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ACCJ Viewpoint

Recommendation

The complicated and difficult task of ‘privatizing’
Japan Post is well under way. Although the Postal
Privatization Law requires the GOJ to “ensure
equivalent conditions of competition [between
the privatized entities] and other companies
engaged in like business operations” (Article

2), the privatization process is not living up to
this level playing field commitment. Specifically,
Japan Post has announced that it will improve its
international Express Mail Service (EMS) so it can
compete against private international express
delivery service companies, yet many of the
regulatory advantages that accrue to EMS as part
of the protected universal postal service are to
remain in place.

The American Chamber of Commerce in Japan
(ACCJ) urges the Ministry of Internal Affairs and
Communications (MIC), the Ministry of Finance
(MOF), the Ministry of Land, Infrastructure,

and Transport (MLIT), Japan Post, Japan Post
Corporation, the Postal Services Company, the
Post Office Company, and the Japan Fair Trade
Commission (JFTC) to ensure that the privatization
process proceeds with a high level of transparency
and that privatization results in Japan Post’s
competitive services, such as EMS, being subject
to the same rules and regulators as their private-
sector competitors. The GOJ must act quickly

in order to fulfill the legal mandate to enact
measures to ensure equivalent conditions between
private international delivery companies and the
Postal Services Company (the entity that will take
over Japan Post’s mail and delivery business).

Consistent with the legal mandate for “measures
to ensure equivalent conditions,” the ACCJ
recommends the following specific measures:

1. EMS should not be categorized as a universal
postal service. Similar domestic parcel
services, including “Yu-Pack,” were removed
from that category to ensure that they did
not enjoy undue competitive advantages
over equivalent private sector services. EMS
should be treated likewise, as it competes
directly with private sector services.

2. The Postal Services Company should be
supervised by the same regulatory agencies
as private delivery companies. MLIT should
regulate the Postal Services Company for
transportation and security matters, and
MOF should regulate it for customs clearance
matters and customs-related security
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matters. The Japan Fair Trade Commission
should assess and approve EMS prices to
prevent unfair competition.

3. The Postal Services Company should also be
subject to the same regulations as private
carriers, particularly in areas such as customs
clearance, transportation and security.

4. The Postal Services Company financial reports
should be sufficiently transparent to allow
independent observers to verify that revenues
from protected universal service products
are not being used to subsidize competitive
services such as EMS.

5. MIC, MLIT, MOF, and the Japan Post
Corporation should offer an opportunity
for public comments on all amendments of
government and ministerial orders regarding
postal privatization, on “equivalent conditions
of competition” with private delivery
companies and on the Implementation Plan.

Issues

The government of Japan will continue to own
more than one-third of the total outstanding
shares of Japan Post Corporation (the holding
company for all four of the new postal
companies) after a 10-year transition period to
“privatization.” Japan Post Corporation will itself
own 100% of the shares of the Postal Services
Company. The government of Japan also has
indicated that EMS will continue to be under the
supervision of MIC as part of the Postal Services
Company’s universal postal service.

Japan Post has announced that it will improve
EMS so that it can compete against private
international express delivery service companies,
and EMS has already improved significantly.
Japan Post offers time-definite EMS for China
(Shanghai and Beijing), Hong Kong, Singapore,
Korea and Taiwan with guaranteed next-day
delivery. EMS tracking is now available in some
90 countries, including those in which the service
is being offered on a trial basis. Japan Post’s
value-added EMS competes directly with private
international express delivery services, yet due
in part to the many regulatory advantages it
enjoys, Japan Post is able to price EMS at 50 to
65 percent less than similar private services.

When the Postal Privatization Law was enacted
in 2005, the GOJ removed domestic parcel
services, including Yu-Pack, from the universal
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postal service category in recognition of the fact
that it was inappropriate for these competitive
services to be subject to different regulations
than those governing equivalent private sector
services. Yet EMS, the equivalent international
service that also competes against private
sector services, will remain part of the protected
universal postal service.

The ACCJ also urges the Japanese government
to remove EMS from the universal postal
service. EMS is a competitive product that
should not be part of the Postal Services
Company’s protected monopoly.

Removing EMS from universal postal services is
the trend in other major economies. In the United
States, a new postal service law enacted at the
end of last year categorizes postal services into
market dominant and competitive domains to
which separate pricing regulations and accounting
practices apply. In Europe, several nations have
eliminated EMS entirely, while others have

begun regulating it in a manner identical to
private express services. And on April 1, 2007,
Singapore’s basic domestic and international mail
services will be fully liberalized, including the
collection and delivery of letters and postcards.

e Regulatory Agencies and Price-Setting
Currently, MIC regulates Japan Post, and it

will continue to regulate the Postal Services
Company’s universal postal services. Since

EMS is a competitive product, its regulatory
agencies should be the same as private delivery
companies. Private delivery companies are
regulated by MLIT for transportation and security
matters, and by MOF for customs clearance and
customs security-related matters.

EMS is a competitive product and its pricing
should be determined by market and actual
cost. Therefore, like domestic parcel post, EMS
should be treated as one of the services offered
in the competitive domain instead of positioning
it in the same framework as international postal
services that are mandated by the Universal
Postal Union treaty. While the service content
of EMS is specified by the Universal Postal
Union treaty, that treaty does not mandate the
provision of EMS, which is excluded from the
scope of “universal service” as defined in Article
3 of the 2004 UPU Convention. Rather, EMS

is referenced solely as a service that a postal
administration “may agree” to provide, and not
as a service that it “has to provide.”
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A related issue is a proposal to change the

approval process for EMS prices. A draft ministerial
ordinance released on January 31, 2007, would
allow the Postal Services Company to change postal
rates by simply notifying MIC instead of complying
with the current approval procedures.

As discussed above, the ACCJ believes that EMS
should be removed from the universal postal
service category. However, as long as EMS is
inaccurately categorized as a universal postal
service, its rate structure should be assessed for
fairness by an independent organization such

as the JFTC, instead of an agency like MIC. This
would be similar to the United States’ Postal
Regulatory Commission, which was established
as a result of the revised U.S. postal service law.
The Postal Services Company should be required
to obtain the JFTC’s approval of rates for EMS
and other similarly competitive products, and the
JFTC should be required to assess such rates for
fairness and for potential anti-competitive effects.
Even if EMS is taken out of the universal postal
services category, its rates should be approved
by JFTC until equivalent conditions of competition
are established and confirmed by private
competitors, considering the Postal Services
Company’s unique connection to the Japanese
government, the Japan Post Corporation, and its
significant assets.

e Regulatory Bias

Japan Post is currently exempted from a variety
of regulations imposed on private carriers that
govern customs clearance, transportation,
security, and financial reporting. Given the fact
that Japan Post’s EMS is competing in the same
market as private delivery companies, vigorous
enforcement of the same regulations applied to
private sectors by the same regulatory agencies
is indispensable to establish a framework of equal
conditions of competition.

Customs clearance — Japan Post’s customs
clearance procedures both for imports and
exports are much simpler than the procedures
private delivery companies must follow. When
clearing cargo for import, private companies
must declare and clear goods themselves by filing
cargo declarations, calculating duties (a so called
“duty declaration system”), holding imported
goods in a bonded warehouse pending clearance,
and filing via the expensive Nippon Automated
Cargo Clearance System (NACCS). Private
carriers must also declare all export items.
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Private delivery companies employ hundreds of
people to handle these tasks and must therefore
incorporate such costs in their fees. In contrast,
Japan Post is exempted from these cumbersome
and costly procedures. Customs officers calculate
the duties for Japan Post at no charge and the
Post need not report via NACCS.

In response to industry requests and in view

of global practices, MOF drafted a bill to revise
customs clearance procedures for international
postal mail. The bill requires the Postal Services
Company to adopt a duty declaration system for
international postal import items and an export
declaration system for items with a value of
more than ¥200,000. The bill was enacted at the
current Diet session. This bill is a step forward
toward equal treatment, but it retains many of
the advantages enjoyed by EMS. The threshold of
¥200,000 is much higher than the one for private
delivery companies. MOF also plans to allow

the Postal Services Company to use after work-
hour customs services for both duty-declared
and duty-assessed postal items when the duty
declaration systems start within two years.

The ACCJ strongly urges that the Postal Services
Company be required to: 1) declare all import
and export items no matter how much the value
is; 2) use a bonded warehouse system, and 3)
pay the same after-work-hour rates as private
delivery companies.

Transportation and Security — Drivers of private
sector distribution vehicles have observed
recently that while they are being penalized

for parking violations, the parking wardens are
ignoring violations by Japan Post vehicles. This
gives an unfair competitive advantage to Japan
Post. Any privileges extended to Japan Post’s
vehicle operations should also be granted to
distribution vehicles from the private sector.

Similarly, Japan Post is largely exempt from
security regulations implemented by MLIT in
2005 even though cargo shipped by Japan Post
has the same security risks as cargo shipped

by private delivery companies. Also, private
delivery companies were forced to start advance
cargo information submissions on February 1,
2007, while Japan Post shipments continue to
be exempted. The ACCJ urges that the same
security regulations as applied to private carriers
be applied to the Postal Services Company.
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Financial Reporting — EMS should not enjoy
anti-competitive subsidies. The only way that
the public can determine if such subsidies are
occurring is if financial statements of the Postal
Services Company, the Post Office Company

and Japan Post Corporation clearly distinguish
between competitive and non-competitive
products’ expenses, profits, cash flows and other
financial data. Furthermore, financial statements
should be highly transparent and disclosed for

a period of at least five years, as is required of
private companies.

EMS and other competitive services should

be reported separately in the Postal Services
Company’s financial reports. The Postal Services
Company’s competitive services should not
receive any direct or indirect subsidy from

other departments or products within the Postal
Services Company nor from the proceeds or
holdings of other related postal companies.

e Transparency

The Japanese government offered an opportunity
for public comments on the amendments to the
enforcement regulations of the Postal Law, but it
appears that MIC has no plan to offer a similar
public comment opportunity on the enforcement
regulations implementing the Postal Services
Company Law. In fact, the ACCJ understands
that these regulations will soon be considered
and finalized. The MIC website asserts that

the regulations relate only to “organizational
operation,” that they do not concern the delivery
company’s relationship with the “private
individuals,” and the MIC further concludes

that public comment would: “undermine the
fulfillment of public interests, and there is a
possibility of interference of administrative
management.”

However, the implementing regulations for the
Postal Services Company Law are just as critical
to ensuring “equivalent conditions of competition”
as those of the Postal Law. Considering the
interests of the general public in the postal
privatization process, along with those of the
domestic and international businesses that

serve the public and compete with the postal
companies, the ACCJ urges the GOJ to ensure
ongoing transparency in the privatization process,
including an opportunity for public comments on
the implementing rules and regulations of the
Postal Services Company Law.
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Conclusion

The Government of Japan should be vigilant

in ensuring “equivalent conditions of
competition [between the privatized entities]
and other companies engaged in like business
operations,” as is mandated by Article 2 of the
Postal Privatization Law. A first step toward
meeting this requirement is to ensure that the
privatization process, including the administrative
process used to create all draft implementing
rules and regulations, is transparent and
provides meaningful opportunities for public
comment. Additionally, EMS, which Japan Post
acknowledges as a product meant to compete
with similar products offered by private
international delivery companies, should be
removed from the universal postal service
category. The Postal Services Company should
be supervised by the same regulatory agencies
as private delivery companies and should be
subject to the same regulatory requirements.
Furthermore, the Postal Services Company
should be required to obtain the JFTC’s approval
of rates for EMS and other similarly competitive
products, and the JFTC should be required to
assess such rates for fairness and for potential
anti-competitive effects. Finally, Japan Post
Corporation, the Postal Services Company, and
the Post Office Company should be required to
make highly transparent financial statements
available for a period of at least five years, and
those statements should clearly distinguish
between competitive and non-competitive
products’ expenses, profits, cash flows and other
financial data. Only in this way can the public
confirm that anti-competitive subsidies are not
being provided to fund or otherwise support
competitive products and services.

EMS(ERAE—REYE) AT D RETIR T LABEERONERERFIREOMHILICAITT /| RECIRITA—X / 2008F58FTEM

Ensure a Level Playing Field between International Express Mail Service and their Private Sector Express Competitors
/ Privatization Task Force / Valid Through May 2008



