

USPS’s financial situation, as shown in Figure A1 below.  

FIGURE A1: USPS FIRST-CLASS MAIL VOLUME, 1950-2020

 
Source: https://about.usps.com/who-we-are/postal-history/first-class-mail-since-
1926.htm. 

 

The number of first-class mail pieces that pass through the postal service have 

declined to levels not seen since 1976, as electronic alternatives such as e-mail, texting, and 

cellular telephones have supplanted physical letters as a communication medium. While this 

decline and the RHB prefunding mandate have contributed to USPS’s financial straits, the 

rise in parcel volume has partly offset the revenue shortfall, as shown in Figure 2 below. 

However, as we explain in this paper, large shippers, including Amazon, have exploited 

USPS’s parcel-shipping operations by extracting large concessions in the form of artificially 

low rates. Further, to the extent that Medicare integration serves to liberate funding to 

https://about.usps.com/who-we-are/postal-history/first-class-mail-since-1926.htm
https://about.usps.com/who-we-are/postal-history/first-class-mail-since-1926.htm
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sustain such uneconomic pricing for parcel delivery, this portion of postal reform, while well-

intentioned, will serve Amazon’s interests at the expense of the long-term security of USPS 

and the Medicare program. 

FIGURE A2: USPS FIRST-CLASS MAIL AND PACKAGE VOLUMES, 2011-2020 

 

Source: https://facts.usps.com/table-facts/.  

The divergent volume trajectories of USPS’s first-class mail and package shipments 

underscore the need to acknowledge variations in product types when evaluating the long-

term effects of postal reform. We explain subsequently how Amazon’s strategy in supporting 

Section 202 of the 2021 Postal Service Reform Act has the exact opposite aim by conflating 

mail and package deliveries. While the postal service has claimed that its parcel operations 

remain “profitable,” it provides no financial details that would illuminate its deals with 

Amazon and other large shippers. Thus, while USPS delivers more e-commerce packages 

than any other shipper, the extent to which doing so on behalf of other shippers (e.g., by 

https://facts.usps.com/table-facts/
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providing last-mile services) remains hidden.87 “Reforming” the postal service without an 

accounting of the nature of its current deals effectively postpones the inevitable financial 

reckoning, saddling taxpayers with the resulting fallout.  

  

 
87. United States Postal Service Office of Inspector General, The United States Postal Service Delivers the 

Facts, available at https://about.usps.com/news/delivers-facts/usps-delivers-the-facts.pdf.  

https://about.usps.com/news/delivers-facts/usps-delivers-the-facts.pdf
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APPENDIX B: COST ATTRIBUTION DETAILS 

The cost attribution problem has long bedeviled the postal service, a fact recognized 

by various regulatory and oversight agencies and commissions and the relevant literature. 

As Shapiro (2015)88 explains, the dichotomization of USPS’s costs into attributable and 

institutional categories contributes to the allocation problem. USPS defines each as follows: 

Attributable Costs = Volume-Variable Costs + Product-Specific Fixed Costs, 

where, Volume-Variable Costs = Marginal Cost x Volume89 

Institutional Costs = Fixed Costs + Infra-Marginal Costs90 

That over 40 percent of USPS’s costs fall into the institutional cost category has drawn 

regulatory scrutiny for nearly two decades, without resolution. The 2003 Report of the 

Presidential Commission on the Postal Service observed problems with the cost allocation 

system: 

The [cost allocation] system is not without controversy, due primarily to the fact that 
more than 40% of costs fall into this general category of institutional costs. Testimony 
on this topic was contradictory….While the Commission hesitates to prescribe a 
percentage, there is a strong consensus that an attribution level of less than 60% is 
far too low, and would not be considered acceptable in similar private-sector 
ventures. The Commission strongly encourages the Board to make this issue a top 
priority in order to ensure the system is fair, adequately protects the postal market 
from the distorting effects of cross-subsidization, and ensures the Postal Service has 

real insight into the success and failure of its various products and services.91 

 

 
88. Robert Shapiro, How the U.S. Postal Service Uses Its Monopoly Revenues and Special Privileges to 

Subsidize Its Competitive Operations, Sonecon, October 2015, at 11, (hereafter, “Shapiro (2015)”).  
89. Bradley et al, (2019) defined Volume-Variable Costs (VVCj) for a component as the product of total 

cost Cj times the elasticity ej of cost with respect to the driver. Michael Bradley, Jeff Colvin and John Panzar. On 
Setting Prices and Testing Cross-Subsidy Using Accounting Data, Journal of Regulatory Economics, 16, (1999), 
83-100. 

90. The USPS defines inframarginal costs as “The inframarginal costs of a product represent the difference 
between the incremental cost of the product and the sum of the volume variable and product specific costs of 
the product.”) https://about.usps.com/who-we-are/financials/cost-revenue-analysis-reports/fy2017.pdf. For 
a detailed and historical discussion of USPS’ calculation of inframarginal (or “network”) costs, see Charles 
McBride, The Calculation of Postal Inframarginal Costs, 2009, available at 
https://www.prc.gov/sites/default/files/reports/McBride%20092814.pdf.  

91. Report of the President’s Commission on the United States Postal Service, July 2003, at 67. Available at 
https://www.treasury.gov/press-center/press-releases/documents/pcusps_report.pdf.  

https://about.usps.com/who-we-are/financials/cost-revenue-analysis-reports/fy2017.pdf
https://www.prc.gov/sites/default/files/reports/McBride%20092814.pdf
https://www.treasury.gov/press-center/press-releases/documents/pcusps_report.pdf
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Historically, USPS has eschewed further distribution of institutional costs among its 

various product offerings, arguing that any such attempt would reflect an arbitrary 

approach, and that institutional costs, by their very definition, bear no causal nexus to any 

specific product.92 For example, if a postal worker delivers ten letters and one parcel to a 

home, allocating the cost of the time, delivery, sorting network, and systems between these 

eleven pieces of mail does not lend itself to an obvious calculation that reflects the causal 

attribution required by the 2006 Act. But neither USPS nor Congress needs to rely on 

arbitrary solutions. The unavailability of a simple answer does not imply that the problem is 

intractable. Econometric, accounting, and statistical tools offer the possibility of drawing 

causal inferences between product output and associated costs when such a relationship 

evades mechanical review.93 USPS OIG has advocated for such a solution, explaining that “the 

Postal Service should develop a plan which integrates the development of operations data 

systems and the estimation of product costs. Ways should be sought, in such a plan to fully 

utilize operations data, making revisions to the way cost data are developed where 

necessary, with a goal of producing the most useful and accurate cost estimates at a 

reasonable cost.”94 We concur with this position and argue that USPS can leverage the 

 
92. United States Postal Service, Office of Inspector General, A Primer on Postal Costing Issues, March 20 

2012 at 3-4 and 25, available at https://www.uspsoig.gov/sites/default/files/document-library-
files/2015/rarc-wp-12-008_0.pdf. The USPS OIG explained that “the problem with FDC is that institutional 
costs by definition are not caused by any product. Therefore, any method used to allocate institutional costs to 
products is by its very nature arbitrary.”). 

93. See, e.g., John C. Panzar, The Role of Costs for Postal Regulation, 2009, at 18, 
https://www.prc.gov/sites/default/files/reports/J%20Panzar%20Final%20093014.pdf (describing the 
concept of volume variable costs)(“Rather, the volume variable costs of a component are determined by 
applying a variability factor, , to total component costs. This factor is obtained by estimating (econometrically 
or otherwise) the elasticity of total component costs with respect to the level of cost driver activity.”) The 
complement of data at USPS’ disposal, coupled with econometric techniques, particularly advances in causal 
inference, permit the calculation of a more accurate cost analysis.  

94. USPS Office of Inspector General, A Primer on Postal Costing Issues, March 20, 2012 at 12, available at 
https://www.uspsoig.gov/sites/default/files/document-library-files/2015/rarc-wp-12-008_0.pdf.  

https://www.uspsoig.gov/sites/default/files/document-library-files/2015/rarc-wp-12-008_0.pdf
https://www.uspsoig.gov/sites/default/files/document-library-files/2015/rarc-wp-12-008_0.pdf
https://www.prc.gov/sites/default/files/reports/J%20Panzar%20Final%20093014.pdf
https://www.uspsoig.gov/sites/default/files/document-library-files/2015/rarc-wp-12-008_0.pdf
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analytical expertise,  “big data,” and quantitative tools at its disposal to arrive at an allocation 

of institutional costs that more accurately reflects the contribution of competitive products, 

particularly those offered to large shippers such as Amazon. 
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APPENDIX C: INTEGRATED DELIVERY NETWORKS (IDNS) 

 

For some insight into the Act’s intended definition of IDNs, we look to the healthcare 

sector, where this concept occupies the vernacular. Healthcare IDNs, also previously known 

as integrated health networks or multi-hospital systems, aim “to coordinate care across a 

continuum of health services and to manage population health.”95 This definition appears at 

least facially consistent with a reasonable interpretation of Section 202’s aim: to provide 

both mail and parcel delivery within the Postal Service’s existing route delivery system, with 

the ostensible idea to minimize total costs. But two problems plague such a goal. 

First, grouping mail and parcels together obscures the internal cross-subsidization to 

Amazon’s benefit. Inextricably linking these two products would render causal inferences 

(and thus incremental cost calculations attributed to either mail or parcel products) nearly 

impossible. Rather than working to illuminate the causal nexus between each product and 

USPS’s incremental and institutional costs, Section 202 would have the exact opposite effect. 

Not only is this provision inconsistent with USPS’s stated aims of accurate and reasonable 

cost attribution, but it also serves to insulate Amazon’s favorable pricing from any 

connection to almost inevitable future bailouts at taxpayer expense. Indeed, it presages 

Amazon’s defense in such event. The company would almost certainly point to the integrated 

nature of mail and parcel delivery, for which it lobbied, as to why one cannot pin the blame 

on its favorable and uneconomic pricing from USPS for the agency’s financial woes. 

 
95. Jeff Goldsmith, Lawton R. Burns, Aditi Sen and Trevor Goldsmith, Integrated Delivery Networks: In 

Search of Benefits and Market Effects, National Academy of Social Insurance, February 2015, available at 
https://heller.brandeis.edu/council/pdfs/2015/Sessions/Panel%20I/GoldsmithBurnsSen.%20Integrated_D
elivery_Networks_In_Search_of_Benefits_and_Market_Effects.pdf.  

https://heller.brandeis.edu/council/pdfs/2015/Sessions/Panel%20I/GoldsmithBurnsSen.%20Integrated_Delivery_Networks_In_Search_of_Benefits_and_Market_Effects.pdf
https://heller.brandeis.edu/council/pdfs/2015/Sessions/Panel%20I/GoldsmithBurnsSen.%20Integrated_Delivery_Networks_In_Search_of_Benefits_and_Market_Effects.pdf


 -41- 

Second, any provision characterized as “reform,” which Section 202 claims to 

represent, should contain a clear definition of integration and should document its expected 

contributions to the social welfare. Not only does Section 202 lack the first, but it offers no 

insight whatsoever as to the second. Support for an IDN approach to postal services per 

Section 202 appears to lie with the claim of efficiency gains from economies of scope.96 In a 

June 2021 op-ed, Package Coalition spokesman John McHugh argued that the undefined IDN 

would allow USPS to “leverage the network efficiencies it generates by delivering mail and 

packages together.”97 But such a position conflates the integration of delivery services and 

the integration of their cost centers, rendering impossible the separate attribution of costs 

to either mail or parcel delivery. Indeed, the latter problem obscures the former: uncovering 

any economies of scope would rely on accurate cost allocation between cost centers. 

Through Section 202, the Package Coalition seeks to ignore the cost allocation entirely and 

simply assume the existence of such network efficiencies without evidence. 

Lacking the requisite data for an analysis that would inform the existence and 

quantification of such economies of scope, we remain agnostic as to the nature of such 

effects. However, we note that the relevant research with respect to IDNs in the healthcare 

industry—and the attendant abnormal inflation in healthcare costs—offers little evidence to 

support claims of enhanced efficiency. Based on a review of the literature and their study of 

fifteen IDNs, Goldsmith et al. (2015) explained that “there is scant evidence in the literature 

 
96. The concept of economies of scope means that the production of one good reduces the cost of a related 

good. Within the postal sector, this implies that delivering parcels alongside letters  would reduce the cost of 
delivering parcels alone. 

97. John McHugh, Postal Service Reform Act Ensures Lower Prices for Businesses and Consumers, TOWNHALL, 
June 26, 2021, available at https://townhall.com/columnists/johnmchugh/2021/06/26/postal-service-
reform-act-ensures-lower-prices-for-businesses-and-consumers-n2591605.  

https://townhall.com/columnists/johnmchugh/2021/06/26/postal-service-reform-act-ensures-lower-prices-for-businesses-and-consumers-n2591605
https://townhall.com/columnists/johnmchugh/2021/06/26/postal-service-reform-act-ensures-lower-prices-for-businesses-and-consumers-n2591605
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of either societal benefits or advantage accruing to providers from IDN formation.”98 On the 

contrary, the authors noted growing evidence “that hospital-physician integration has raised 

physician costs, hospital prices and per capita medical care spending.”99 Indeed, their 

research exposed the same concerns regarding cost transparency we raise here: “IDN 

financial disclosures obscure the operating performance of their hospitals and physician 

groups.” Ciliberto and Dranove (2006) found little evidence that hospital integration 

resulted in lower prices.100 Concurrently and more conclusively, Cuellar and Gertler (2006) 

found that “integrated organizations have higher prices than stand-alone hospitals and the 

differences are larger for exclusive arrangements and in less competitive markets. However, 

integrated organizations are no more efficient than stand-alone hospitals.”101 

 
98. Id.  
99. Id.  
100. Federico Ciliberto & David Dranove, The effect of physician-hospital affiliations on hospital 

prices in California, 25(1) J. HEALTH ECON. 29-38 (2006). 
101. Alison Evans Cuellar & Paul J. Gertler, Strategic integration of hospitals and physicians, 25(1) J. 

HEALTH ECON. 1-28 (2006). 


