
 

 

 

Executive Summary 
 

The U.S. Postal Service (USPS) lost $354 million in Q1 FY 2014 -- the 19
th

 money-losing quarter of the 

prior 21. Still, the loss represents a significant improvement over the $1.3-billion loss posted in the same 

period last year.  

 

The Service's operating revenue grew $334 million, or 1.9 percent, relative to Q1 FY 2013, driven by 

growth in Shipping and Package services revenue and operational cost cuts totaling $574 million. 

 

But this revenue growth was not enough to offset losses from declining First-Class Mail volume.  

 

First-Class Mail consumers continue to pay a 

disproportionate share of institutional costs, contributing 

significantly to overhead in 2013 despite declining 

service quality. Stamp prices increased by 6 percent in 

January 2014, while prices for competitive products rose 

by 2.4 percent.  

 

  

Monopoly Consumers Face Higher Rate 

Increases than Competitive Products Consumers 
 

On January 26, 2014, USPS increased stamp rates by 6 percent on most monopoly mail products, more 

than triple the 1.7-percent inflation-rate price cap mandated by law except in "extraordinary or 

exceptional circumstances."  

 

The 6-percent price increase is not permanent, however. In September 2013, USPS requested permanent 

price increases to offset recession-related financial losses. The Postal Regulatory Commission denied 

the request for permanent price increases, concluding that the Postal Service "conflated losses that are a 

result of internet diversion with losses that were a result of the Great Recession." Instead, the 

Commission only approved temporary exigent price increases above the Consumer Price Index cap for 

"less than two years."  

 

Meanwhile, competitive product rate increases averaged only 2.4 percent.
 
Monopoly product consumers 

experienced a rate hike 2.5 times higher than that for users of competitive products.  

 

The Postal Service expects this year's rate increases to generate $2.7 billion in additional annualized 

revenue.  
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First Quarter Highlights 

(Compared with Same Period in 2013) 

Total expenses ▼3 % 

First Class Mail revenue   ▼2.8 % 

Standard Mail revenue   ▼0.1 % 

Shipping and Package 

revenue 

▲14.1 % 
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First-Class Consumers Contributing Heavily to Institutional Overhead  
 

First-Class Mail users continue to pay disproportionately more toward institutional overhead -- that is, 

expenses for overall operations not directly or indirectly attributed to a mail product -- than do users of 

competitive products. And the disparity is increasing, according to the Postal Service's cost-coverage 

metric. Cost coverage represents the percentage of a product's attributed cost to which its revenue is 

applied. So a product with cost coverage of 100 percent takes in revenue equal to its costs. Nearly half 

of all Postal Service expenses are not attributed to specific products, and are classified as general, 

institutional overhead. 

 

As shown in the table below, cost coverage for single-piece First-Class letters increased to 170.7 percent 

between 2010 and 2013. Cost coverage for First-Class Mail overall grew 12.5 percentage points to 211.8 

percent in the same period. Meanwhile, cost coverage for Priority Mail (a competitive product) fell 2.1 

percentage points, to 131.1 percent. 

 

Cost Coverage for First-Class and Priority Mail 

 Cost Coverage (in percent)  

Category FY 2010 FY 2011 FY 2012 FY 2013 FY 2013 – FY 2010 

(percentage 

points) 

First-Class Single-Piece 

Letters 

168.1 164.4 168.8 170.7 ▲2.6 

First-Class Mail (Overall) 199.3 199.0 202.9 211.8 ▲12.5 

Priority Mail 133.2 126.2 130.7 131.1 ▼2.1 

 

 

  
 

 

 

First-Class Mail products were saddled with providing the highest contribution to institutional costs of 

all mail classes, effectively subsidizing those competitive products making smaller contributions.  

 

From 2010-13, total market-dominant product cost coverage rose 9.8 percentage points from 165.2 to 

175 percent. Meanwhile, total competitive product cost coverage increased only 0.4 percentage points 

from 138.7 to 139.1 percent.  
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Institutional costs have been on a rising trend line. The Postal Regulatory Commission's Analysis of 

USPS financials in FY 2013 reveals that institutional costs, excluding Retiree Health Benefit Fund 

payments, have risen 6 percent since FY 2007.  

 

 

Monopoly Service Quality Declines  
 

While costs to monopoly consumers increased, service quality declined on the products they used. 

 

First-Class Mail delivery performance declined in the first quarter of 2014 relative to the same period 

last year. USPS posted on-time delivery for 95.5 percent of single-piece First-Class Mail with an 

overnight delivery standard. That's one percentage point lower than the same period last year. 

 

The agency's performance was worse for single-piece First-Class Mail with two- and three-to-five-day 

delivery standards. Just 94.2 percent of single-piece First-Class Mail with a two-day standard made it to 

its destination on time -- 1.9 percentage points worse than last year. And just 85.1 percent with a three-

to-five-day standard was delivered on time, a decline of 8.3 percentage points from the same period last 

year. 

 

These first-quarter delivery results come on the heels of numbers for 2013 that fell below expectations. 

USPS did not meet its goal of delivering 96.7 percent of single-piece First-Class Mail with an overnight 

service-standard requirement; it missed by 0.6 percentage points. Overnight delivery performance in 

2013 was 0.4 percentage points worse than in 2012. 

 

For single-piece First-Class Mail with a three-to-five-day delivery standard, the agency missed its goal 

by 3.4 percentage points. Only 91.6 percent of single-piece First-Class Mail within the three-to-five-day 

delivery category made it on time. That's 0.7 percentage points worse than in 2012. 

 

The Postal Regulatory Commission reported results that vary slightly from these numbers.  

 

 

Postal Service Pilots New Competitive Package Services 
 

Postal Service management continued to prioritize the growth of its competitive products business, 

recently extending two competitive service trials to New York City.  

 

In December 2013, the Postal Service launched Metro Post, a same-day delivery service, in the New 

York district. Customers that make purchases through select retailers online or in-store by 2 p.m. can 

receive their orders between 4 p.m. and 8 p.m. the same day.  

 

Metro Post's move to New York City follows an unsuccessful trial run in San Francisco, where the 

Postal Service signed up six retailers, including 1-800-FLOWERS, and delivered 95 packages in five 

months. According to the Postal Regulatory Commission, USPS expected total revenue from the market 

test to exceed $10 million. The Office of Inspector General found that USPS "did not properly 

implement the pilot," and lacked sufficient participation from its customers, which included only one 

large retailer. The Postal Service suspended the San Francisco same-day service trial in March 2014.  
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Postmaster General Patrick Donahoe stated, "[Same-day delivery] has caught on like wildfire in New 

York. We have a whole group of customers there." The market test in New York City is expected to 

continue until December 16, 2014.  

 

USPS also expanded its trial of gopost lockers, which can be used to receive and ship packages, to New 

York City in early February 2014. The gopost program first launched in February 2012 with the 

deployment of seven lockers, six of which were installed at post offices, in the Washington, DC 

metropolitan area. Six more lockers were installed at shopping centers later that year, bringing the total 

number of gopost locations in the metro area to 13. 

 

To use gopost, customers must first register for a personal identification number online. After receiving 

a gopost access card in the mail, customers can use their personal identification number and gopost card 

to ship and receive Priority Mail, Priority and Mail Express packages, as well as package types that are 

at least 3/4" thick at any of gopost's secured lockers, 24 hours a day, seven days a week. Non-Priority 

letters or flat-sized envelopes less than 3/4" thick, as well as packages with extra services such as 

Special Handling or Certified Mail, cannot be received or shipped. Parcels that are not picked up within 

15 days are returned to sender.  

 

 

New Investments on Technology Upgrades 
 

Postal Service officials announced major technology investments at the National Postal Forum in March 

2014. 

 

USPS plans to deploy up to 300,000 new hand-held devices by the end of this year. Mail carriers will 

use these mobile devices to clock in for work, inspect their vehicles, scan and geo-tag packages, 

determine routes, and track address changes. The new scanner technology will allow USPS's call center 

to send text messages to mail carrier employees regarding customer-reported changes and problems in 

real time. Postmaster General Patrick Donahoe also suggested USPS may expand into credentialing 

services with the new technology. Using the hand-held device, postal carriers could take photos of 

customers, geo-tag them, and use the photos for identity verification. 

 

The Postal Service has also invested significantly in infrastructure. USPS recently installed new 

scanners in all its processing centers. The Postal Service set a year-end goal to install technology at 

every post office that allows a simple scan of a package to reveal its route. Chief Information Officer 

Jim Cochrane stated, "There is a lot of investment going on, and we think we are really investing for the 

future . . . We are going to add billions of packages to our network."  

 

Recent technology investments have allowed USPS to expand seven-day package delivery to New York 

City, Los Angeles, and parts of Texas and the mid-Atlantic. In order to offer Sunday delivery efficiently, 

the Postal Service replaced all its tracking systems in the last two years and "increased tracking events 

five times." Cochrane stated, "We had to fix our technology. We really are making a billion-dollar bet 

on the future in the shipping business." If all goes as planned, USPS will offer seven-day package 

delivery to 80 percent of the U.S. population.    


