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On January 27, 2015, the Advisory Committee on International Postal and Delivery

Service (“the Committee”) received the Postal Service’s comments on Proposals T1, T2, and T3

relating to terminal dues (“the TD Proposals”) that I presented to the Committee on September

29, 2014, on behalf of Nancy Sparks of FedEx, Keith Kellison of UPS, and myself.1 The Postal

Service’s comments raise several significant issues, but in many cases they rely upon

background knowledge that is not readily accessible to all Committee members. This reply

seeks to assist the Committee in understanding the points made and the points omitted in the

Postal Service’s comments.

1. The Postal Service does not address the legal, policy, or economic bases of the TD

Proposals.

The case for United States advocacy of the TD Proposals (or some variation) at the next

UPU Congress is straightforward and compelling. The PAEA obliges the U.S. government to

support measures which will “promote and encourage unrestricted and undistorted competition

in the provision of international postal services and other international delivery services.” In

contrast, the current UPU system of delivery charges — “terminal dues” and “inward land

rates” — restricts and distorts competition. The PAEA prohibits the U.S. government from

entering into an agreement that would “grant an undue or unreasonable preference to the

Postal Service, a private provider of international postal or delivery services, or any other

person.” The current system of UPU delivery charges grants the Postal Service and all other

public postal operators a substantial and exclusive discount in accessing national postal

services. This preference translates into a significant competitive edge in the increasingly

important provision of international e-commerce services and is not justified by any public

interest considerations. The PAEA obliges the Postal Service to comply with U.S. antitrust laws

1U.S. Postal Service, "U.S. Postal Service Comments on terminal dues proposals submitted to the Federal
Advisory Committee on International and Postal Delivery Services" (no date). This paper was distributed to the
Committee by Joe Murphy, U.S. Department of State, by email on January 27, 2015.
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in the conduct all activities outside the scope of the postal monopoly. The current system of

UPU delivery charges covers many products outside the scope of the postal monopoly. With

respect to these products, the UPU collectively fixes prices and allocates national markets in a

manner that, at a minimum, would raise grave questions for private companies under the

antitrust laws. The trade in services policies of the United States, which explicitly cover “postal

and delivery services,” require the U.S. government to seek international agreements that

“reduce or to eliminate barriers to, or other distortions of, international trade in services

(particularly United States service sector trade in foreign markets).” The current system of UPU

delivery charges creates barriers to trade in postal and delivery services by establishing

discounted delivery charges reserved for foreign postal operators. The commercial interests of

the United States require an approach towards the next UPU Convention that is commercially

neutral between postal and private operators because the Convention affects the global

market for international delivery services, a market in which private U.S. companies have at

least five times as much revenue at stake as the U.S. Postal Service.2 

The Postal Service’s comments do not address any of the legal, policy, or economic

considerations which oblige the United States to support the TD Proposals (or something

similar) at the next UPU Congress. The Postal Service’s comments do not mention section 407

of the postal law, the statutory framework for U.S. international postal policy, or the

requirements of U. S. antitrust and trade laws. The Postal Service’s comments do not recognize

the rapidly changing global market or the evolving commercial interests of the United States as

a whole. The Postal Service offers no quantitative analysis of the effects of the TD Proposals on

U.S. interests or even on its own interests. What is omitted from the comments of Postal

Service is far more significant for the work of the Committee than what is included.

2Compare 39 USC 407 (U.S. international postal policies and authorities); 39 USC 409(e) (application of
antitrust laws to the Postal Service); 19 USC 2114a -2014c (U.S. international trade in services policy) with 2012
Universal Postal Convention, Arts. 29-31 (fixing of prices for delivery of letter post or “terminal dues”); 34-35 (fixing
of prices for delivery of parcels or “inward land rates”); 28 (restraints on competition by post office that forward
international letter post or “remail”); and UPU Congress Resolutions C44/2004, C63/2008, C6/2012 (restraints on
competition by public postal operators establishing collection offices — extra-territorial office of exchange —
outside their national territories). These authorities are discussed in more detail in my paper for the Committee,
“Towards a United States Position at the Doha Congress of the Universal Postal Union” (Draft 3, 25 Oct 2011).
Types of economic distortions and anticompetitive effects produced by the UPU system of delivery charges are
described in detail in Copenhagen Economics, “The Economics of Terminal Dues” (30 Sep 2014) (study for the
Postal Regulatory Commission). The extent of distortions from the UPU system of terminal dues is estimated in my
paper, “Estimating the Effects of UPU Terminal Dues, 2014 – 2017" (paper presented to the 8th Bi-annual Postal
Economics Conference on E-commerce, Digital Economy and Delivery Services, Toulouse School of Economics, April
3-4, 2014). These estimates are being revised in light of new data from the UPU. I will gladly provide a copy of any
reference cited in this paper to any member of the Committee on request.
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2. The 1999 Beijing Congress committed the UPU to establishing country-specific,

cost-based terminal dues system, but the UPU moved still further away from that

standard since then.

Instead of addressing the merits of the TD Proposals, the Postal Service begins by

declaring that the TD Proposals are out of step with a 15-year history of progressive reform of

terminal dues by the UPU. The Postal Service declares, 

Much progress has been made over the past 15 years to move a
large majority of UPU Member countries to a more
country-specific, cost-based terminal dues system, which better
reflects the actual costs associated with the processing and
delivery of inbound international mail. These proposals by Mr.
Campbell ignore the progress of the UPU member countries to
change the terminal dues system and would regress by a decade
and a half to the terminal dues system from the Beijing Congress.
[pp. 1-2 (emphasis added)]

Most members of the Committee are probably unfamiliar with the history of UPU terminal

dues and so not able to place these summary observations of the Postal Service in context. For

this reason, a brief explanation of the development of terminal dues follows.

The UPU introduced terminal dues in 1969 to provide compensation for post offices

that received more letter post then sent out.3 In 1969, and for several Congresses thereafter,

terminal dues were set at a fixed charge per kilogram for all countries. In the 1989 Washington

Congress, the UPU divided the terminal dues system into two tiers: a low per kilogram rate for

most bilateral flows and a much higher per kilogram rate for bilateral flows of more than 150

metric tonnes of mail a year. The purpose of the higher rate for large mail flows was to

discourage remail competition among industrialized countries.4 With the outbreak of remail in

3 The term “terminal dues” refers to charges for the local delivery of inbound international letter post
items which a post office receives from another post office. Terminal dues apply to letter post items, i.e., letters,
printed matter, and “small packets” or packages weighing up to 2 kg. The TD Proposals would also require, under
certain circumstances, non-discriminatory charges for delivery of inbound parcel post shipments, i.e., packages
weighing up to 20 kg (or more in future acts). Although similar to terminal dues, these charges are called “inward
land rates” by the UPU. Postal Service’s reply does not discuss inward land rates. 

4“Remail” is mail which a company located in Country A physically or electronically submits to the post
office in Country B either for delivery in Country B or, more commonly, forwarding via the international postal
system for delivery in another country (Country C or back to Country A). Although remail enjoyed several
advantages over normal outbound international postal service, a major incentive for remail was the misalignment
between terminal dues and equivalent domestic postage rates. See generally, James I. Campbell Jr., “Evolution of
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the 1980s, commercially-minded post offices began to compete with each other to serve as

distribution centers for international mail. Senior postal offices were appalled (not too strong a

word) by such competition. Remail put pressure on international postage rates and threatened

each post office’s position as the sole supplier of outbound international postal services from

its national territory.5 

Since 1989, each UPU Congress has shaped and reshaped the terminal dues system

(and related measures) with the object of restraining competition among post offices by means

of remail (mail transported from another country) or, more recently, “extra-territorial offices of

exchange” (ETOEs) (setting up an office in another country to collect mail). And each Congress

has considered an exhaustive terminal dues reform study only to adopt a resolution calling for

another study of international postal flows, costs of inward delivery, and other factors, in order

to develop a recommendation for an improved terminal dues system to be considered by the

next Congress. Indeed, the UPU has been studying the terminal dues system continuously for

more than 40 years.6

The 2012 Doha Congress was no exception. After a four-year study of terminal dues,

the Postal Operations Council (POC) proposed a new resolution establishing another four-year

study to, inter alia,

 

conduct a cost study aimed at establishing the relationship
between domestic tariffs and the cost of processing inward
international mail; review the formula for converting the
domestic tariffs of destination countries into terminal dues rates .
. .; assess the impact of the new terminal dues rates on markets
and designated operators . . . ; propose changes to the systems
applied for the remuneration of international postal items.7

In authorizing this study, the Doha Congress overwhelmingly rejected a request by some

member countries to include in this study the development of 

Terminal Dues and Remail Provisions in European and International Postal Law,” in The Liberalisation of Postal
Services in the European Union, edited by Damien Geradin (Kluwer: Brussels, 2002).

5The two-tiered terminal dues system of the 1989 was the continuation of concerted efforts by the post
offices of industrialized countries to restrain remail competition that originated in a 1987 meeting in London. The
European Commission ultimately concluded that such activities were inconsistent with European antitrust laws and
required European posts to adopt a more cost-based terminal dues agreement, called “REIMS,” a version of which
is still in effect. The remail controversy was also a major factor leading to adoption of the European Postal Directive
in 1997. Ibid.

6See, e.g., 1979 Rio de Janeiro Congress, Doc 7 (Terminal dues) (150 pages).

72012 Doha Congress, Proposal 37.
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amendments to the Convention to ensure implementation of
cost-based, country-specific terminal dues rates compatible with
the main characteristics of national regulatory requirements and
competition law at least for letter mail between group 1.1
countries [industrialized countries] from 2018.8

What, then, is the 15-year history of progress to which Postal Service refers when, at

the most recent Congress, the UPU refused to allow a study of measures to put into effect

“cost-based, country-specific terminal dues” in flows among the most industrialized countries?

The Postal Service is referring to a genuine terminal dues reform plan adopted by the 1999

Beijing Congress but never carried out.

The 1999 Beijing Congress met in a period of stark challenges to the old order. In 1997,

the European Union (EU) adopted a Postal Directive that put the EU on a path to full postal

liberalization. The Competition Directorate of the European Commission was pressuring EU

posts to adopt a more cost-based, less anticompetitive alternative to the UPU terminal dues

system. The U.S. and German governments were calling on the UPU to convene an

Extraordinary Congress to consider major  reforms in light of “the fundamental changes

occurring in the postal and related physical delivery service sector.”9 Most troubling to postal

delegates in Beijing was a rise in remail competition among post offices which threatened the

viability of the UPU terminal dues and post offices’s de facto shared monopoly over outbound

international mail.

By 1999, the economically correct way to reform terminal dues was well known to both

regulatory authorities and the UPU. In 1988, a study of terminal dues and remail by the

Antitrust Division of the Department of Justice concluded:

The current terminal dues structure produces distortions in the
economic structure of the international mail system. Since
terminal dues do not accurately reflect costs, the current system
causes a subsidy to flow from some parties to others, provides
artificial cost advantages to remailers in some cases and to postal
administrations in others, and generally impairs the efficient
operation of the international mail system.10

82012 Doha Congress, Proposal 81 (emphasis added). Proposal 81 was rejected by a vote of 94 to 24.

91999 Beijing Congress, Proposals 33 (United States), 60 (Germany).

10U.S. Department of Justice, Antitrust Division, “Evaluating a Proposed Agreement on Terminal Dues,” at
25 (1988) (emphasis added).



6

In 1992, the European Commission declared its seminal Postal Green Paper: 

The existing systems of charging between postal administrations
(called terminal dues) is not cost based, leading to significant
distortions between remuneration and actual delivery costs
incurred The same principle of basing tariffs on costs should apply
to the financial compensation system betweeen postal
administrations.11

In 1997, a UPU study by the German government observed, 

On the one hand, rates of terminal dues which are not based on
the internal tariffs or costs of delivery in the country of
destination, create incentives for an economically wrong
organization of cross-border transport networks and letter-post
streams. Measures, on the other, which seek to prevent bypasses,
impair the free exchange of cross-border letter-post items.12

These conclusions have recently been confirmed and amplified in the recent study of

Copenhagen Economics for the Postal Regulatory Commission.

Groundwork for the Beijing Congress’s approach to terminal dues was laid by a 1998

POC study, “The Need for Change.”13 Excerpts from this document convey a sense of the times:

• “[T]he terminal dues system adopted in Seoul [the prior UPU Congress] has not

been able to check the economic distortions observed in the world postal

market.” (p.6)

• “[T]he maladjustment of terminal dues encourages remailing to the detriment

of developed and developing countries.” (p. 6)

• “There is strong private competition to the postal market in many countries. . . .

Public postal operators are competing outside of their borders, primarily in

Europe, South-East Asia and in North America. . . . The substitution of postal

physical mails by electronic communications products is another kind of

competition from technological progress.” (p. 7)

11European Commission, “Green Paper on the Development of the Single Market
For Postal Services,” COM(91) 476 at 251 (1992) (emphasis added).

12 CA C1 1997 Doc 2, page 2. The Council of Administration responded to such observations by terminating
the study.

13See POC WP 1.1 1998.1 Doc 3 Annex 1 (emphasis added).



7

• “Customers need a level playing field with the domestic mailers. . . . Customers

need the operators to act in a commercially sensitive way.” (p. 8)

• “In order to progress, it appears that a cost-based terminal dues system is

needed which would mean no disadvantage to the delivery administration

regardless of the origin or the sender of mail.” (p. 10) [emphasis added in all

cases]

Beset by such commercial and regulatory concerns, the 1999 Beijing Congress resolved

to reform the UPU’s terminal dues system fundamentally. It amended the Universal Postal

Convention to include a formal declaration that, “The provisions of the present Convention

concerning the payment of terminal dues are transitional arrangements, moving towards a

country specific payment system.”14 The report of the POC to Congress left no doubt that in the

foreseeable future all countries would be expected to pay terminal dues based the costs of

delivery in the destination country.

In future, when it comes to settling terminal dues, relations
between all members must be geared to adopting a system based
on each country's specific costs. Consequently, by 2002, the POC
will have to draw up a transition plan which would lead to the
adoption of a system based on each country's specific costs,
applicable to all members.15

Pending the outcome of the POC plan in 2002, the Beijing Congress retained the two-

tiered terminal dues system first introduced in 1989. The tiers were more clearly defined as

pertaining to (1) flows between industrialized countries (“IC to IC flows”) and (2) flows to, from,

and between developing countries (“DCs”). In principle, the 1999 Convention set the IC to IC

terminal dues rate on the basis of a formula that used 60 percent of the postage rate for a 20-

gram letter (i.e., the basis stamp rate). The terminal dues charge was capped, however, at

0.158 SDR per item and 1.684 SDR per kg.,16 with significant increases in the cap in 2002 and

2003. A floor rate of 0.147 per item and 1.491 per kg was also included. As a result of the cap

and floor rates, terminal dues would be roughly related to 60 percent of domestic postage

rates, but only if the cap or floor rates did not apply. When the 1999 terminal dues went into

141999 Convention, Art. 47(3).

151999 Beijing Congress, Doc 37, p. 6 (emphasis added).

16A “special drawing right” or SDR is a basket of major currencies defined by the International Monetary
Fund. Since 1999, the value of 1 SDR in dollars has varied from about $1.27 to $1.58. In 2014, the average value
was $1.52.
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effect for the first time in 2001, the domestic postage formula applied to only one of the 24

major industrialized countries (Belgium). The cap held down terminal dues in 10 countries; the

floor raised terminal dues in 13 countries.17 At the time, the UPU estimated that the average

retail domestic postage charge in an industrialized country for delivering a kilogram of inbound

international mail was about 6.515 SDR.18 If we — like the UPU today — assume that the

amount of domestic postage that is equivalent to the terminal dues charge is about 70 percent

of retail domestic postage for similar mail, then the 1999 Beijing Congress provided that letter

post items exchanged among industrialized countries would receive an average discount from

equivalent domestic postage of about 14 percent in 2001 and that this discount would be

largely eliminated by 2003. For DC to IC mail, the terminal dues rate was 3.427 SDR per kg. For

a typical kilogram of mail, the discount from equivalent domestic postage for such mail — the

subsidy granted DCs by ICs — works out to 25 percent, although this is probably substantially

understated.19

After the Beijing Congress, the drive towards “a system based on each country's specific

costs” stalled and went into reverse. 

The 2004 Bucharest Congress did not seek to align terminal dues with equivalent

domestic postage for any international postal exchanges. Nor did the Bucharest Congress seek

to emulate the recently adopted European terminal dues reform system, REIMS. Instead, the

Bucharest Congress added strict new measures to restrain competition among post offices by

means of ETOEs, a continuation and extension of the UPU’s 15-year old campaign against

remail competition.20 With respect to terminal dues, the Bucharest Congress created two new

overarching categories of countries for terminal dues purposes: the “Target System” and the

“Transitional System”.21 The Target System included the “industrialized countries” from the

1999 Convention. The Transitional System consisted of all other countries, i.e., the “developing

countries” from the 1999 Convention. These new labels, however, implied that one group of

countries had reached the objective of “country-specific, cost-based terminal dues” while the

other group was making a transition to that objective. At least with respect the Target System,

17UPU, International Bureau, Circular 122 (6 Mar 2001).

18POC RT 1999.1, Doc 2, (“Terminal Dues Round Table, 1999), p. 11. The average kilogram of inbound
letter post received by a industrialized country was found include 14.19 items. 

19Because the average weight for items received from developing countries would be lighter than for items
received from other industrialized countries, the average domestic postage per kg in an industrialized country was
probably higher than 6.515 SDR.

202004 Bucharest Congress, Res. C44/2004. The 2012 Doha Congress, Res. C6/2012, continued the effect of
this resolution until 2018. 

212004 Convention, Art. 28(2).
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the implication was unjustified. The 2004 Congress also adjusted the formula relating terminal

dues to domestic postage and the cap and floor rates so that terminal dues became less cost-

based and more distortive. When the 2004 terminal dues went into effect in 2006, the

domestic postage formula applied to only two of the 24 major industrialized countries

(Netherlands and Spain) and the cap held down terminal dues in 19 countries.22

The 2008 Geneva Congress added considerable elaboration to the 2004 terminal dues

system. It divided UPU member countries into six groups for terminal dues purposes. The

groups were numbered 1.1, 1.2, 2, 3, 4, and 5 and ranged from the most industrialized to the

least developed countries.23 The first category, Group 1.1, consisted of the industrialized

countries in the Target System of 2004. Group 1.2 consisted of 8 small, advanced developing

countries, including Hong Kong, Qatar, Singapore, Slovenia and five territories of the United

Kingdom. Group 2 was comprised of 21 relatively advanced developing countries, including

Croatia, the Czech Republic, Hungary, Malta, South Korea, and Saudi Arabia and 2 territories.

The 2008 Convention provided that Group 1.2 would be added to the Target System in 2010

and Group 2 in 2012. For Group 1.1 countries, the Geneva Congress again adjusted the

domestic postage formula and the cap and floor rates. When the 2008 terminal dues went into

effect in 2010, the domestic postage formula applied to just one of the 24 major industrialized

countries (United States); the cap applied to 21 countries.24 For Group 1.2 and 2, a second tier

of terminal dues defined by lower cap rates was established within the Target System. The

Group 1.2/2 terminal dues rates applied to flows between Group 1.2/2 countries and to or

from those countries and Group 1.1 countries. As with Group 1.1 terminal dues, almost all

terminal dues rates for Group 1.2/2 flows are determined by the applicable cap and floor rates,

not by the domestic postage formula. The Transitional System, consisting of Groups 3, 4, and 5,

continued to apply a terminal dues rate defined by fixed charge per kilogram of mail.25 This is

the present framework of the UPU terminal dues system. See Figure 1, appended to this paper.

The Geneva Congress instructed the POC to conduct a four-study “to ensure that, allowing for

exceptions, the application of country-specific, cost-based remuneration principles will be

universal by 31 December 2017.”26 

The 2012 Doha Congress, however, never considered universal application of

22UPU, International Bureau, Circular 174 (8 May 2006). In a few cases, the cap or floor rates constrained
the weight or the piece charge but not both.

23These groups were defined using a “postal development index” that took into account both economic
development and the development of the national post office.

24UPU, International Bureau, Circular 100 (23 May 2011).

252008 Convention, Arts. 27-29; 2008 Geneva Congress, Res. C18/2008.

262008 Geneva Congress, Res. C43/2008.
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country-specific, cost-based remuneration principles. It did, however, decide to transfer

Group 3 countries from the Transitional System to the Target System in 2016. Group 3 consists

of 42 countries and territories, including China, Malaysia, Mexico, Russia, South Africa,

Thailand, and Turkey. At the same time, the Doha Congress created a third, lower tier of

terminal dues within the Target System equal to the terminal dues applicable in the

Transitional System. The UPU terminal dues framework of 2016 is shown in Figure 2. The Doha

Congress also adjusted the domestic postage formula and cap and floor rates applicable to

other Target System countries, i.e., to Groups 1.1, 1.2, and 2. When the 2012 terminal dues

went into effect in 2014, the domestic postage formula applied to none of the 24 major

industrialized countries. All were subject to the cap rate or to a secondary cap which limited

annual increases in terminal dues charges to 13 percent.27 Group 1.2/2 rates were still more

tightly constrained by the cap and floor rates.28 

In sum, the last 15 years of terminal dues reform is reminiscent of the magician’s lovely

assistant who is sawn in two with great ceremony and commotion only to emerge from behind

the curtains a few moments later, all in one piece and wearing an even prettier costume. The

1999 Beijing Congress, responding to regulatory reforms and remail competition, committed

the UPU to a prompt transition to “a system based on each country's specific costs.” After the

1999 Beijing Congress, the UPU retained two tiers of terminal dues — one for IC to IC flows and

one for to/from/between DC flows —  pending a POC plan for a unified system due in 2002.

Fifteen years later, the UPU is scheduled to extend the “Target System” to almost all (93

percent) of the international letter post. The Target System will have three tiers of terminal

dues: one for IC to IC flows; one for flows to/from/between most DCs; and one that to applies

a middle group of advanced developing countries. Today, as in the 1999 Convention, virtually

all terminal dues rates are established according to a politically agreed schedule of charges.

27In explaining the progress in terminal dues reform over the last 15 years, the Postal Service emphasizes
that Doha Congress made “significant improvements to the two-decade old methodology of basing terminal dues
on one 20-gram letter. The current methodology uses a 20-gram domestic letter rate and a 175-gram domestic flat
rate, which represent a ‘best-fit’ linearization of 15 domestic postage rates collected for each UPU member country
in the financial/economic analysis studies conducted prior to the Doha Congress.  This methodology vastly
improves the cost coverage on inbound international mail to eliminate the losses incurred by the Postal Service on
inbound mail.” It is correct that the domestic postage formula approved by the 2012 Doha Congress represented
an improvement over the domestic postage formula of the 2008 Geneva  Congress. However, the new formula is
irrelevant because it is not applied by any Group 1.1 postal operator. In advance of the Doha Congress, a number
of Group 1.1 postal operators demanded that 2012 Convention should allow terminal dues based on the domestic
postage formula by removing the cap rate. The POC rejected this demand.

28The Group 1.2/2 terminal dues rates apply to 76 countries. In 2014, all rates were established by the cap
or floor rates. Statements in the text are based on my calculations using UPU data on domestic postage rates and
the UPU method of calculating terminal dues rates. Final terminal dues rates for 2014 have not been published by
the UPU.
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None, except by happenstance, are aligned with equivalent domestic postage, the long

recognized gold standard for competitively fair and distortion-free inter-postal charges. 

The measure of progress, or lack of progress, from 1999 to 2014 may be boiled down to

two numbers. The first is the average discount from equivalent domestic postage for IC to IC

letter post items. IC to IC mail is about 65 percent of all international mail and comprises the

most competitive market. Using the UPU’s estimation that the amount of domestic postage

that is equivalent to the terminal dues charge is about 70 percent of retail domestic postage,

the average discount from equivalent domestic postage for IC to IC mail In the 1999

Convention was about 14 percent and diminishing. In 2014, the average discount for letter post

items was about 46 percent — ranging from 15 to 75 percent depending on the destination

country. The average discount for small packets was about 57 percent.29 

The second key number is the average discount from equivalent domestic postage for

DC to IC mail. In 1999 Convention, this discount was apparently in the range to 25 to 40

percent. In 2014, the average discount for DC to IC mail was about 68 percent (72 percent for

small packets). The discount for shipments from the major e-commerce countries (China, Hong

Kong, Singapore) appears to be significantly higher (around 75 percent for letter post and 80

percent for small packets). 

In sum, the economically distortive and anticompetitive effects of the UPU terminal dues

system have increased substantially from the 1999 Convention to the 2012 Convention.

3. The TD Proposals return to the principles of terminal dues reform adopted by the

1999 Beijing Congress, not regress from progress achieved over the last 15 years.

The TD Proposals include three major elements. See Figure 3.

• First, the TD Proposals would add a new “system” of terminal dues countries:

the “Country-Specific System.” As with the Target System in the 1999 reforms,

the Country-Specific System would initially be limited to IC to IC letter post. In

the Country-Specific System, terminal dues (and inward land rates) would

29The figures quoted in text are my calculations. The figures presented to the Committee in the September
29th were taken from a paper that I presented to an postal economics conference in Toulouse in March 2014. The
figures in this paper are taken from a new spreadsheet model that incorporates recent data from the UPU.
Although the underlying models are significantly different, the basic trends that emerge are similar. The Toulouse
paper estimated the IC to IC discount in 2014 for letter post to be 43 percent (compared to 46 percent in the
revised model) and for small packets to be 53 percent (revised, 57 percent). For DC to IC flows, the corresponding
figures are: letter post 57 percent ( revised, 68 percent) and 67 percent (revised, 72 percent). Although the revised
model is not completely checked or written up, I will be glad to present the current draft to IPODS member.
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actually be cost-based and country-specific, although a public postal operator

could give individual rates to individual foreign post offices to the same extent it

is permitted to do so for domestic customers by national postal and competition

laws. There could be no discount from equivalent domestic postage merely

because mail was received from a foreign post office. 

• Second, the TD Proposals would allow a destination country to apply equivalent

domestic postage delivery charges to large shipments of packages dispatched by

major e-commerce exporters such as China, Hong Kong, and Singapore.

• Third, the TD Proposals would commit the UPU to complete the study that, in

1999, was supposed to be completed in 2002; that is, a plan for establishing a

truly cost-based, country-specific terminal dues system globally. The TD

Proposals would require this plan to be completed by the convening of the 2020

UPU Congress, 21 years after the reform commitment of the Beijing Congress.

Of these initiatives, the most economically significant is the first, since IC to IC mail is

almost two-thirds of the global letter post system. In this respect the TD Proposals are more

modest than may appear at first sight. As shown in Figure 3, international mail exchanged

among countries of the European Union (and European Economic Area) accounts for half of all

IC to IC international mail. The EU Postal Directive and competition rules already require intra-

EU terminal dues to be cost-based, country-specific, and non-discriminatory.30 In many, but not

all cases, intra-EU bilateral mail exchanges, UPU terminal dues have been replaced by more

cost-based REIMS terminal dues rates or bilateral rates. Thus, the effect of Proposal T1 on

intra-EU flows will be limited.31 If the EU countries are considered collectively for external trade

purposes, then IC to IC terminal dues reform affects the exchange of mail among just seven

major jurisdictions: European Union, United States, Switzerland, Canada, Japan, Australia, New

Zealand.32 A significant portion of this mail, the U.S.-Canada mail, is already subject to a

30EU Postal Directive, Article 13. Technically, this requirement applies only to mail within the universal
service. On the other, the universal service in the EU includes parcel post and as well as letter post. Moreover, EU
competition rules strongly discourage discrimination based on national origin in intra-EU trade. See Damien
Geradin, “Legal Opinion on the Compatibility of the Proposed Target System for Terminal Dues with EU Law”
(unpub, 2012).

31Nonetheless, the UPU terminal dues system continues to distort intra-EU terminal dues negotiations
sbecause it serves a default rate which improves the bargaining position of a post office demanding terminal dues
set below equivalent domestic postage.

32In addition, the UPU definition of industrialized countries includes 17 very small jurisdictions: Falkland
Islands, French Polynesia, Gibraltar, Guernsey, Isle of Man, Jersey, Liechtenstein, Martinique, Monaco, New
Caledonia, Norfolk Island, Pitcairn Island, Reunion, San Marino, Tristan da Cunha, Vatican, Wallis and Futuna
Islands.
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bilateral terminal dues agreement that, if not cost-based, should be.

The most significant innovation introduced by the TD Proposals may be the second

element: the provision that large shipments of e-commerce packages may be charged terminal

dues equal to equivalent domestic postage.33 This proposal may be controversial, but it

appears necessary to address in 2016. The volume of e-commerce shipments is rising

dramatically. According to report by the USPS Office of Inspector General, e-commerce postal

packages received by the Postal Service from China increased by 182 percent from 2011 to

2012.34  In the industrialized countries, extremely low terminal dues rates are subsidizing

foreign manufacturers to the detriment of local merchants and national direct marketers. It is

common knowledge that many consumer goods can be purchased more cheaply from Hong

Kong than from Amazon, but less commonly known that such trade distortions are created by

the UPU terminal dues system.

Finally, the incremental reforms provided by Proposal T2, although unremarked by the

Postal Service, are worth noting. Currently, the anti-remail and anti-ETOE provisions of the UPU

authorize designated operators to refuse to do business with other designated operators or

private operators (on the same terms as normally provided in Convention) if they are engaging

in competition with designated operators in their outbound national mail markets. Such

behaviour is highly anticompetitive when it restraints competition among similarly situated

operators — for example, between designated operators from industrialized countries — and

when the restraints are imposed selectively by individual designated operators to punish

competitors. On the other hand, an objective legal standard that is limited to preventing the

abuse of preferential terminal dues granted to developing countries seems reasonable and

necessary as a transitional device until cost-based, country-specific terminal dues are

implemented on a global basis (Proposal T3). While Proposal T2 continues the anti-remail, anti-

ETOE rules of the UPU, its purpose is to limit their scope to appropriate situations and to make

them more transparent and objective and thus less anticompetitive. Proposal T2 is a corollary

to Proposal T1.

4. The UPU does not impose burdens on designated operators that justify the distortions

and anticompetitive effects of the UPU terminal dues system.

The Postal Service comments that the UPU terminal dues system does not create undue

33However, the 2012 Convention already provides that shipments of bulk mail to a Group 1.1 country may
be assessed the higher Group 1.1 terminal dues. 2012 Convention, Art. 30(14). My impression is that this provision
is difficult to enforce in practice.

34“Inbound China ePacket Costing Methodology: Audit Report” (25 Feb 2014).
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distortions in the international delivery services market because such distortions are justified

as compensation to designated operators for extra burdens imposed by acts of the UPU. 

The Postal Service does not believe that the UPU terminal dues
system creates undue distortions. . . . The treaty does not confer
an undue or unreasonable preference to the Postal Service as the
sole Designated Operator to fulfill ALL the obligations, terms and
conditions of the UPU Convention and related regulations, as
private operators have no such obligations. . . .

Mr. Campbell's assertions that UPU Terminal Dues should be
available to private operators ONLY on the inbound terminal dues
rates discards the fact that the Postal Service (and all other UPU
designated operators) are obligated by the UPU treaty to fulfill
many other costly obligations. For example, the Postal Service is
required to provide an additional payment of 20% of terminal
dues payments into the Quality of Service Fund (QSF) for 50
Group 5 countries and 10% for 54 Group 4 countries. Private
operators, as non-designated operators, have no such mandate. .
. . Are private operators also prepared to provide a reciprocal
universal service throughout each 192 member country's territory
upon payment of terminal dues, whether this covers their costs
(close-in destinations) or does not (far-away rural ones)? Without
distinctions between commercial operators and the designated
operators with a universal service obligation in this context, there
is palpable and proven potential for ETOEs and private market
consolidators to select their outbound traffic routes so as to
exploit unfairly disparities in terminal dues rates between nations
in a way that the designated operators, which are locked into
duties of worldwide reciprocity and universal service, cannot. To
gain access to the "benefits" of the terminal dues system, private
operators must also accept all of the "drawbacks and costs." Any
other result could only be seen as abuse of the universal postal
territory and would be unfair and create unreasonable
advantages for private non-designated operators. [pp.3-4
(emphasis added)]

These broad statements deserve closer scrutiny. Outbound international mail is

collected as part of the domestic mail service and inbound international mail is delivered as

part of the domestic mail service. Globally, international mail constitutes only 1 percent of

total mail. For the United States, international mail is less than 0.5 percent of total mail.
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Delivery of inbound international mail and collection of outbound international mail are not

“burdens” on a public postal operator. Like any other increment of additional mail, the effect

of adding international mail to other mail is to improve the economies of scale enjoyed by a

public postal operator. Indeed, the view at the UPU is that international e-commerce offers

significant new business for designated operators. The Doha Congress formally recognized

that:

demand for cross-border e-commerce transactions is increasing
significantly as a result of the rapid development of e-commerce,
and that there is huge potential for developing markets and
increasing profit margins and that Posts are actively exploring
ways of becoming main providers of cross-border e-commerce
solutions. [Res. C33/2012 (emphasis added)]

Similarly, the most recent annual report of the Postal Service states,

The Postal Service is continuing its long-term strategy of
becoming a premier world-class global logistics services provider
by enhancing international mailing products, creating new and
strengthening existing bilateral contracts with partner postal
operators worldwide and aggressively marketing its global
services to customers throughout the United States and abroad.
[2013 Annual Report, p. 61 (emphasis added)]

International mail is not a burden for the Postal Service; it is a business, and a fairly

promising business at that. The Postal Service is under no legal obligation, under either U.S. or

UPU acts, to provide outbound international mail services to specific countries at specific

prices. Other than requiring the Postal Service to deliver inbound mail, the Universal Postal

Convention does not impose “many other costly obligations” on public postal operators.

To support its statement, the Postal Service mentions only two specific obligations.

The first is the obligation to deliver inbound international mail “upon payment of

terminal dues, whether this covers their costs (close-in destinations) or does not (far-away

rural ones).” The Postal Service is implying that UPU terminal dues do not fully compensate the

Postal Service for the cost of inward delivery. This is true, of course. The essence of the TD

Proposals, however, is to eliminate such losses. Insofar as compensation for delivery of

inbound mail is concerned, the Postal Service will gain substantially from the TD Proposals.

The second obligation noted by the Postal Service is the obligation to the contribute to

the UPU’s Quality of Service Fund (QSF). The QSF is fund administered by the UPU which is

used to finance projects aimed at improving universal postal service quality in developing
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countries. Postal services in the least developed countries are predominately delivery agents

for mail from industrialized countries, not providers of domestic postal services. In effect,

designated operators in relatively advanced countries are providing modest (about $12 million

annually) financial support for their least developed delivery operations. The QSF is funded by

a UPU-created tax on the terminal dues applicable to letter post sent to developing countries.35

There is no QSF tax on letter post mail sent to industrialized countries. Since Proposal T1 is

concerned exclusively with mail sent to industrialized countries (and Proposal T2 is primarily

so), the obligations of designated operators under the QSF program are unrelated to the TD

Proposals.

5. The UPU terminal dues establishes essentially uniform terminal dues rates for IC to IC

letter post.

On page 4, the Postal Service challenges my statement (abbreviated because it is in a

slide) that terminal dues for Group 1.1 countries “TDs create economic distortions because

they are Uniform (in some sense) and therefore unrelated to costs." The Postal Service states

that “the cap countries receive over 50% more in terminal dues than the floor countries in the

Target System, and there are 27 different rates listed on the UPU circular of quality of service

linked terminal dues rates for 2015.” 

The Postal Service’s statement requires clarification for members of the Committee that

do not happen to have a copy of UPU International Bureau Circular 112 (3 Jun 2014). This

circular lists 6 different base terminal dues rates for Group 1.1 letter post,36 but only if you

count the countries and territories of Guernsey, Isle of Man, Falkland Islands, Pitcairn Islands,

Tristan da Cunha, and Gibraltar. If you focus on the 24 significant industrialized countries (as I

did in my slide), there are only four rates. Of these, 21 designated operators, accounting for

about 80 percent of inbound mail, charge the same terminal dues rate, the cap rate. The other

three designated operators, those of the U.S., Australia, and Spain., charge less than the cap

rate only because they are limited by a secondary cap, which prohibits an increase of more

35The level of the tax varies from 4 percent to 20 percent of the applicable terminal dues charge
depending on the origin and destination terminal dues group. Since the tax is paid only by those who mail to
developing countries, the primarily net effect seems to be a tax some developing countries and their expatriate
citizens for the benefit of others. The wisdom and fairness of such a tax seems to me questionable. In any case, it is
unaffected by the TD Proposals. See generally, 2012 Convention, Art. 32;, 2012 Doha Congress Docs 20b (terminal
dues) and 30 (Quality of Service Fund).

36 The circular also lists terminal dues rates after allowing for quality of service adjustments. Since the TD
Proposals do not affect the possibility of such adjustments I did not count them in my slide. Even if such
adjustments are included, however, the variation in rates increases only slightly.
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than 13 percent from the previous years. By 2017, the designated operators of all 24 significant

industrialized countries will be charging the same terminal dues rate, the cap rate.

6. The Postal Service’s example of the effect of the TD Proposals on postage rates to

Denmark is based on a misreading of the Proposal T1 but still illuminating.

On page 5 of its comments, the Postal Service illustrates its objections to the TD

Proposals with an example which is meant to explain the effect of the TD Proposals on USPS

international postage rates to Denmark for three categories of mail. Retail mail, International

Priority Airmail (IPA), and International Surface Air Lift (ISAL). IPA and ISAL are services for bulk

shipments postcards, letters, flats, and small packets. The minimum shipment is 50 pounds. IPA

is delivered as first class or priority mail in the destination country; ISAL as non-priority mail.

The Postal Service’s example is based on a misunderstanding of the requirements of

Proposal T1. The Postal Service states Proposal T1 would require Post Denmark to increase the

terminal dues charge to 100 percent of domestic retail rates. The Postal Service refers, “the

impact of Jim Campbell's proposals on U.S. mailers' international rates to base terminal dues on

100% of domestic retail rates.” The Postal Service notes that the domestic retail rate for a

letter in Denmark is $1.51 and declares, “Under Mr. Campbell's proposals, the Postal Service

terminal dues cost for a letter to Denmark would increase to $1.51.” 

However, Proposal T1 would not require Post Denmark to increase the terminal dues

charge to $1.51. It would require Post Denmark to charge “the rates, terms, and conditions

offered in their domestic service, on conditions identical to those proposed to their national

customers” (Proposal T1, sec. 2.1).37 Thus, Post Denmark should treat mail received from the

U.S. Postal Service with the same terms as it would apply to similar mail received from a

domestic Danish mailer. If Post Denmark has a discounted rate for bulk mail — even retail

letter mail from the U.S. is tendered to Post Denmark in substantial quantities — then it should

make this rate available to the Postal Service. If Post Denmark is permitted by Danish law to

provide individual contract prices for such services, then the Postal Service could negotiate an

individual contract price with Post Denmark. The Postal Service’s example is based a

misreading of Proposal T1.

The Postal Service goes on to say that — assuming it had to pay the full retail price for

delivery of each letter post item sent to Denmark — the statutory price cap would prevent it

37 Note that my calculations in this paper and the September 29th presentation assume that 70 percent of
the domestic postage charge yields a delivery rate that is equivalent to the terminal dues rate. This is the
percentage used by the UPU. However, the TD Proposals do not require any specific relationship between retail
domestic postage and terminal dues, only that rates for similar delivery services for similar items, whether
domestic on inbound international in origin, should be the same.
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from recovering the increased cost of service to Denmark and impose significant financial

hardship. The full paragraph reads as follows:

Under Mr. Campbell's proposals, the Postal Service terminal dues
cost for a letter to Denmark would increase to $1.51, which
would result in losses to the Postal Service as this rate is higher
than USPS retail and commercial international rates charged to
U.S. customers. Such a result would not be sustainable.
Moreover, the Postal Accountability and Enhancement Act
established a rate cap on U.S. postage rates, including
international rates. The law mandates that rate increases may not
exceed CPI inflation rate, which has averaged 1-2 percent since
the law was passed in 2006. This cap would prevent the Postal
Service from raising rates on outbound international letters to
match the new delivery costs for outbound letters, thereby
resulting in significant losses for the Postal Service. Such a
scenario negatively impacts mailers, the Postal Service, and the
United States as a whole.

These paragraph requires careful parsing. IPA and ISAL are competitive products. They

are not subject to the statutory rate cap at all. In this example, only international first class mail

rates are subject to the statutory rate cap. However, the rate cap allows the Postal Service

great flexibility in adjusting international first class mail rates, because it applies not to

international first class mail, but to all first class mail. Revenue from outbound international

first class mail constitutes only about 1.5 percent of first class mail revenue. Thus, even large

increases in postage rates for international first class mail could, in theory, be accommodated

under the statutory rate cap. Moreover, there is no apparent need for large rate increases in

outbound first class rates. The Postal Service is generalizing about the effects on international

first class rates from a single destination country with extraordinarily high domestic postage

rates. As a whole outbound international first class mail in 2013 had a substantial coverage of

142 percent.38 For international first class mail sent to target system countries, terminal dues

account for about 40 percent of total costs.39 Hence, a doubling of terminal dues would reduce

the cost coverage of international first class mail to about 120 percent. Whether or not the

38Postal Regulatory Commission, Financial Analysis 2013, Appendix A.

39In 2012, the Postal Service exported 105 million first class mail letters, flats, and small packets weighing
26.8 million pounds to Target System countries (excluding Canada). Total attributable costs were $214 million.
Assuming all mail was subject to the UPU cap terminal dues rate, total terminal dues would have been about $84
million, or 39 percent of attributable costs.
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Postal Service would raise international first class mail rates under such circumstances is a

marketing decision. Even a doubling of terminal dues would not require the Postal Service to

charge higher retail rates for international first class mail.

These observations, however, should not obscure the importance of the larger point

that the Postal Service is making. The Postal Service is stating that under the UPU terminal dues

system Post Denmark charges significantly less for the delivery of items tendered by the U.S.

Postal Service than it charges for delivery of equivalent items tendered by a Danish mailer. On

the basis of this lower delivery rate, the Postal Service is able to set prices for outbound

competitive products like IPA and ISAL significantly lower than it could otherwise. Danish Post’s

rates for domestic mailers are regulated. They cover costs in a manner that satisfies Danish

postal and competition laws. If the lower terminal dues rates provided to the Postal Service

(and other designated operators) are significantly less than the (equivalent) domestic rates

permitted by Danish law, then the terminal dues rates do not accurately reflect the costs

incurred by Post Denmark — since the cost of delivering an American letter is no different than

the cost of delivering a similar Danish letter. For the U.S. Postal Service to base its outbound

international rates on terminal dues rates is to engage an accounting fiction. The terminal dues

system has no effect whatsoever on the actual costs incurred in the delivery of international

mail. Terminal dues affect only what designated operators report as costs to their regulators.

At bottom, at least insofar as the exchange of mail among industrialized countries is

concerned, the UPU terminal dues system is an agreement that results in a misstatement of

the true costs of delivery of international mail. As the Postal Service effectively concedes, the

UPU terminal dues system results in a misstatement of accounts that allows designated

operators to price competitive international postal services below their true costs. 

7. Conclusion and request for appointment of a subcommittee

The Postal Service’s comments on the TD Proposals do not provide any persuasive

reasons why the Committee should not support the TD Proposals advanced by Nancy Sparks,

Keith Kellison, and me. The Postal Service fails to address in any manner the legal, policy, and

public interests considerations that require the United States to advance a commercially

neutral, pro-competitive position on terminal dues at the 2016 UPU Congress. Instead, the

Postal Service raises several issues relating to the historical development of terminal dues at

the UPU, the diversity of UPU terminal dues rates for Target System countries, the obligations

of designated operators under the acts of the UPU, and the effects of Proposal T1 (as misread

by the Postal Service) on international postage rates for service from the U.S. to Denmark, a

country with one of the highest domestic postage rates in the world. With respect to these



20

secondary, but significant, issues, the Postal Service’s exposition must be considered less than

fully forthcoming. Finally, the Postal Service’s comments have considered only the effect of

Proposal T1 on terminal dues. It has not commented on the effects of Proposal T1 on inward

land rates or Proposals T2 or T3.

The Committee has suspended further development of the TD Proposals for four

months while waiting for the comments of the Postal Service. During this critical period,

officials at the UPU — including representatives of the Postal Service — have continued to

develop plans to extend the distortive and anticompetitive UPU terminal dues regime. As the

Committee recognized last September, the time for developing a thoughtful U.S. position for

the 2016 UPU Congress that implements U.S. law and advances U.S. interests is running

quickly. Therefore, I ask that at our next meeting the Committee appoint a subcommittee to

refine and improve the TD Proposals with the objective of developing a version that the full

Committee can recommend to the Department.
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